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TYPICAL PROBLEMS 

IN 

ADVANCED ACCOUNTING 


FUNDAMENTALS OF DOUBLE-ENTRY 

BANK RECONCILIATION 

Problem 1 

, From the following particulars, prepare a Bank Reconciliation Statement showing 
the Balance as per Bank Pass Book on 31st December 1943. The following cheques 
were paid into the firm’s Current Account in December 1943, but were credited by the 
Bank in January 1944. A. Das, Rs. 250 ; B. Gupta, Rs. 300 ; and C. Roy. Rs. 240. ? ■' 

The following cheques were issued by the firm in December 1943 but were cashed 
in January 1944: M. Blue, Rs. 300; N. White, Rs. .500, and C. Black, Rs. 300. 

A cheque for Rs. 100 which was received from a customer was entered in the 
Bank Column of the Cash Book in December 1943, but the same was paid into Bank 
in January 1944. The Pass Book shows a credit of Rs. 250 for interest and a debit 
of Rs. 50 for Bank charges. The Bank Balance as per Cash Book was Rs. 18,000 on 
31st December 1943. 

Solution 


BANK RECONCILIATION STATEMENT 
As at 31st December 1943 


Bank Balance as per Cash Book 

Less Cheques paid in but credited by Bank subsequent to 31st December 
M Cheque entered in December but paid into Bank in January 
„ Bank Charges not entered in Cash Book 


Add Cheques issued before 31st December but presented subsequently 
„ Interest credited by Bank but not entered in the Cash Book 


Balance as per Pass Book 


Rs. Rs. 

18,000 ’ 


790 


100 


50 

940 


17,060 

1,100 


250 

1.350 

= Rs. 

18,410 


Problem 2 

On 31st March 1943, your Bank Pass Book showed a balance of Rs. 6,000 to 
your credit Before that diate, you had issued cheques amounting to Rs. 1,500, of 
Which cheques amounting to Rs. 900 have so far been presented for payment. A cheque 
of K«. 800 paid by you into the Bank on 29th March is nafc yet credited in the Pass Book. 
You had also received a cheque for Rs. \$0„ which although entered by you in the 
Bank Column of the Cash Book, was' omitted to be paid into the Bank On 31st 
March, a cheque of Rs. 250 received by you was paid into the Bank but the same 
was omitted to be entered m the Cash Book. There was a credit of Rs. 85 for Interest 
on Current Account and a debit of Rs. 10 for Bank charges. Draw up a Reconciliation 
Statement showing adjustments between your Cash Book and the Bank Pass Book. 


2 TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 

Solution 

BANK RECONCILIATION STATEMENT 
As at Slat March 1943 


Balance as per Pass Book 

Less Cheques issued but not presented 
„ Cheque credited by Bank but not altered in the Cash Book 
„ Interest credited by Bank and not entered in the Cash Book 


Add Cheque paid m but not credited by Bank 
„ Cheque not banked, though entered in the Cash Book 
„ Bank Charges debited but not adjusted in the Cash Book 


Bank Balance as per Cash Book 


U*rol 


blem 3 


»! 


Rs. 1 

t 

Rs. 

6,000 

600 i 

250 


85 

935 

j 

5,065 

800 

j 

160 

1 

10 

970 


— Rs, 

6,085 


On 25th June 1943, I had an overdraft of Rs. 7,500 as shown by my Pass 

Book. Cheques amounting to Rs. 1,000 had been paid in by me on 24th June, but of 

these only Rs. 750 were credited in the Pass Book. I had also issued cheques 

amounting to Rs. 2,500 of which Rs. 2,000 worth only seedPto have been presented. 

There is a debit in my Pass Book of Rs. 75 for interest. I also find that a cheque 
for Rs. 60 which I had debited to Bank Account in my books has been omitted to 
be banked. 

An entry of Rs. 300 of a payment by a customer direct into the Bank appears in 
the Pass Book. 

Prepare a Reconciliation Statement. 


Solution 


BANK RECONCILIATION STATEMENT 
As at 25 th June 1943 


Overdraft as per Pass Book 

^*0\Cheques deposited but not cleared 
„ .‘Amount of Interest debited in the Pass Book, but not 
entered in the C. B. 

„ Amount of Cheque omitted to be banked 




Cheques issued but not presented 
Amount paid in Bank by a Customer, but not entered 
in the C. B. 


Overdraft as per Cash 


l£s\ a. p. 
250 0 0i 


75 

60 


0 

O' 

~<i 


500 

300 




Rs. 

7,500 


a. p. 
0 0 


385 0 0 


7,115 0 0 


800 0 0 


book «Rs. 7.915 0 0 


Problem 4 

Set out below are the extracts from the Cash Book (Bank columns only), 
Bank Pass Book of J. Bull. Prepare a Reconciliation Statement as on December 31st 1943. 
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PREFACE TO THE SIXTH EDITION 


The ever-increasing demand for this work has necessitated the issue 
of its Sixth Edition. There has been no change in this new edition excepting 
for the fact that, in response to numerous requests from students, twenty- 
three problems relating to Indian Incofne-tax Accounts have been added. 
They cover the entire ground relating to adjustments of accounts for Income- 
tax purposes. 

My best thanks are due to my friends, Messrs. B. D. Birdy, B.com., 
g.d.a., r.a. and D. V. Sowani, g.d.a., r.a., for the very valuable help they 
have rendered me in the selection and solution of these additional problems. 

J. R. B. 

Bombay, 21st December 1944. 


PREFACE TO THE FIFTH EDITION 

The enormous benefit afforded to all serious students of Accounting 
by the presentation of Practical Problems with Reliable Solutions having 
been realised and appreciated to its fullest extent, it has now become neces¬ 
sary to issue a Fifth Edition of this work. 

For the purpose of this Edition, the entire work has been rewritten 
and considerably enlarged and improved so as to make it an up-to-date 
volume of inestimable value to all Indian Students of Accounting. Apart 
from the inclusion of past questions selected from the Senior Examining 
Bodies, viz. the Institute of Chartered Accountants, and the Society of 
Incorporated Accountants and Auditors, a large number of new problems 
set at the B.Com. (Bombay University) and other Indian Examinations have 
also been added so as to make the work of a thoroughly representative 
character and to meet the special requirement^ of Indian Students. 

I need hardly state that as a Professor of Accounting with experience 
extending over thirty years. I am fully convinced that a systematic course 
of training in solution of Practical Problems in Accounting is the only 
method of acquiring a thorough mastery over this vast and highly important 
subject. The most effective method of using this book will be for the 
student to work out the problems without having any look at the solutions 
embodied herein. In so working out these problems, I would urge the 
student to acquire neatness, accuracy and speed which will considerably 
enhance his chances of success at Examinations. 

Whereas several of the old and out of date problems have been omitted, 
the same have been replaced by a much larger number of new and more 
difficult ones. Every endeavour has thus been made to bring this work 
on a level with the stringent requirements of the present-day Examinations 
in Advanced Accounting, and I have not the slightest doubt that a close 
and careful study of this work will enable the student to face successfully 
any Examination Test, however severe it may be. 

I take this opportunity of according my grateful acknowledgments and 
thanks to the various Examining Bodies whose questions have been made 
use of in this work. - - - 



If this Edition helps any student to a proper understanding of the 
principles of Accounting or in the passing of any Examination in Advanced 
Accounting, I shall feel my labours having been amply rewarded. 

As in the working of so many problems I cannot hope to be free from 
errors, I shall deem it a favour to be informed of any inaccuracies that 
may have inadvertently crept in. • 

JAMSHED R. BATLIBOI. 


Bombay> 5th December 1938 . 

PREFACE TO THE FIRST EDITION 

As an examiner and teacher, I have always experienced that the defect 
on the part of Indian Accountant Students arose not so much from want 
of general knowledge of the subject as from lack of practice in solution of 
problems, which is so very essential to secure greater ease and accuracy 
in answering examination questions. 

The present work is, therefore, specially designed to enable students to 
acquire this practice by going through a carefully selected course of exercises 
prior to presenting themselves for examinations in Advanced Accounting. 

Bearing in mind the special circumstances under which these problems 
are likely to be used, it has been thought best to select them from the 
past papers set by the most highly recognised examining bodies like the 
Institute of Chartered Accountants of England and Wales, the Society of 
Incorporated Accountants and Auditors, the London Chamber of Commerce, 
the Lancashire and Cheshire Union of Institutes, etc. No pains have been 
spared to so select, arrange and classify these questions as to make the work 
a graduated and complete course of instruction on practical accounting 
and, it is hoped, that the same will be found of a thoroughly representative 
character, and will be eminently suitable as tests for any examination on 
the subject. 

The present work, although primarily intended for examination candi¬ 
dates, will, it is thought, afford considerable facilities to businessmen and 
others who are desirous of studying accounting without the help of a 
coach, provided it is used as a supplement to any reliable text-book on the 
subject. 

The selection as also the solution of every problem has received my 
personal attention and I accept full responsibility for the whole of the work. 
At the same time, it is my pleasant duty to express my indebtedness and 
sincere thanks to my partner, Mr. K. J. Purohit, a.s.a.a., for the several 
valuable suggestions made by hinvand to the members of my staff and 
some of my students without whose able and loyal assistance the completion 
of this work would have been greatly delayed. 

I have only now to ask for the kind indulgence of those for whom 
this work is intended and shall deem it a favour to be informed of any 
inaccuracies that may have escaped notice. 


Bombay, 11th January 1918 . 

\ 


JAMSHED R. BATUBOL 
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CASH BOOK 


1943 


i 

£ 

1 

d. 

1943 


i 

£ 

s. d. 

Dec. 1 

To Balance . 

458 

E 

6 

Dec. 

2 

By Wages . 

48 

0 0 

„ 4 

,. L Smith & Co. 

51 

10 

8 


4 


Petty Cash .| 

10 

0 0 

„ 7 

„ Brown Bros. 

104 

8 

6 

•• 

9 

*t 

Self (Private).| 

100 

0 0 

„ 9 

„ Geo. White Ac Son... 

44 

18 

4 

•» 

14 

it 

J. Tucker . 

284 

2 9 

„ 11 

„ Buller & Co. 

124 

2 

4 

•» 

16 

tt 

Wages .‘ 

51 

0 0 

„ 29 

jK Plumer & Co 

98 

0 

2 


20 

t* 

Cheque Book.1 

0 

4 2 

.. 30 

P. Methuen 

208 

16 

4 


30 

»t 

Chermside & Co. ...I 

41 

010 

.. 31 

„ Cronje & Co. 

84 

14 

9 


31 

tt 

Salaries ... % ... 

35 

0 0 


i 



>» 

»» 

tt 

Wages . 1 

49 

0 0 


1 

j 




M 


Hunter & Co. ...j 

101 

4 8 


i 

i 

i 



t» 

t> 

.. 

Balance c/d.. j 

i 

455 

1 2 

j 


i 

1 






1 




< £ ! 

j 1,174 

13 

7 




£ 

1,174 

13 7 

1943 

! 1 

| 

| 








T 

Dec. 31 

j To Balance b/d. 

t i 

455 

1 

2 






i 

i 

i 


BANK PASS BOOK 

]. Bull in account with the Blankshire Bank 



! 

£ 

s. 

d. 


- 



1944 i 




1943 


£ s. 

d . 

Jan. 

1 To Self . 

50 

0 

0 

Dec. 31 

By Balance b/f. 

205 15 

5 

it 

I M Comm, on Scotch draft 




1944 





(Plumer & Co.) ... 

0 

0 

6 

Ian. 1 

Z Plumer & Co. 

98 0 

2 

tt 

2 „ Hunter & Co. 

101 

4 

8 

t. 1 

„ Cronje & Co. 

84 14 

9 

tt 

2 „ A. Carew . j 

48 

1 

0 

tt 3 

ff J. Dundonald. 

49 14 

9 


3 j „ Comm, on Scotch draft 




tt 4 

„ P. Methuen . 

! 208 16 

4 


j (J. Dundonald) 

0 

0 

3 

.t 6 

„ J. Smith & Co. 

I 48 13 

6 

t» 

3 ! „ Unpaid draft (Cronje & 









Co.) . 

84 

14 

9 





w 

3 „ Chermside & Co. 

41 

0 10 





t# 

7 „ Wages ...” . 

52 

0 

0 

! 





(London Chamber of Commerce.) 

Solution 

BANK RECONCILIATION STATEMENT 
As at 31ai December 1943 


£ $. d. | £ 5 . d. 

Balance as per Pass Book ... ... ... ... ... 205 15 5 

Add Cheques deposited but not credited 

Plumer & Co. ... ... ... 98 0 2 

Cronje &Co. ... ... ... 84 14 9 

P. Methuen ... ... ... 208 16 4 

-391 11 3 


£ 1 597 6 8 

Less Cheques not presented for payment 

Hugter&Co. ... ... ... 101 4 8 i 

Chermside & Co. ... ... ... 41 0 10 

-j 142 5 6 

Balance as per Cash Book = £ jj 455 F 1 2 



























4 TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 

Problem 5 

On 30th September 1943, my Cash Book showed a Bank Overdraft of Rs. 49,350. 
On going through the Bank Pass Book for reconciling the balance, I find the following: — 

j Out of cheques drawn on 26th September 1943, those for Rs. 3,700 were cashed * 
; by the bankers on 2nd October 1943 and a crossed cheque for Rs. 750 given to Abdul 
*„was returned by him and a bearer one was issued to him in lieu on ist October 1943. 

Cash and cheques amounting to Rs. 3,400 were deposited in Bank on 29th 
September 1943, but cheques worth Rs. 1,300 were cleared by the bank on 1st October 
1943 and one cheque for Rs. 250 was returned by them as dishonoured on the latter date. 

According to my standing orders, the bankers have on 30th September 1943 paid 
Rs. 320 as interest to my creditors, paid quarterly premium on my policy amounting 
to Rs. 160, and have paid a second call of Rs. 600 on shares held by me and lodged 
with the bankers for safe custody. They have also received Rs. 150 as dividend on 
my shares and recovered an Insurance Claim of Rs. 800, their charges and commission 
on the above being Rs. 15. On receipt of information of the above transactions, I have 
passed necessary entries in my Cash Book on 1st October 1943. 

My bankers seem to have given me a wrong credit for Rs. 500 paid in by me 
in No. 2 account, and a wrong debit in respect of a cheque for Rs. 300 drawn against 
my No. 2 account. 

Prepare a Reconciliation Statement as on 30th September 1943. 

Solution 


BANK RECONCILIATION STATEMENT (FOR ACCOUNT NO. 1) 
As at 30th September 1943 


■ r ' -- ' ' ■ ' ' ..... *--• - ■ 


Rs. 1 

Rs. 

Overdraft as per Cash Book 


I 

49,350 

Less Cheques issued but not presented 


.. 4,450 ! 


„ Am Hints received by the Bank, bjt not entered in the C. B. 

;—• 

i 



Rs. 



Dividend on Shares 

150 



Insurance Claim 

800 





950 ! 


„ Amount wrongly credited by the Bank to this A/c instead 




of to No. 2 A/c. 


500 





5,900 



i 

43,450 

Add Cheques deposited but not cleard 


... 1,550 


Payments made by the Bank not entered in the C. B. 




Interest to Creditors 

320 



Premium on Policy ... 

160 


! 

Call on shares 

600 


i 



1,080 


„ Bank Commission and charges 


15 


„ Amount wrongly debited by the Bank to this A/c. 




instead of to No. 2 A/c. 


... 300 : 





2,945 

Overdraft as per Bank Pass Book 

= Rs. 

46.3K* 


/Problem 6 

On 31st October 1943, my Pass Book No. 1 showed an overdraft of Rs. 9,500. 
Out of cheques of Rs.^ ±59ft, paid in on 28th October, Rs. 2,000 appear to have been 
credited in the Pass Book under date 3rd November. I had issued cheques in October 
amounting in all to Rs. 8,000, of which I find that Rs. 3,500 worth have been cashed 
in that same month, a diRgue of Rs. 2,500 has been cashed on 2nd November*and 
me rest have not been presented at all. My bankers have given me a wrong credit 
m'No. 2 Account In respect of a cheque of Rs. 1,000 paid into No. 1, Account by me. 

500 for interest on overdraft charged in the Pass Book on 1st November have been 
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entered in my Cash Book as on 31st October. My Pass Book shows a credit of Rs. 600 
to my Account, being interest on my securities collected direct by my bankers. 

Prepare a Reconciliation Statement as at 31st October 1943. 


Solution 


BANK RECONCILIATION STATEMENT (FOR ACCOUNT NO. 1) 
As on 31st October 1943 


Overdraft as per Pass Book 

Less Cheques paid in but not credited by Bank ^ 

„ Amount of Cheque wrongly credited by the Bank in No. 2 Account... 


- T ~ 


Add Cheques issued but not presented 

ft Interest on overdraft e ntered by the Bank on 1st November- . -. 

„ Interest^onSecuritleFcollected by the Bank not entered in the C. B. 


rr'V 


Overdraft as per Cash Book = 


Rs. { 

Rs. 

2,000 1 
1,000 

9,500 

3,000 

Rs. 

6,500 

4,500 
.. 500 


600 

5,600 


Rs. 

| 12,100 


Problem 7 

On 25th June 1943, I had an overdraft of Rs. 7,915 as shown by my Cash Book. 
Bank Columns. Cheques amounting to Rs. lJXHLhad been paid in by me on 24th June, 
but of these only Rs. 750 were credited in the Pass Book. I had also issued cheques 
amounting to Rs. 2.500 of which Rs. 2,000 worth only seem to have been presented. 
There is a debit in my Pass Book of Rs. J5 for interest. I also find that a cheque for 
Rs. 60 which I had debited to Bank Account in my Books has been omitted to be 
banked. 

An entry of Rs. 300 of a payment by a customer direct into the Bank appears 
in the Pass Book. 

Prepare a Reconciliation Statement. 

Solution 

BANK RECONCILIATION STATEMENT 
As at 25 th June 1943 


Overdraft as per Cash Book 

Less Cheques issued but not presented 
„ Amount paid in Bank by a customer, but not entered in the Cash 
Book 


Add Cheques deposited but not cleared 
„ Amount of Interest debited in the Pass Book, but not entered in the 
Cash Book 

„ Amount of Cheque omitted to be banked 



Overdraft as per Pass Book = 


Rs. Rs. 



Rs. 

j 7.115 

250 


75 i 

60 

i 

385 

Rs. j 

7$Q0j 


How would you rectify the following errors discovered* after the preparation of 
the Trial Balance ? 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


1. An amount of Ks. 15 representing Cash Discount allowed by P. Atmaram on 
payment of his account stands debited to his account in the Ledger, but is not shown 
in the Discount Column against the payment entry in the Cash Book. 

2. An item of Es. 750 paid for the purchase of a Gas Engine has been debited 
to Cash Purchases Account from the Cash Book. 

3. An item of Rs. 200 for purchase of Office Furniture has been wrongly passed 
through the Purchase Book. 

4. An amount of Rs. 105-15-0 for a credit sale to C. Gupta although correctly 
entered in the Sales Book has been wrongly posted as Rs. 115-5-0. 

5. A credit purchase of goods amounting to Rs. 125 from P. Benjamin & Co., has 
been omitted to be passed through the Invoice Book, but the payment made subsequently 
stands debited to an account opened in their name. 

6. A credit sale of Rs. 75 to C. Green duly entered in the Sales Book has been 
credited to C. Green's account. , 

7. A credit purchase of goods for Rs. 9-6-0 from A. Arthur correctly entered in 
the Invoice Book has been wrongly posted as Rs. 6-9-0 to the credit of A. Arthur's 
account 

Solution 

The following Journal Entries would serve to rectify the errors : 

1. This error would be rectified by entering up the sum of Rs. 15 
in the discount column against its corresponding cash entry. The periodical, 
total of the discount column will also have to be increased by a like amount 
and so also will the same amount have to be added in the Trial Balance, 

2. Rs. 

Plant and Machinery Account Dr. 750 

To Cash Purchases Account 
(For Amount representing 
cost of Gas Engine wrongly 
debited to the latter account 
now transferred), 

3. 

Office Furniture Account . . Dr 
To Purchases Account 
(Being the debit for purchase 
of Office Furniture wrongly 
given to the latter account, 
set right). 

4. It is not necessary to adjust such an error through the Journal. 
The usual method is to adjust the excess debit of Rs. 9-6-0 to C. Gupta by 
entering an equal amount on the credit side of his account. Another method 
to set right the error would be to rule through the incorrect posting and 
make a fresh posting of correct amount. 

5. Rs. Rs. 

Purchases Account .. Dr. 125 

To P. Benjamin & Co. .. 125 

(Being the entry for the credit 
# purchases omitted to be en¬ 

tered through the Purchase 
Book). 



Rs. 

750 
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6. The rectification of this error will not require a Journal Entry. 
The account of C. Green would first be debited with Rs. 75 to cancel the 
erroneous credit and would then be again debited with further Rs. 75 to 
represent the amount of sale. 

7. No Journal Entry would be needed to rectify this error. 
A. Arthur’s Account would have to be credited with a further amount of 
Rs. 2-13-0 to make up the short posting. 

Notes.—( a) Item numbers 1, 2, 3 and 5 will affect the Gross and Net Profits. 
Item numbers 2 and 3 will increase the Gross Profit by Rs. 950 while item NO. 5 will 
reduce the Gross Profit by Rs. 125. The net result of these three entries would be 
an increase of Rs. 825 in Gross Profit. 

(b) Item No. 1 will increase Net Profit as adjusted above by Rs. 15. 

Problem 9 


How would the following errors in the books of a business affect the accounts of 
the same ? Show corrective Journal Entries. 

.£ s.. d. 

35 9 6 for goods sold, posted to the debit of charges. 

93 2 11 cash posted to the credit of W. Jones, a partner, instead of to W. Jones, 

a customer. 

15 3 6 posted to charges for the purchase of a safe. 

15 6 posted to debit of stationery, instead of to W. Smith in payment of his 

account. 

19 13 6 for wages to workmen for erecting the firm’s new machinery, charged 
to wages account. 

45 0 0 cost of repairing roof of a shed, charged to buildings account. 

(Chartered Accountants.) 

Solution 

The following Journal Entries would be necessary to adjust the errors : 

s. d. 

5 9 6 



| 

L.F.I £ s.d.! 

£ 

Sundry Debtors 

Dr. 

| 35 

9i 

6 


To Charges Account 

(Being the transfer of credit sales wrongly debited to 


i 

j 

i 

35 

Charges Account). 


| 


i 

i 


W. Jones (Partner) 

Dr. 

93 

211! 


To W. Jones (Customer) 

[Being the rectification of wrong credit given to W. 




! 

j 

93 

Jones (Partner)]. 






Office Furniture Account 

Dr. 

i is 

3! 61 


To Charges Account 

(Being the amount of office safe wrongly debited to 


i 

i 



15 

Charges Account). 






W. Smith 

Dr. 

i l 

5j 6, 


To Stationery Account 

(Being the adjustment of wrong debit to Stationery 


j 


i 

; 1 

1 Account). 


r 




! Plant & Machinery 

To Wages Account 

(Being the adjustment of wages incurred on erection of 

Dr. 

! 19 

i 

13 

6 

,! 19 

. 

firm's machinery wrongly debited to Wages 
Account). 


P 




Repairs Account 

Dr. 

j! 45 

0 

0 

45 

To Building Account 

(Being the amount of repairs wrongly capitalised). 


Jl 



i 


211 


3 6 


5 6 


0 ; 0 


Nor*. —As a result of these adjustments the profit will be increased by £26-12-0. 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Problem 10 

The books of a private firm having been posted up to 31st December 1943, how 
would you correct the following errors which were subsequently found therein ? viz: — 

* 1. An amount of £200, received from G. Thompson on 1st January 1944 had been 

entered in the Cash Book as having been received on 31st December 1943. 

2. £15, paid for the purchase of a sporting gun for one of the partners, had 
been charged to General Expenses Account. 

3. An addition in the Returns (Inwards) Day Book had been cast 10s. short. 

4. „ 15s. appearing in the Discount column on the credit side of the Cash Book, 
had not been posted to a personal account. 

4 5. The Analysis of Petty Cash for one month had been omitted, the following 

being the items, viz. Wages cheque overdrawn 19s. 9d.; Postages and Telegrams, £12 10s., 
General Expenses £24 13s. 4d., Stationery, etc., £3 10s. 

6. A cheque for £20, drawn for Petty Cash and handed to the cashier, had not 
been posted to Petty Cash Account in the Ledger. 

7. A cheque for £5 had been handed to A. Johnson in exchange for his for 
a like amount. The latter had been duly paid into the Bank, but returned dishonoured. 
The only entry in the Cash Book is the payment to Johnson. 

Prepare Journal Entries for the adjustments where necessary. 

(Chartered Accountants.) 

Solution 

1. The entry of £200 on the debit side of the Cash Book and also 
the corresponding posting in the Ledger should be crossed out. The cash 
balance on 31st December 1943 would accordingly be reduced and a fresh 
entry of £200 should be made on the debit side of the Cash Book on 1st 
January 1944. 

£ s. d. £ s. d. 

2. Partners Drawings Account Dr. 15 0 0 

To General Expenses Account 15 0 0 

(Being the rectification of 
wrong debit to General Ex¬ 
penses Account for purchase 
of a sporting gun). 

3. A note should be made at the foot of the page where the error 
has occurred, and 10s. should be added to the monthly total; the posting 
of this total should also be altered. 

4. The amount of discount should be debited to the personal account. 

£ s. d. £ s. d. * 

5. Postages & Telegrams .. Dr. 12 10 0 

General Expenses ,. „ 24 13 4 

Stationery „ 3 10 0 

To Wages .. 0 19 9 

„ Petty Cash .. 39 13 7 

(Being the analysis of Petty 
Cash and adjustment of wages 
cheque overdrawn), 

6. The amount of £20 should be debited to Petty Cash Account in 
the Ledger. 

7. As no entry was made on the debit side of the Cash Book to 
record the receipt of cheque from Johnson, it is unnecessary to make the 
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entry recording the dishonour of his cheque, Johnson’s Account stands 
debited with the payment of £5 cheque to him and will be included in 
the list of debtors. 

Problem 11 

The Books of Messrs. Wm. Jones & Co. were balanced on 31st December 1943 and 
a P. & L. Account and Balance Sheet prepared. The Profit for the year, as shown by 
these accounts amounted to £2,481 6s. 4cf. The following mistakes had been made by 
the book-keeper during the year:—(a) A gas engine costing £450 had been debited 
to “Purchases Account” instead of to “Machinery and Plant”, (b) An amount of 
£15 12s. 8d., received as a final dividend in the estate of G. Smith the Balance of whose 
account had, in a previous year, been written off as a bad debt, was standing to the 
credit of a newly opened account under the same name, and was included amongst 
the “Sundry Creditors” in the Balance Sheet, (c) A cheque amounting to £10 4s. 8d. 
which had been returned dishonoured, was posted to the debit of “Allowances Account” 
instead of to the account of A. Brown, from whom it was received, (d) Goods amounting 
to £52 Is. 4d. had been returned by R. Robinson on 30th December 1943 and were 
taken into stock, but the entries recording the return were not passed through the 
firm's books until 4th January 1944. What adjustments would be necessary to rectify 
these errors, and how would they affect the above-mentioned profit ? 

(London Chamber of Commerce.) 


Solution 

The following Journal Entries would be necessary to adjust the errors : 


(<j) 


L.F. £ 

Machinery and Plant Account ... Dr. 1 450 

To Purchases Account 

(Being the rectification of purchase of gas engine 
wrongly debited to the latter account). 


s. d. £ 

0 0 

450 


s. d. 

00 


(/>) G. Smith ... Dr. 

To Bad Debts Account 

(For adjusting credit wrongly given to G. Smith). 


15 12 8 s 

15 12 8 


( c ) A. Brown ... Dr. 

To Allowances Account 

(Being the rectification of Brown's dishonoured cheque 
wrongly debited to the latter account). 


10 4 8 

10 4 8 


(d) Returns Inwards Account ... Dr. 

To R. Robinson 

(Being the entry necessary to record the returns during 
the i^eriod under review). 


52 1 4 

52 1 4 


Notes.—(a) The entry recording the above returns made under 4th January 1944 
will have to be cancelled by passing a reverse entry debiting R. Robinson and crediting 
Returns Inwards Account. 

(b) On the above errors being adjusted, the net profit would amount to £2.905-2-4. 

Problem 12 

In taking out a Trial Balance, a book-keeper finds that he is out Rs. 41-10-8 
excess debit. Being desirous of closing his books he places the difference to a newly 
opened Suspense Account which is carried forward. In the next period he discovers 
that (a) a Credit item of Rs. 83-9-11 has been debited to a Personal Account as 
Rs. 38-11-9; (b) a sum of Rs. 62-10-0 written off Fixtures as depreciation has not been 
posted to Depreciation Account; (c) Rs. 1,000 paid for Furniture purchased had 
been charged to the ordinary Purchase Account; (d) a discount of Rs. 15-4-6 allowed 
to a customer has been credited to him as Rs. 14-5-6 ; (e) the total of the Inward 
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Returns has been added Rupee One short; and (/) an item of Sale for Rs. 68 was 
posted as Rs. 86 in the Sales Account. 

Give the correcting entries, and prepare the Suspense Account. State also the 
ultimate effect of these correcting entries on the Profit and Loss Account. 

(G. D. A.) 


Solution 

The following correcting entries are necessary : — 


Suspense Account. ... ... Dr. 

To Customer's Account 
(Being the adjustment of the wrong debit 
given to the latter account). 


Depreciation Account ... ... ... Dr. 

To Suspense Account 

(Being the depreciation on Furniture omit¬ 
ted to be posted to the former account). 


Furniture Account 

To Purchases Acccount 
(Being the entry adjusting the wrong debit 
given to the latter account instead 
of the former). 


Dr. 


LJF. ij Rs. a. 
I 122 5 


62 10 


i l.ooo o 


Suspense Account ... ... ... Dr. 

To Customer's Account 
(Being the undercredit given to the latter 
account now adjusted). 


0 15 


Returns Inwards Accounts ... ... Dr. 10 

To Suspense Account 

(Being the adjustment in respect of Re. 1 
taken short in the former account). 


Sales Account ... ... ... Dr. 18 0 

To Suspense Account 

(Being the excess credit given to the former 

account now adjusted). j ; 


P. 

8 


0 


0 


Rs. a. p. 
122 5 8 

62 10 0 

li 

I! 

!; l.ooo o o 

i 


0 

°l 

o 


0 15 0 


1 0 0 


18 0 0 


SUSPENSE ACCOUNT 



. 



. 




’ 

Rs. 

a. 

P- 


Rs. 

a. 

P- 

To Customer's Account ... j 

122 

5 

8 

By Balance . 

41 

10 

8 

t* 99 M ••• | 

0 

15 

0 

„ Depreciation Account 

62 

10 

0 

j 




„ Returns Inwards A/c. 

1 

0 

0 

J 1 




,, Sales Account .| 

18 | 

0 

0 

Rs. ! 

123 

4 

8l 




I 

i 


" 


Rs. 

123 

4 

8 


Note. —If the Company has made a profit, the effect of the above corrective entries 
would be to increase the net profit by Rs. 918-6-0, and, on the other hand, if it 
has made a loss, the same would be reduced by the same amount. 


Problem 13 

Point out the inaccuracies in the following Journal, giving your reasons and make 
the necessary entries to correct the errors:— — 
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Messrs. Mahomedally & Co., Ahmedabad 
ToSale9 

(Being the price of 20 tons of Portland cement 14 Hand Brand " at 
Rs. 52 per ton, Free on Rail, Ahmedabad, less the amount of 
Railway Freight paid by them.) 


Railway Freight Account 
To Messrs. Mahomedally & Co., Ahmedabad 
(Being the amount of Railway freight paid by them on the above.) 


Sundries 

John Brown 

Travelling Expenses ... 

To John Brown's Advance Account 
(Being the amount of Mr. John Brown's salary for the month of 
December deducted by him from the amount advanced to him 
and the amount of his travelling expenses as per account rendered 
by him.) 



L 

Rs. a. p. 

Rs. a. p. 


F 



Dr. 


935 7 * 





935 7 6 

Dr. 

104 8 6 


, j 


104 8 6 

Dr. 






600 0 0 ! 



354 8 6;! 


; 

1 

1 

1 

1 

;! 954 8 6 


i 


Investments Account ... ... ... ... Dr. 8,066 13 1,; 

To Jamnadas Parbhudas 1 ! 8,066 13 1 

(Being the cost of 3J per cent Government paper of the face value 
of Rs. 10,000 bought through him at 80 per cent ex div. Accrued 
interest to date of purchase Rs. 58-54, less income tax Rs. 1-8-3 j 

and Rs. 10 for brokerage.) I ___ 


(Inter Com.) 


Solution 

First Transaction.— The second entry passed in this instance is 
superfluous, inasmuch as the first entry is passed after deduction of Railway 
Freight, the prices quoted being F.O.R. Ahmedabad. If the second entry 
is allowed to stand, the first entry must be for the gross amount, viz. 
Rs. 1,040. 

The rectification entry will be : — 


Mahomedally & Co. (Ahmedabad) ... Dr. 

To Railway Freight Account 
(Being reverse entry for one already passed in respect 
of Ry. Freight, allowed to the party, as the same 
was already deducted from the Invoice.) 


L.F. I', Rs. ’ Rs. 

104 8 6’ 

T04 8 6 


Second Transaction. —The amount of salary due to Mr. John Brown 
for the month of December ought to have been debited to Salaries Account 
instead of to his Personal Account. The rectification entry will be : — 


Salaries Account ... Dr. 

To John Brown 

(Being amount wrongly debited to latter Account 
instead of to the former, now transferred.) 


LF. 


, Rs. 
,600 0 0 


Rs. 

600 0 0 


Third Transaction.— The amount of interest accrued less tax, viz. 
Rs. 56-13-1, ought to have been debited to Interest Account. Against this 
amount, credit will be given for the full amount of interest less tax when 
the same will be received. The rectification entry will be : — 
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asset to its present value on the basis of a going concern. In this case, 
therefore, the usual depreciation need only be charged to P. & L. Account. 

Problem 16 

A Trial Balance, at a given stock-taking, shows that the books are arithmetically 
accurate. The book-keeper has, however, by inadvertence or through ignorance made 
the following postings : — 

(a) A Bill for £85 received from a customer has been credited to Machinery and 
Plant Account, (b) Discounts of £54 allowed to customers have been debited to 
Reserve Account, (c) Repairs to engine and boiler, £130, and the cost of a new boiler 
£850, have been charged against Machinery and Plant. ( d ) A sum of £500 for a three 
years’ advertisement has been carried to Printing and Advertising. 

What errors of fact or principle has the book-keeper committed ? How would 
you propose to remedy them, and what will be their effect if unremedied ? 

(Incorporated Accountants.) 


Solution 

Errors (a) and (b) are errors of fact and (c) and (d) are errors 
of principle. 

The following rectification entries will be necessary to set right the 

errors. 


L.F. ; 


(а) I Machinery and Plant Account ... Dr. 

| To Customers Account 

; (Being the adjustment of wrong credit given to 

Machinery and Plant Account instead of the latter 
, Account). 

I-- 

(б) | Discount Account 
! To Reserve Account 

; (Being *the adjustment of wrong debit given to the 
j latter Account). 


Dr. 


(c) 


I Repairs Account 

j To Plant and Machinery Account 
1 (Being the rectification of repairs wrongly capitalised). 


Dr. 


(<*) 


Prepaid Advertisement Account 

To Printing and Advertisement Account 
(Being 2/3rds of £500 carried forward as representing 
the proportionate benefit to be received in subse¬ 
quent years). 


Dr. 


£ sJd. 

, l : 

85 ! 0! 0 


54 0 0 


j 130 0 0 


£ |s. 
85 I 0 


54 0; 0 


130 01 0 

i 


;i 333 61 8 


I i 333 , 6| 8 


If the errors had remained unrectified, the Profit and Loss Account 
would have stood over-charged with an amount of £149-6-8. 


Problem 17 


The undermentioned errors were made by the counting house staff in the books 
of Messrs. Black and Brown during the , year ended December 31, 1943. How would 
you adjust these errors, and how would they affect the Annual Accounts for that year ? 
(«) On June 30, a builder’s charge for the erection of a small shed, amounting to £198, 
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was analysed in the Purchases Journal under the head of “ Repairs ” and posted to 
that account, (b) On July 1, a cheque for £18 2s. 4 d. received from James Smith 
was dishonoured and posted to “ Allowances ” Account, (c) On August 12, the total 
of the previous month’s wages was debited to “ Manufacturing Wages Account During 
the month some new machinery had been put down, and the firm’s own men had spent 
time thereon amounting to £141. (d) On December 28, goods to the value of £64 

were returned by Francis White and taken into stock, but not entered in the boobs 
until 2nd January 1944. 

(Royal Society of Arts.) 


Solution 

The following would be the necessary rectifying entries : — 





L.F. 

£ |s. 

d. 

£ LU 

(a) 

Building Account 

To Repairs Account 

(Being the adjustment of wrong debit to the latter 
account). 

Dr. 


s 

© 

0 

198 \ Oi 0 

I 

<*> 

James Smith's Account 

To Allowances Account 
(Being the entry to rectify the wrong debit to 
Allowances Account). 

Dr. 


: 18 : 2 

! i 

4 

: 18 2 4 

(c) 

! 

' 

1 

Plant and Machinery Account 

To Manufacturing Wages Account 
(Being the entry to rectify the wages wrongly charged 
to revenue). 

Dr. 


; hi j o 

1 

; i 

'■ j 

0 

i 

; i4i i o o 

1 i 1 

i i ; 

(rf) 

1 Returns Inwards Account 

To Francis White's Account 
(Being the entry omitted to be made within the 

1 financial year). 

Dr. 

i 

i. 

i 64 0 

i 

0 

; 1 

i ! 

! 1 : 

i 64 0 : 0 

I - 

I i 

! ■ 

1 1 i 


Note. —The entry recording the above returns made under 2nd January 1944 will 
have to be cancelled by passing a reverse entry debiting Francis White’s Account and 
crediting Returns Inwards Account. 


The effect of all the above adjustments will be to reduce the Gross 
Profit by £64 and to increase the Net Profit by £293-2-4. 

ANALYTICAL PETTY CASH BOOK 

Problem 18 

From the undermentioned particulars, write out a Petty Cash Book on the Imprest 
System and in analytical form, and explain the Double Entry of this Book : — 

On 1st January, a cheque was drawn for Rs. 75 for Petty Cash. On 2nd January, 
stamps value Rs. 22-8 were bought, and carriage on goods sold was paid to the G.I.P. 
Rly. Co. Rs. 5-10; paper and ink were purchased for Rs. 3-9, and carriage on goods 
Rs. 1-2 was paid to C. P. & Co.; Rs. 11-4 was paid for cleaning. On 3rd January, Rs. 1-5 
was paid in gratuities and annas 6 for string; on 4th January, Office Staff had tea at 
a cost of Rs. 4-8, and carriage was paid to B.B. &C.I. Rly. Rs. 3-7. On 5th January, 
a telegram was sent at a cost of Rs. 5-4 and on 6th January, sundry stationery was 
bought at a total cost of Rs. 10-9. 7th January was a Sunday. 

Close the Petty Cash Book, bring down the balance and show how the further 
imprest cheque received will appear. 
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TRADING, MANUFACTURING AND PROFIT & LOSS ACCOUNTS 

RESERVE FOR DOUBTFUL DEBTS AND DISCOUNTS 

Problem 19 

Show the Ledger Entries to describe the following: — 

(a) 1941 January 1st, Bad Debts Reserve of £860 standing in the books. ( b ) 1941 
December 31st, Total of Bad Debts Account £1,000. (c) 1941 December 31st, Adjust 

the Reserve Account so that it may show a Reserve of 7J per cent on the Book Debts 
which are £15,000. (d) Assuming that business has been continued for another twelve 

months, i.e. upto 31st December 1942, the Bad Debts are then £1,100. Adjust the 
Reserve so that it may show a reserve of 7$ per cent on the amount of Books Debts 
which are then found to be £12.674. 

(National Union of Teachers.) 


Solution 


BAD DEBTS ACCOUNT 


1941 

Dec. Ill 


To Sundry 


Debtors... 


1942 

Dec. 31 To Sundry Debtors 


£ 

1,000 


1941 

Dec. 31* By Reserve for Doubtful 
Debts Account 


1,100 


1942 

Dec. 31; By Reserve tor 
Debts Account 


Doubtful 


£ 

1,000 


1.1U0 


RESERVE FOR DOUBTFUL DEBTS ACCOUNT 


1941 


£ 

s. 

cl 

Dec. 31| 

To Bad Debts A .\ 

... 

0 

0 

t 

,. Balance c d. 

.. 1.125 

0 

0 



£ 2.126 

i 

0 

1942 

To Bad Debts \ c. 

... 1,100 

0 

0 

Dec. 31 

Balance c d 

... 950 

n 

0 



£ , 2,050 

11; 

0 


1941 


£ 

s. d. 

Ian. 1 

By Balance 

S60 

0 0 

Dec. 31 

Profit & Lo.-' 




Account... 

1,265 

0 0 


c 

2,125 

0. 0 

1912 



1 

Jan. 1 

By Balance b/d. 

1,125 

0 0 

Dev:. 31 

.. Pi ofit & Loss 




Account... 

925 

11 0 


c 

2,050 

11~0 

1943 




Jan. 1 

By Balance b d. 

■ 950 

11 0 


Problem 20 

On 1st January 1941, the Reserve for Doubtful Debts shows a credit balance of 
£900. During the year, the Bad Debts amount to £700. The Debtors at 31st December 
1941 are £24,000 and a 5 per cent Reserve for Doubtful Debts is required to be main¬ 
tained. The Bad Debts during the year 1942 amount to £1,350. On 31st December 1942 
the Debtors are £25,000 and a 5 per cent Reserve for Doubtful Debts is to be kept. 
In 1943, the Bad Debts are £300 and the Debtors at the end of the year amount to 
£10,000 on which a 5 per cent Reserve for Doubtful Debts and a 5 per cent Reseivc 
for Discounts are to be kept. 

Show the Ledger Accounts and show also how these items will appear in the Profit 
and Loss Account and Balance Sheet of each of these three yean. 

2 
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Solution 

BAD DEBTS ACCOUNT 


1941 


£ 

I 

1941 ; 

£ 

Dec. 31 

To Sundry Debtors ... 

700 

Dec. 31 By Reserve for Doubtful 





Debts A/c. 

700 

i. ..... .... 

1942 



1912 

i ■ 1 1 * ■ ■ 1 1 

Dec. 31 

To Sundry Debtors 

1,350 

Dec. 31 By Reserve for Doubtful 





Debts A/c. 

1,350 

1943 



1943 


Dec. 31 

To Sundry Debtors 

300 

Dec. 31 By Reserve for Doubtful 

I 




Debts A/c. 

1 300 


l ! 1 

RESERVE FOR DOUBT 

FUL DEBTS ACCOUNT 


1941 


£ 

i 

1941 , 

; 

Dec. 31 

To Bad Debts A/c. 

700 

Jan. 1 By Balance 

900 

•• 

„ Balance c/d. 

1,200 

Dec. 31 ,, Profit & Loss A/c. ... 

1,000 


£ 

j 1,900 

!_ 

£ 

1,900 

1942 


i 

1942 


Dec. 31 

To Bad Debts A/c. 

1,350 

Jan. 1 By Balance b/d. 

1,200 

>> 

„ Balance c/d. 

1,250 

Dec. 31 f , Profit & Loss Ac. ... 

1,400 


£ 

j 2,600 

£ 

2,600 

1943 


j 

1943 

, 

Dec. 31 

To Bad Debts A/c. 

; 300 

Jan. 1 By Balance b/d. 

1,250 

M 

„ Profit & Loss A/c. ... 

450 



H 

„ Balance c/d. 

500 

1 




£ 

1,250 

l -~ — 

£ 

i 

1,250 



! 

1944 j l 


1 


] 

1 

Jan. 1 | By Balance b/d. ...! 

! 1 

500 


RESERVE FOR DISCOUNTS ACCOUNT 


' 1943 


£ 

1943 . 

£ 

Dec. 31 

To Balance c/d. 

475 

Dec. 31 1 By Discount A/c. 

475 




194 1 





Jan. I | By Balance b d. 

475 


-_ _____ 

._ 

J 

•*...... ... 


PROFIT it LOSS ACCOUNT FOR 1941 
(Debit Side) 


£ 

To Bad Debts ... ... ... ... ... ... 700 

„ Reserve for Doubtful Debts ... ... ... ... 1,200 


1,900 
900 j 


Less Reserve from last year 


1,000 
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PROFIT & LOSS ACCOUNT FOR 1942 
(Debit Side) 

_ "T : “ * ” “““ £ £ 

To Bad Debts ... ... ... ... ... ... 1,350 

M Reserve for Doubtful Debts ... ... ... ... 1,250 

2,600 

Less Reserve from last yenr ... ... ... ... 1,200; 

1,400 


PROFIT & LOSS ACCOUNT FOR 1943 

To Discount ... ...| 475 | By Doubtful Debts Re¬ 

serve from last year 

Less Bad Debts 
,» New Reserve 


BALANCE SHEET, 1941 
(Assets Side) 


Sundry Debtors ... 

Less Reserve for Doubtful Debts 


BALANCE SHEET, 1942 
(Assets Side) 

Sundry Debtors ... 

Less Reserve for Doubtful Debts 


BALANCE SHEET. 1943 
(Assets Side) 


Sundry Debtors ... 

tess Reserve for Doubtful Debts 


Reserve for Discount 


Problem 21 

The Sundry Debtors at 31st December 1942 were Rs. 40,000 and you are required 
to make a 5 per cent Reserve for Doubtful Debts and also a 5 per cent Reserve for 
Discounts. The actual Bad Debts during the year 1943 amounted to Rs. 1,600 and the 
discount allowed was Rs. 1,700. The Debtors at the close of the year 1943 were Rs. 50,000 
and Reserve for Doubtful Debts and Reserve for Discounts are required to be maintained 
at 5 per cent. Give Journal Entries and show how the transactions would be shown in 
the Ledger Accounts, the Profit and Loss Account and the Balance Sheet. 


10,000 ! I £ 

500 !| 

- !| 

9,500 j; 

475 ;! 

-;; 9,025 


£ 'i £ " 

25,000 ! 

1,250 ; 

-! 23,750 


! £ ! £ 

"...! 24,000 : 

...; 1,200 i: 

|-j' 22,800 
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Solution 


1942 
Dec. 31 


1943 
Dec. 31 


1943 

Dec. 31 


1942 

Dec. 31 


1943 

Dec. 31 


JOURNAL 


Profit and Loss Account 

To Reserve for Doubtful Debts 
(Being the provision made at 5% on Rs. 40,000 for 
Doubtful Debts). 


Dr. 


iL.F.ii 


Profit and Loss Account 

To Reserve for Discount on Debtors 
(Being the provision made for Discounts at 5% on 
Rs. 38,000, viz. the estimated realisable amount 
on Sundry Debtors). 


Reserve for Doubtful Debts Account 
To Bad Debts 

(Being the entry to close Bad Debts Account by 
transfer to the former Account). 


Dr. 


Dr. 


Rs. 

2,000 


1,900 


1,600 


Rs. 

2,000 


1,900 


1,600 


Profit and Loss Account ... ... ... Dr. 

To Reserve for Doubtful Debts 
(Being the additional provision made to bring it up 
to 5% on Rs. 50,000). 


Reserve for Discount on Debtors Account ... Dr. 

To Discount Account 

(Being the transfer of Discounts during the year t«> 
former Account). 


Profit and Loss Account ... ... ... Dr. 

To Reserve for Discount on Debtors 
(Being the provision for Discounts at 5% on 
Rs. 47,500, the likely realisable value of Sundry 
Debtors). 


2,100 

2,100 


1,700 

1,700 


2,175 

2,175 


BAD DEBTS ACCOUNT 


i! 


To Sundry Debtors 


Rs. 


Rs. 

1,600 


1,600 


1943 Rs. 

Dec. 31 | By Reserve for Doubt- ! 

ful Debts -transfer ..i 1,60U 


RESERVE FOR DOUBTFUL DEBTS ACCOUNT 

To Balance cd. 


Rs. 

2,000 


To Bad Debts A/c. 

—transfer 
„ Balance c/d. 


Rs. 


Rs. 


2,000 


1,600 

2,500 


4,100 


1942 

Dec. 311 By Reserve tor 

Doubtful DebB 
-transfer 


1911 

Jan. 1 By Balance b/d. 


Rs 


1,600 


Rs. 


Rs. 

2,000 

2,000 


1943 

Jan. 1 By Balance b,d. 
Dec. 31 ,, Profit and Loss 

Account 


2,000 

2,100 


Rs. 


4,100 


2,500 
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DISCOUNT ACCOUNT 


1943 | Rs. 1943 j Rs. 

Dec. 31 To Sundry Debtors. ..., 1,700 Dec. 31 1 By Reserve for Dis- 

counts on Debtors— 

; transfer 1,70b 

Rs. i 1,700 K*. _1,70,' 


RESERVE FOR DISCOUNTS ON DEBTORS ACCOUNT 


1942 

Dec. 31 

To Balance c d. 


Rs. 

1,900 

1942 

Dec. 31 

By Profit and Los* 
Account 

Rb. 

LSC-o 



Rs. 

1,900 


Rs. 

1,900 

1943 

Dec. 31 

T’n Discount A c. 

transfer 
„ Balance c/d. 


1,700 

2,375 

1943 

Jan. 1 

Dec. 31 

By Balance b/d. 

,, Profit and Loss 
Account 

2,175 



Rs. 

4,075 


Rs. 

1,075 





194 l 

Jan. 1 

By Balance b/d. 

2,375 


PROFIT AND LOSS ACCOUNT, 1942 
(Debit Side) 


Rs. Rs. 

To Reserve for Doubtful Debts . . . . 2,000 

.. Disounts . . . . .. 1,900 

PROFIT AND LOSS ACCOUNT, 1943 
(Debit Side) 

To Bad Debts 1,600 

,, Reserve for Doubtful Debts . . 2,500 

4,100 

Less Old Reserve 2,000 

- 2,100 

To Discounts 1,700 

„ Reserve for Discounts on Debtors . . 2,375 


4,075 

Less Old Reserve . . 1,900 

BALANCE SHEET, 31ST DECEMBER 1942 
(Assets Side) 

Sundry Debtors .. 40,000 

Less 5% Reserve for Doubtful Debts 2,000 
„ 5% „ Discounts on Debtors 1,900 


2,175 


3,900 


36,100 
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BALANCE SHEET, 31ST DECEMBER 1943 

(Assets Side ) Rs. Rs. 

Sundry Debtors . . 50,000 

Less 5% Reserve for Doubtful Debts 2,500 
„ 5% „ Discounts on Debtors 2,375 

- 4,875 

- 45,125 


Problem 22 


On 1st January 1943, the Reserve for Discounts on Creditors was Ra. 1,200. The 
Discounts earned during the year amounted to Rs. 1,040. The Creditors at 31st December 
1943 were Rs. 50,000 and a new Reserve of 2J per cent is required. Show the Journal, 
Ledger, Profit and Loss and Balance Sheet entries relating to Discount. 

Solution 

JOURNAL 


' r j ;! 

1943 l.F. I 1 Rs. 

Dec. 31 Discount Account ... Dr. 1,040 

To Reserve for Discounts on Creditors 
(Being the transfer of Discounts earned during 
the year to latter A/c.). 

„ Reserve for Discount on Creditors ... Dr. ! 1,090 

To Profit and Loss Account •' 

(Being the additional provision made to bring 
up the Reserve to 2 h per cent on Rs. 50,000). 


Rs. 

1,040 


1,090 


DISCOUNT ACCOUNT 


1943 

Dec. 31 

To Reserve for Dis¬ 
count on Creditors 
Account—transfer 

Rs. 

1,040 

1943 
Dec. 31 

By Sundry Creditors ... , 1,040 


Rs. 

1.040 


Ks. j 1,040 


■ 

_ _ _ 

___ 

__ . * _ _, ,_J. 


RESERVE FOR DISCOUNT ON CREDITORS ACCOUNT 


1943 

...... | 

Rs. 

1 

1943 

Rs. 

Jan. 1 

To Balance b/d. 

1,200 

Dec. 31 By Discount A/c. 


Dec. 31 

„ Profit and Loss ! 


—transfer 

1,040 


Account 

1,090 

,, Balance b/d. ... i 

1,250 

1944 

Rs. j‘ 

_2.290 

Rs. j 

i 

i 

2.290 

Jan. 1 

To Balance b/d. 

1,250 

i 

i 



PROFIT AND LOSS ACCOUNT 
As at 31rft December 1943 


(Credit Side) 

Rs. j 

Rs. 

By Discounts 

... 1,040 


„ Reserve for Discounts on Creditors ... 

... 1,250 ! 



2,290 1 


Less Old Reserve 

... 1,200 | 

1,090 
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BALANCE SHEET 
Ax at 31tft December 1943 


Sundry Creditors 


Problem 23 


(Liabilities Side) 

Rs. 

Rs. 

... 50,000 


\ lor Discounts onjCreditors 

... 1,250 

I 

,! 48,750 

__ __________ 

__— 


Upon the closing of a firm’s books for the year ending 31st May 1942, the following 
payments are found to have been made beyond the date of the balance: — 

Telephone Rent, £10 per year, expiring 31st October 1942 ; 

Rates, £60 per annum, paid to 30th June 1942; 

Railway Season Ticket, £12 for half year ending 30th September 1942. 

The following Invoices rendered have not been dealt with in the books: — 

Royal Insurance Company Premium, £10-10 for year ending 31st March 1943. 
Rent, £150 per annum, payable in advance, 31st March 1942. 

The respective accounts before making any adjustments stand as follows: — 

£ 8. d. 

Rent, Rales and Insurance Dr. 198 15 0 

Travelling 36 0 0 

Telephone Rent and Charges .. 12 10 0 


You are required to make out adjustment entries in the Journal and to show the 
remaining balance in each account. 

(Incorporated Accountants.) 


Solution# 

^ The following adjustment entries will have to be passed through the 
Journal: — 


JOURNAL 


! Prepaid Expenses Account ... Dr. 

1 To Telephone Rent and Charges 

j ,, Rent, Rates and Insurance 

| „ Travelling Expenses 

I (Being the adjustment of expenses paid in advance). 

I! 

l.f. j; 

i 1 

i 

£. 5 . d. ! 

17 3 4 ! 

i * 

I i 

£ s.d. 

4 3 4 

5 0 0 

8 0 0 

j Rent, Rates and Insurance ... Dr. 


26 15 0 j 

• 

To Outstanding Creditors A/c. 


i 

26 15 0 

i (Being the adjustment of outstanding liabilities, 


l 


£M5-0 for Insurance and £25 for Rent). 

| 

i 

| 


The balances to be transferred to Profit and Loss Account will be 
as follows: — 


f £ *-L 

Rent, Rates and Insurance ... ... ... Dr. I, 220 10 0 

Travelling Expenses ... ... ... ... „ •! 28 0 0 

Telephone Rent and Charges ... ... ... „ 8 6 8 


Problem 24 

Pass the necessary entries to make the following adjustments as at 31st December 
1942: — 

(1) Depreciation at 5 per cent on Office Furniture valued at Rs. 2,000; at 10 per 
cent on Plant and Machinery worth Rs. 10,000 ; at 2\ per cent on Buildings worth 
Rs. 50,000. 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


MANUFACTURING AND PROFIT & LOSS ACCOUNT—Contd. 


£. s. || £ is. d. 

Brought over j! 5,445 j 0 0 
To Depreciation 

Buildings 2J% 100 0’' 

Machinery 5% 75 0i , ! 

Horses, etc. 37 10; I 

-!j 212 10; 0 

„ Net Profit transferred to j 

Capital Account ... | 1,892 jlOjO 

£ 1 7,550 | oj0 


Brought over 


£ s. d\ 
7,550 0 0 


; 7,550 

0 

0 

; | 

n 


BALANCE SHEET 



As at 31sf 

December 1937 



Liabilities 


Asse/s 


1 

£ s. d . 

£ s.d. 


£ 

s.d. £ s. { d. 

Mortgage & Interest 

3,050 0 0 

Cash in hand 


25 ! 0 0 

Sundry Creditors 2,100 0 0 


,, at Bank 


2,725! O' 0 

Less Reserve 


Sundry Debtors 

.. 3,100 

0 0 

for Discounts 52 10 0 


Less Reserve for 



- 

2,047 10 0 

Discounts 

77 

10 0 

Outstanding Creditors 

20 0 0 


— 

- 3,022 110 0 

Capital A/c.:— 


Stock-in-trade 


6,075 0 : 0 

Balance on 1st 


Horses & Carts 

500 

0 0 

Jan. 1937 10.655 0 0 

N 

Less Depreciation 



Add Net Profit 1.892 10 0 


at 7J% 

3710 0 

- 

12,547 10 0 


- 

- 462 10; 0 



Machinery 

.. 1,500 

0 0 



Less Depreciation 





at 5% 

75 

0 0 




— 

- 1,425 ; 0 0 



Buildings 

.. 4,000 

0 0 1 



Less Depreciation 





at 24 % 

.. 100 

0 Oi 




— 

- 3,900 0 0 



Expenses Prepaid 


30 0 0 

1 ■ 1 

£ 

17,665 ! 0 0 



£ 17,665 Oj 0 


Problem 26 


The following Trial Balance was extracted from the books of W. Patterson on 
March 31st, 1943: — 


Cash in hand 

Cash due to Bank ... 

Salaries 

Wages 

Withdrawals 

Rent and Rates 

Purchases and Returns 

Carriage 

Discounts 

Bank Charges 

Difference in Exchange 

Bad Debts 

Loans 

Plant & Machinery, 31-3-42 


£ 5 . d. £ s. d. 

160 1 2 

1,317 13 3 

... 350 0 0 

... 1.759 10 6 

... 532 16 1 

278 10 4 

... 32,889 14 4 j 1,266 14 4 

... 891 18 5 

... 272 6 3 

104 4 10 

233 17 5 

37 18 2 

... 250 0 o ; 

796 10 0 
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£ 8. 

d. 

£ 

5. 

d. 

Fixtures & Fittings, 31-3*42 ... 

no o 

0 




Horses, Carts & Gear, 31*342... 

95 0 

0 




Capital, W. P.. 31-3 42 



6,314 

2 

8 

Debtors 

!!! 6,148.16 

1 




Creditors 



4,6% 

9 

9 

Stock-in-trade 

!*.! 5,379 18 

3 




Interest on Loans ... 



! 12 

10 

0 

General Expenses ... 

765 0 

0 




Sales and Returns ... 

776 10 

0 

j 37.757 

/ 

0 


£ 51,598 14 

5 

51,598 14 

5 


You are required to draw up a Trading Account, Profit and Loss Account and 
Balance Sheet. Depreciation at the rate of 10 per cent has to be written of! Plant 
and Machinery, Fixtures and Fittings, Horses, Carts and Gear, and 5 per cent interest 
charged on Capital. Rent and Rates (annual) are paid to June 30th, 1943. The Stock 
on March 31st, 1943 was £6,127 10s. 8 d. 

(Incorporated Accountants.) 


Solution 

W. Patterson 
BALANCE SHEET 
As at 31st March 1943 


1: 

Uabilities 

i 

! £ 

| s %: ' £ |, 

Jl 

• Assets 

£ s. d. 

£ s. d. 

Sundry Creditors:— j 

1 

r 


Cash in hand 


160 1 2 

Bank Overdraft ...i 

| 1,317 

13:3 


Sundry Debtors 


6,14816 1 

On Open Accounts ..J 

; 4,696 

9; 9,1 


Loans 


250 0 0 


1 

—!- 6,014 I 

3 0 

Stock 


6,12710 8 

Capital A/c.— 

1 

1 

1 

Horses, Carts and Gear 

95 0 0 


Balance on 1st April 

I 

! '| 1 


Less Depreciation at 



1942... 


2! 8, 


10% 

910 0 


Add— £ s. d. 

j 6,314 




‘-‘- 

8510 0 

Interest 315-14-2 




Furniture and Fittings .. 

no o o 


Profits 1,546—3-9j 




Less Depreciation at 




1,861 

1711 


10% 

n 0 0 




_1_! 



— 

99 0 0 

• i 

i 8,176 

oj 7 ; 


Plant and Machinery ... 

7% 10 0 


Less Drawings 

| 532 

16 1 : 


Less Depreciation at 



l 

! 

1 

- ~ 7,643 j 

4 6 

10% 

7913 0 







‘ - — 

71617 0 


|i 

' i ’’ 


Expenses Prepaid 


6912 7 


jj 

j £ 13,657 



£ 

13,657 7 6 

___ 


i i "i 

1 l"* 

__ __ __ 


_ _ 


W. Patterson 


TRADING AND PROFIT AND LOSS ACCOUNT 
For the year ended 31st March 1943 


1 

£ s.d. 

! 

, £ 

s. 

d. 


To Stock on 1st April 

i 



By Sales 

1942 

! 5,379 

18 

3 

Isss Returns 

„ Purchases 32,889-14-4 

i 




Less Returns 1^66-14-4 




,, Stock at end 

--- 

31,623 

0 

0 


„ Wages 

1,759 

10 

6 


„ Carriage 

891 

18 

5 


Gross Profit c/d. 

3,454 

0 

6 


£ 

43,108 

2 

8 








'• ! 

£ £ is. d. 

37,757- 7 0 I 

776-10-0, i 

-ij 36,980 17| 0 

...i 6.127 10! 8 




_ i 

£ ! 

i 

43,108 

jjj 

1 

i 




o t> 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


TRADING AND PROFIT & LOSS ACCOUNT—Cmitd. 


To General Charges 


£ s.'d. 

765 0 0 

„ Salaries 


350 0 0 

,, Rent and Rates 


208 ;l7i 9 

„ Bank Charges 


104 ! 4,10 

,, Bad Debts 


37 18; 2 

„ Discounts 


272 6 3 

„ Depreciation: - 

Plant and Machi 

£ s. d. 


nery 10?:, 

79-13-0 


Fixtures and 

Fittings S 10% 

11 -0-0 


Horses and Carts 

fit 10% 

9-10-0 



100 3 0 
315 14 2 

„ Interest on Capital 


„ Net Profit transferred to 


Capital Account 


1,546 3 9 


By Gross Profit b;d. 

Difference in Exchange* 
», Interest on Loans 


€ 3,700 7 11 


£ 


V c 

3,454 j 0| 6 
233 ll7 5 
12 ilO 1 0 


3,700 7! 11 


* Note.— Alternatively, the Profit on Exchange may be carried forward as a pro¬ 
vision against future Loss on Exchange. 

Problem 27 

From the following Trial Balance at 30th June 1941, prepare a Trading Account, 
Profit and Loss Account and Balance Sheet, after carrying out the instructions at the 
foot of the Account: — ' 





£ 


(l. 

£ 

5. 

d. 

T. Williams' Capital 






24,503 

19 

0 

Do. Drawings 



750 

0 

0 




Sales 






76,793 

18 

10 

Purchases 



57,520 

15 

0 




General Expenses 



2,511 

a 

9 




Mill and Warehouse 



11,000 

0 

0 




Stock, 30-6-40 



21,218 

9 

1 




Coal and Power 



2,242 

2 

1 




Rates 



315 

4 

4 




Wages 



7,206 

12 

2 




Debtors & Creditors 



6,287 

16 

ill 

2,511 

12 

8 

Discounts 



2,441 

10 

6 

897 

14 

0 

Bad Debts Reserve 






50 

18 

10 

Commission 



317 

1 

4 




Horse Expenses 



199 

16 

7 




Bills Payable 






3,854 

0 

{ 

Cash in hand 



81 

13 

11 




A. B. Bank 






1,255 

1 

■> 

Income-tax 



283 

16 

3 




Oil 



71 

12 

11 




Allowances 



31 

17 

8 




Machinery, 30-6-40 



3,906 

0 

0 




„ Additions 



311 

11 

6 




Loans, A. Jones 






2.126 

18 

10 

„ W. Jackson 






3,006 

8 

2 

„ T. Robinson 






1,700 

0 

0 



£ 

116,700 

12 

2 

116,700 

12 

2 


The Stock on June 30th 1941 was £23,339 11s. Od. After creating a Bad Debts 
Reserve of 5 per cent on Debtors, allow Discounts of 2} per cent on Debtors and 
Creditors; provide for Depreciation of Machinery, not including additions, at the rate 
of 10 per cent per annum; allow 5 per cent Interest on Loans and Capital (ignoring 
Interest on Drawings); allow for Bonus to Jones and Jackson of 7} per cent each on 
the net profit falling to Williams. 

(Incorporated Accountants.) 












Solution T. Williams 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 30 th June 1941 
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Profit transferred to Capital Account 































BALANCE SHEET 
A* at 30 th June 1941 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 



Not*.— Since the amount paid for Income-tax is a personal charge, it is added to Drawings 
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Wages 

... 

... 

••• 

7.500 


Duty and Clearing Charges 




1,200 


Factory Kent 



... 

1.6U0 


Carnage Inwards 




3,3uO 


'■'•Returns Inwards 

... 


... 

4.500 


Salaries 

... 

... 


15.000 


Interest 


... 



400 

Plant and Machinery 

... 


... 

20,000 


Sales 





3,60,000 

Gas and Water 

... 



700 


Returns Outwards 

... 




1,900 

Offi.eRent ^ 




1,500 


Purchases 




2,62,700 


Bills Receivable 



... 

2.00u 


Ca»h at Bank 


••• 


6.66o 


„ in hand... 




25 


Office Furniture 




2.500 


Sundry Creditors 





8,450 

Taxes 


... 


300 


Pruning and Stationery ... 

... 



475 


Sundry Debtors 



... 

18,000 


Drawings Account 



... 

12.500 


General Expenses 


... 


1,360 


Insurance 

... 

... 

... 

420 




„ 

Rs. 

4,62,040 

4.62,040 


The Closing Stock was valued at Rs. 39,800. The following adjustments are required : 
—Rs, 250 owing for premises sub-let, but not received. Increase the Reserve for Bad 
Debts to Rs. 2,500. Depreciate Plant and Furniture by 5% 

Solution 


R. Mehta 


MANUFACTURING AND PROFIT & LOSS ACCOUNT 


For the year ended 31st December 1943 


Rs. 

Rs. 

Rs. 

Rs. 

To Stock. 1st Jan. 1943 

I 85,600 

By Sales . ... 3,60.000 


„ Purchases ... 2,62,700 


Less Returns ... 4,5i 0 


Less Returns ... 1,900 



3.55,500 


2.60,800 

„ Stock at end 

39,8ij0 

„ Wages 

7,500 



„ Carriage Inwards 

3,300 



„ Duty and Clearing Charges 

■ 1,200 



„ Factory Kent 

l,6o0 

— 


,, Gas and Water 

700 



„ Gross Profit c/d. 

34.600 



Rs. 

3,95.3(H> 


3.95.300 

To Salaries 

! i5.0ou 

By Gross Profit b/d. 

34,600 

„ Advertising 

! 4.700 

„ Discounts 

350 

„ Office Kent 

i 1.500 

,, Interest 

1 4oO 

„ General Expenses 

1 1.360 

„ Kent from sub letting... 

! 250 

,, Printing and Stationery ... 

i 475 



„ Insurance 

| 420 



„ Taxes 

! 300 



Reserve for Doubtful Debts 

1 700 



,, Depreciation:— 



| 

Plant and Machinery 



!! 

@5% ... 1.000 




Furniiure @ 5% ... 125 





1,125 



„ Net Profit transferred to 



i 

Capital Account 

10.020 


1_ 

Rs. 

1 35.600 

Rs. 

i 35,600 


3 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING ; 


Liabilities 

Sundry Creditors:*— 
On Open Accounts 
Bills Payable 


Capital Account:*— 
Balance on 1st Jan. 1943 
Add Net Profits during 
the year 


Less Drawings 


Problem 30 


BALANCE SHEET 
As at 31st Deember 1943 



. ... 


-r- ' 

rr-.i “ - — ^ 

Rs. 

1 Rs. 

Assets 

Rs. 

Rs. 

8,450 

1,200 


Cash in hand 
„ at Bank 

25 

6,660 

6,685 

2,000 

15,500 

250 

39,800 

2,375 

19,000 

9,500 

9,650 

Bills Receivable 

Sundry Debtors 

Less Reserve for Doubtful 
Debts 


87,940 

18,000 

2,500 

10.020 


Outstanding for Rent 
Stock-in-Trade 

Office Furniture 

Less Depreciation @ 5%... 


97.960 

12,500 

85,460 

2,500 

125 

! 

l 

Plant and Machinery 

Less Depreciation @ 5%... 

20,000 

1,000 

! 


Goodwill 


Rs. 1 

| 95.110 


Rs. 

95.110 

J 

i 

i_ 





From the following Trial Balance of A. Adamji, prepare Trading and Profit and 
Loss Account (after passing the requisite Adjusting and Closing Entries) for the year 
ended 31st December 1943, and a Balance Sheet as on that date: — 


TRIAL BALANCE 


Debits 


Rs. 

Credits 

Rs. 

Plant and Machinery 

,, 

19,720 

A. Adamji’s Capital Account 

80,000 

Manufacturing Wages 

., 

34,965 

Sundry Creditors 

54,160 

Salaries 


15 965 

Bank Loan 

10,000 

Fixtures and Fittings 


9,480 

Purchases Returns 

1,140 

Carriage Inwards 


1,980 

Sales 

2,46,850 

Carriage Outwards 


2.150^ 

Reserve for Bad and Doubtful 


Freehold Works 


25,000 ^ 

Debts 

2,000 

Manufacturing Expenses 


9,455 



Insurance and Taxes 


4,175 



Goodwill 


30,000 



General Expenses 


8,142 



Factory Fuel & Power 


1,276 



Sundry Debtors 


78,140 



Lighting—Factory 


986 



Stable Expenses for distribution 

2,473 



Stock, 1st January 1943 


34,170 



Horses and Carts 


5.165 j 



Purchases 


97,165 



Sales Returns 


3,170 1 



Discount t** 


928 



Bad DebU 


1,485 



Interest and Bank Charges 


475 



Cash at Bank 


7,540 



Cash in Hand 


145 




Rs. 

3,94,150 

Rs. 

3,94,150 


Adjustments: — 

1. Stock on 31st December 1943 Rs. 29,630. 

2. Depreciation—Plant and Machinery, 10 per cent; Fixtures and Fittings, 5 per cent; 

Horses and Carts, Rs. 1,000. 

3 Bring Reserve for Bad and Doubtful Debts to 5 per cent 
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4. Unexpired Insurance Rs. 300 and Taxes Rs. 190. 

5. A commission of one per cent on the Gross Profit to be provided for Works 

Manager. 

6. A commission of 5 per cent on Net Profit (after charging the Works Manager’s 

commission) to be credited to the General Manager. 

Solution 

The following are the Adjusting Entries : — 

JOURNAL 



LF. 

Rs. a 

Rs. a. 

Depreciation Account ... ... Dr. 


3,446 0 


To Plant & Machinery Account 



1,972 0 

„ Furniture & Fittings „ 



474 0 

H irses and Carts „ 



1,000 0 

(Being the provision for (Jepreciation on Plant and Machi* 




nery at lU per cent. Furniture and f ittings at 5 per 




cent, and Hordes and Carts Ks 1,000). 




Reserve for Doubtful Debts Account ... ... Dr. 


1,485 0 


To Bad Debts Account 



1,485 0 

(Being the transfer of Bad Debts to the former Account). 




Profit and Loss Account ... ... Dr. 


3,392 C 


To Reserve for Doubtful Debts Account 



3,392 0 

(Being the charge on the Profit and Loss Account to bring 




the Reserve to 5 per cent on Debtors of Rs. 78,140). 




Prepaid Expenses Account ... ... Dr. 


490 0 


To Insurance and Taxes Account 



490 0 

(Being the entry to adjuM unexpired insurance and taxes). 




Commission Account ... ... Dr. 


3,587 2 


, To Outstanding Creditors Account 



3,587 2 

(Being the amount of commission due to Works and Gene¬ 




ral Managers provided f« r as follow^: 

j 



1 per cent on Gross Profit of Rs. 94,453 to Rs. a. 

i 



« Works Manager ... ... 944 8 




5 per cent on Net Profit of Rs. 52,852-8 0 




to General Manager ... ... 2,642 10 




Purchases Returns Account ... ... Dr. 

j 

1.140 0 


To Purchases Account 

i 


1,140 0 

(Being the transfer of Purchases Returns to the latter 



i 

Account). 

j 

! 



Sales Account ... ... Dr. 


3,170 0 


To Sales Returns Account 



3,170 0 

(Being the transfer of Sales Returns to the former Account). 




Stock Account ... ... Dr. 


29,630 0 


. To Trading Account 



; 29,630 0 

(Being the entiy to bring the Closing Stock into account). 


1 

! * 


The following are the Closing Entries to be passed : — 

JOURNAL 




L.F. 

Rs. a. 

Rs. 

a. 


Trading Account ... ... Dr. 


1,78,1:57 U 




To stock Account 



; 34.170 

0 


„ Purchases Account 



1 96.1-25 

0 


„ Manufacturing Wages Account 



34,965 

0 


„ Mannfacturing Expenses Account 



9,455 

0 


„ Carriage Inwards Account 



1,980 

0 


» Fuel and Power Account 


i 

1,276 

0 


» Factory Lighting Account 


| 

986 

0 


(Being the transfer of the latter accounts to the former). 



_ 

— 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


J OURN AL—Contd. 


Sales Account ... ... Dr. 

To Trading Account 

(Being the transfer of Sales to Trading Account). 

L.F. 

Rs. a. 
2,43,680 0 

Rs. a. 

2,43,680 0 

Profit and Loss Account ... ... Dr. 


40,851 2 


To Salaries Account 



15,965 0 

f , General Expenses Account 1 



8,142 0 

„ Stable Expenses Account 



2,473 0 

„ Carriage Outwards Account 



2,150 0 

,, Insurance and Taxes Account 



3,685 0 

„ Discount Account 



928 0 

„ Interest and Bank Charges Account 



475 0 

„ Depreciation Account 



3,446 0 

„ Commission Account 



3,587 2 

(Being the transfer of various nominal accounts to 




Profit and Loss Account). 




Profit and Loss Account ... ... Dr. 


:i 50,209 14 


To Capital Account 



50,209 14 

(Being the transfer of net profit to Capital Account). 





A. Adamji 

TRADING AND PROFIT AND LOSS ACCOUNT 
For the year ended 31st December 1943 


-r - _ . _ - _ - - 

— 7 . . 

_ _ - .... . 

-- 

Rs. 

Rs. 

Rs. 

Rs. 

To Stock, 1-1-1943 

34,170 



„ Purchases ... 97,165 


By Sales ... 2,46,850 


Less Returns ... 1,140 


Ltss Returns ... 3,170 



96,025 


2,43,680 

„ Manufacturing Wages 

31.965 

„ Stock, 31st December 


„ „ Expenses 

9.455 

1943 

29,630 

„ Carriage Inwards 

1.980 



„ Fuel and Power 

1.276 



„ Factory Lighting ...j 

j 986 



„ Gross Profit c/d. ...j 

91.453 


l 

Rs. 1 

2.73 310 

Rs. 

2,73.310 

To Salaries 

15,965 

By Gross Profit b/d. 

94,453 

„ General Expenses 

8,142 


1 

„ Stable ,, 

2.473 



„ Carriage Outwards 

2,150 


| 

„ Insurance and Taxes 

s 3,685 



„ Discount 

; 928 



„ Interest and Bank Charges 

475 



„ Reserve for Doubtful Debts 3,907 




Add Bad Debts 1,185 


!| 

5,392 



i. 

Less Old Reserve 2,000 


* 

1 

- , 

. 3,392 



„ Depreciation :— j 




Plant and Machinery 10% 1,972 ! 

i 



Fixtures & Fittings 5% 474 i 

i 



Horses & Carts 1,000 

1 




1 3,446 



„ Commission:— Ra. a 

I 



Works Manager at 1% 944 8 

i 



General „ at 5% 2,642 lOl 


i 


3,587-2 



* Net Profit transferred 




to Capital Account 

50.209-14 



Rs. 

94,453 

-_ 

Rs. 

94,453 











INCOME tc EXPENDITURE AND RECEIPTS k PAYMENTS ACCOUNTS 


37 


BALANCE SHEET 


As at 31st December 1943 


Liabilities 

Rs. a. 

Rs. 

a. 

Assets 

Rs. 

Rs. 

a. 

Sundry Creditors 




Cash in Hand 


145 

0 

On Open Accounts 

54,160 0 



„ at Bank 


7,540 

0 

Outstanding for 




Sundry Debtors 

78,140 



Expenses 

3,587 2 



Less Re^rve for 






57,747 

2 

Doubtful Debts @ 5% 

3,907 



Bank Loan 


10,000 

0 


— 

74,233 

0 

Capital Account 




Stock 


29,630 

0 

Balance on 1-1-1943 

80,000 0 



Furniture and Fittings 

9,480 



Add Net Profit during 




Less Depreciation 




the year 

50,209 14 



& 5% 

474 





1,30,209 

14 


— 

9,006 

0 





Horses and Carts 

5,165 







Less Depreciation 







! 

written off 

1,000 






; 

. 


— 

4,165 

0 



i 


Plant and Machinery 

19,720 







Less Depreciation 





t 



3 10% 

1,972 




i 

! 

; 


— 

17,748 

0 



1 

j 


Freehold Works 


25.000 

0 





Goodwill 


30,000 

0 





Expenses Prepaid 


490 

0 


Ks. ' 

1,97,957 

0 


Rs. 

1,97,957 

0 


_1 

1 

j 



i 

I - * 


INCOME & EXPENDITURE AND RECEIPTS & PAYMENTS 

ACCOUNTS 

Problem 31 

From the particulars given below, prepare an Income and Expenditure Account 
and a Balance Sheet of the Cosmopolitan Gymkhana for the year ended 31st December 


Receipts 


Rs. i 

Life Members’ Fees 


4,000 ! 

Donations 


25 000 j 

Entrance Fees ( L 
Tournament Fund " 


5,000 ; 

1,500 -j* 

Revenue Receipts 

Rs. 

1 

Subscriptions ( 

Bar Receipts 

2,200 

1 

1,300 


Interest on Securities 

300 


Cricket Fees 

500 


Tennis Fees 

450 

1 

Billiard Fees 

300 


Sundries 

275 

1 


— 

5,325 


Payments 

Land & Building 
Tournament Expenses 
Furniture 

Purchase of Sports Materials 


Revenue Payments 
Salaries S 

Printing & Stationery 
Telephone 
Gardening 
Cricket ^ 

Insurance If^ \ 0 \ 

Tennis s ' 

Billiards V 
Sundries 

Bar Expenses including 
purchases ^ U/y> j 


Rs. 

1,200 

125 

200 

130 

250 

120 

400 

480 

100 

1,500 


Investments 

Bank Current Account Balance 
Cash in Hand 


Rs. 

24,500 y 
1,100 V” 
l,500y/ 

1,200 t/ 


4,505 

6,000 

1,800 

220 


Rs. 40,825 


Rs. 40,825 



TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Sft 


Subscription Fees outstanding for the year 1943 and unpaid amounted to Es. 450 
and is included in the receipts; an amount of Rs. 125 represented subscriptions for 
1944 received in advance. Salaries unpaid for 1943 amounted to Rs. 175. and insurance 
prepaid to Rs. 3Q. One -half of th e Entranc e Fees received is to be credited to R evenue, 
and Donations and Life Member? Fees are to be capitalized. Interest accrued and 
not received amounted to Rs. 120. Sports Materials are valued at Rs. 750 and the Bar 
Stock at Rs. 400 at the end of the year. Depreciate Furniture by 5 per cent and 
Land and Building by 2} per cent 

Solution 


Tmc Cosmopolitan Gymkhana 
INCOME AND EXPENDITURE ACCOUNT 
For the year ended 31st December 1943 


Expenditure 

Rs. 

Income 

Rs. 

To Salaries 4 . ) 

1,375 

By Subscriptions 2a#* ^ 4^5 

2 525 - 

„ Bar Kxpenses ( i s &w... \ ... 

/ 1.100 

„ Entrance Fee? ~ *2*1) 

2.500 

I. Hi. hards V ... ■> .. 

480 

„ Bar Receipts 

1>0 

„ Tennis 

400 

Interest on Securities (4 ■ 

x 420 

„ Cricket ... 

250 

,, Crcket Fees V ^ 

> 500 

„ Telephone 

200 

,» Tennis M 

450 

p* Gardening 

130 

„ Billiard „ 

300 

m Printing & Stationery 

125 

„ Sundries 

275 

pp Sundries 

100 



„ Insurance 

90 



p. Depreciation:— Rs. a 




Land & Buildings... 612 8 




Sp^)rt^ Materials ... 450-U 




Furniture ... 75 0 





1,137-8 



* Excess of Income over 




Expenditure 

2.882-8 



Rs. 

8 270 

_i 

Fs. 

8.270 


BALANCE SHEET 
As at 31st December 1943 


Liabilities & Capital Fund 

Rs. a. 

Assets Rs. 

Rs. a. 

Liability (or Expenses 

175 0 

Land and Building ... 24,500 


Subscript* ms received m advance .. 

125 0 

Less Depreciation ... 612-8 


Tmjrnament Fund 

—:400 0 


23,887 8 

Capital Fund:— Rs. 


Furniture ... 1,500 


Dmah .ns ... 25.000 


Less Depreciation ... 75 


Life Members' Fees ... 4,000 



1,425 0 

Entrance Fees ... 2.500 


Sports Materials ... 1,200 




Less written off ... 450 


31,500 



750 0 

Excess of Income over 


Bar Stock \s ^ 

400 0 

Expenditure ... 2,882-8 


Investments at Cost 

6,000 0 


34,382 8 

Outstanding Subscriptions 

450 0 



Interest accrued 

120 0 



Prepaid Insurance 

30 0 



Cash at Bank ... 1,800 




Ca&h in Hand ... 220 





2.U20 0 

Rs. 

35,082 8 

Rs. 

35,082 8 
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Problem 32 


The following particulars relate to 

the Blank Sports Club: — 


INCOME 

AND EXPENDITURE ACCOUNT 


For the year ended 31st December 1942 



Rs. 



Rs. 

To Secretary* Salary 

1,500 


By Entrance Fees ' 

10,500' 

„ Printing & Stationery 

2,200 


„ Subscriptions 

15,600 

„ Advertising 

1,600 


„ Rents Receivable 

<000 

„ Audit Fees 

500 




„ Fire Insurance 

1,000 




„ Depreciation on Sports 





Equipment 

9,000 




„ Balance—Excess of Income 





over Expenditure 

14,300 





Rs. 30,100 



Rs. 30,100 



RECEIPTS AND PAYMENTS ACCOUNT 



For 

the year ended 

31 $t December 1942 




Rs. 

- 

Rs. 

To Balance, 1st January 

4,200 

By Secretary’s Salary 

1,000 

»> 

Entrance Fees 1941 

\1,000 

„ Printing & Stationery 

2600 

»> 

do. 1942 

10,010 

„ Advertising 

1,600 

»» 

Subscriptions 1941 

v 600 

„ Fire Insurance 

1,200 


do. 1942 

15,000 

„ Investments Purchased 

20,000 

it 

do. 1943 

400 

„ Balance, 31st December 

7,800 

» 

Rents Received 

3,000 



Rs. 34,200 


Rs. 34,200 


The assets on 1st January 1841 included Club Grounds and Pavilion Rs. 44,000, 
Sports Equipment Rs. 25,000 and Furniture and Fixtures Rs. 4,000. Prepare the Opening 
and Closing Balance Sheets. 


Solution 


BALANCE SHEET 
As at 1st January 1942 


Liabilities & Capital Fund 

Rs. 

Assets 

Rs. 

Liability for Printing and 


Club Grounds and Pavilion 

44,000 

Stationery 

400 

Furniture and Fixtures 

4,000 

Capital Fund 

78,400 

Sports Equipment 

Entrance Fees Outstanding 

Subscriptions „ 

Cash at Bank 

25,000 
1,000 
600 
|| 4.200 

Rs. 

78,800 

Rs. 

78,800 
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BALANCE SHEET 
As at 31st December 1942 


Liabilities 

Rs. 

Rs. 

Assets 


Rs. 

Liabilities for Expenses:— 



Club Grounds and Pavilion 


44,000 

Secretary's Salary 

500 


Furniture and Fixtures 


4,000 

Audit Fees 

5UU 


Spurts Equipment as 

Rs. 



-- 

1,000 

per last Balance Sheet 

25,000 





Less Depreciation 

9,000 


Subscription received in 





16.000 

advance 


400 

Investments at Cost 


20,000 

Capital Fund: — 



Kent heceivable 


1,000 

As per last Balance 



Subscriptions Outstanding 


600 

Sheet 

78,400 


Entrance Fees „ 


500 

Add Excess of Income 



Cash at Bank 


7,600 

over Expenditure 

14.300 


Insurance Prepaid 


200 



92.700 





Rs. 

94,100 


Rs. 

94.100 



___ X. — 





Problem 33 

From the following Receipts and Payments Account of a Charitable Institution, 
and the subjoined information, prepare a General Income and Expenditure Account 
for the year ended 31st December 1943: — 


RECEIPTS AND PAYMENTS ACCOUNT 


1943 


Rs. Rs. 

1943 


Rs. 

Jan. 1 

To Balance: — 


Dec. 31 By Payments to Pensioners 

12,650 


Cash on Deposit 

5,000 


„ Rent, three-quarters 

750 


Cash on Current 



„ Office Expenses and 



Account 

1,160 


Salaries 

2,750 


Cash in hand 

70 


„ Collector’s Commission 

370 



- 6,230 


„ Printing Year Book, etc. 

260 

Dec. 31 To Donations and 



„ Postage 

180 


Subscriptions 

12,720 


„ Gratuities from 



„ Legacies 

4,000 


Special Fund 

1,430 


„ Special Fund 



„ Investment in Rs. 5,000 



Donations 

1,700 


3% Govt. Loan 

3,000 


„ Interest on 



„ Balance :— Rs. 



Investments 

1,350 


Cash on Deposit 4,000 



„ Interest on Deposit 240 


Cash on Cur. «A|c. 730 




i 


Cash in Hand 120 

4,850 



Rs. 26,240 


Rs. 

26,240 


The Committee of Management resolve that one-half of legacies received shall 
be treated as income, the remainder being Capital, and that the “ Special Fund ” should 
be separated from the u General Funds A quarter's rent was unpaid at 31-12-1943. 
Sundry persons owed Rs. 150 for advertisements in the Year Book. Interest on Invest¬ 
ments Rs. 300 had accrued due but was not received. 
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Solution 

INCOME AND EXPENDITURE ACCOUNT OF THE CHARITABLE INSTITUTION 
For the year ended 31st December 1943 



Rs. 

i 

Rs. 

Pensioners 

12.650 

By Donations and Subscriptions 

12,720 

Rent 

1,000 

„ Legacies 

2.000 

Oifice Expenses and Salaries 

2,75u 

„ Interest on Investments 

1,650 

Collector 's Con.mission 

370 

„ Interest on Deposit 

240 

Printing of Year Book 

Postage 

260 

L0 

„ Advertisements in the Year 

Buok ...| 

150 

Rs. 

17,210 

„ Excess of Expenditure over 

Income 

Rs. 

! 

ij 450 

ii 

i 17.210 

v 

_ — — - 

- ~ 

- 



Problem 3i\ 


From the following particulars, compile the accounts for the year ending 31-12-1943, 
to be submitted to the Annual Meeting of the Members of a Golf Club: — 


£ s. 

1. Entrance Fees and Subscriptions received on account 

of 1942 (these were estimated at £9 9s.) .. 10 10 

^"27 Subscriptions received on account, 1943 .. 1,050 0 

Entrance Fees received on account, 1943 .. 73 10 

4. Entrance Fees and Subscrip dons received on account 

of 1944 .. 5210 

^ 5. Locker Rents received for 1943 .. 35 0 

/ 6. Green Fees received for 1943 .. 120 0 

■ 7. Expenses, inc'uding rent, for 1943 (of these £800 

have been paid) .. 900 0 

8. Liabilities ot lb42, paid in 1943 (these were esti¬ 

mated at £70) .. 60 0 

9. Subscriptions owing for 1943, £21 taken as .. 12 12 

10. Stock (House Account), 1943 .. 150 0 

11. Capital Expenditure, including Lease, 1942 ..10)0 0 

12. Capital Expenditure in 1943 .. 200 0 

13. Capital Expenditure written off .. 250 0 

14. Profit on House Account including refreshments, 

after providing for the staff .. 50 0 

15. Cash in hand .. 124 18 

16. Renewals paid in 1943 91 3 

17. Interest paid in 1943 .. 20 0 

18. Loan on Security of the Lease .. 500 0 

19. Surplus from 1942 Account .. 494 0 

20. Fee to Treasurer’s Clerk for 1943 not paid .. 20 0 


(Chartered Accountants.) 

Solution 


INCOME AND EXPENDITURE ACCOUNT 
For the year ended 31st December 1943 


£ s. d . 

To Expenses inckding Rent .. 900 u o 

„ Renewals ... 91 3 0 

„ Interest .. 20 0 0 

„ Fee to Treasurer's Clerk 20 0 0 

Capital Expenditure (written off) 250 0 0 

„ Balance, being excess of 
Income over Expenditure 
for the year .. 710 0 

£ 1 352 3 0 


j £ 5 . d . 

By Entrance Fees and Sub¬ 
scriptions ...I 1,137 3 0 

„ Green Fees * ..J 120 0 0 

,, Locker Rents ..J 35 0 0 

„ Profit on Houe Account ... 50 0 0 

,, Excess of Provision in j 

respect of Liabilities I 

of 1942 ... 10 0 0 

£ 1.352 3 0 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


BALANCE SHEET 


‘ As at 31st December 1943 
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You are required to prepare an Income and Expenditure Account and a Balance 
Sheet as at 30-6-1943 after providing for depreciation on Building at 2\ per cent and 
writing down Investments by 5 per cent and Library Books by 10 per cent. 

Solution 

The International Library 
INCOME AND EXPENDITURE ACCOUNT 
For the year ended 30 th June 1943 




Rs. 


Rs. 

To Salaries 


2,400 

By Entrance Fees 

2,600 

„ Municipal Taxes 

... 

700 

„ Subscriptions j... 
„ Receipts for use of Library J 

8,850 

„ Insurance on building ... 


325 


„ Repairs 

... 

250 

Hall I )d*iol-3'BT-bS») - 
„ Sundry Receipts:— ' 

1.065 

„ Printing and Stationery 

... 

400 

60 

,» Postage* 

... 

50 

Sale of old Newspapers 

,, Sundry Expenses ^tK) 
h Depreciation :— ^ 

Building @ 2\ % 

Library Books @ 10% 
Investments -3 5% ... 

,, Excess of Income over Ex¬ 
penditure 

L - 

950 

„ Proceeds from Lectures 

3,000 

1*5. 

350 

1,685 

250 

2,285 

8.215 

and Entertainments 

9M- ~ ^" RS - 

15.575 

Rs 

i 

15,575 


- 

— 

1 







BALANCE SHEET 
As at 30 th June 1943 


Liabilities 

Rs. 

Rs. 

Assets 

Rs. 

Rs. 

Outstanding for Ex^ ernes ... 
Capital Fund:— 

Accumulated Excess of 
income over Expenditure 
to 30th June 1942 

Add Excess of Income over 
Expenditure this year 

... 

800 

Cash 

Investments 

Less Depreciation 

5,000 

250 

8,150 

4,750 

1,475 

44,350 

8,215 

52,565 

Debtors:— 

Subscriptions Outstanding 
For use of Library Hall 

1,100 

375 



Library Books Account 

Less Depreciation 

16,850 

1,685 




Add Additions during the 
year 

15,165 

1,250 

16,415 

4,500 

4,250 

175 

13,650 

■ 




Electric Fittings 

Furniture 

Less Realised on sale of 
old Furniture 

4,850 

600 




Prepaid Expenses—Insurance 
Building 

Less Depreciation 

14,000 

350 







Rs. 

53,365 


Rs. 

53,365 

--. __ 





L 


Problem 36 

The under-noted Receipts and Payments Account of the Bombay Athletic Society 
is for the year ended 31-10-1943. Other Ledger balances of the Society on that date 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


are: — Capital Account (Donations, etc.)* Rs. 30,250;* Club House and Grounds (as per 
valuation), Rs. 20,000; Investments at cost, Rs. 9,620; Furniture and Fixtures, Rs. 3,200 ; 
and Income and Expenditure Account (Cr. balance brought forward), Rs. 2,965. 


RECEIPTS AND PAYMENTS ACCOUNT 
For the year ended 31-10-1943 
Rs. I 


To Balance, 1st Hov. 1942 745 

„ Subscriptions^ 6,800 

„ Entrance Fees / 260 

/t Interest on Investments v 420 

„ Proceeds of Lectures,v'' 

Concerts, etc. 2,590 


Rs. 10,815 


To Balance b|d. 720 


Rs. 

By Upkeep of Grounds (a) 4,750 

„ Wages of Grounds-men 4,680 

„ Ground Rent 105 

„ Printing & Stationery (b) 465 

„ Postages & Petties 95 

„ Balance c|d. 720 


Rs. 10,815 


(a) This item includes Rs. 250 applicable to the previous year. 

(b) This item includes Rs. 100 applicable to the previous year. 

Entrance Fees are tQ he capitalized. The outstanding items at 31-10-1943 are: 
—Printing and Stationery, Rs. 80; the Social Literary Association owed Rs. 105 for 

the use of the Society’s Hall. Charge 10 per cent for depreciation on Furniture, etc. 

Construct the Income and Expenditure Account for the year and Balance Sheet as 
at 31-10-43. 


Solution 


The Bombay Athletic Society 
INCOME AND EXPENDITURE ACCOUNT 
For the year ended 31st October 1943 


To Upkeep of Ground ( ^ y. 

„ Wages ... v ... ^ X 

,, Ground Rent 

„ Printing and Stationery^.- 4r ,jt 
„ Postages and Petties ... .. i* 

„ Depreciation on Furniture and 
Fixtures 

Rs. 




Rs. 

Subscriptions 

6,800 

Interest on Investments 

420 ' 

Lectures. Concerts, etc. 

2,590 . 

Rent of Hall 

vl05' 

Balance, being excess of Expen¬ 


diture over Income 

230« 

Rs. 

10,145 


y 

\i/ 


BALANCE SHEET 
As at 31st October 1943 


Liabilities 

Rs. 

Rs. 

/ Assets 

Rs. 

Rs. 

Creditors 

... 

80' 

Cash in hand 

... 

720 

Capital Fund:— 



Investments 


9,620 

Balance 

30,250! 


Sundry Debtors 


^05 

Add Entrance Fees 

260 


Furniture and Fixtures 

3,200 


„ Excess of Income over 



Less Depreciation 

320 


Expenditure of last 



- 


2,880 

year 

2,965 


Club House and Ground 

... 

20.000 


33,475 





Less Excess of Expendi* 






ture over Income this 






year 

230 





- 


33,245 





Rs. 

33.325 


Rs. 

33.325 
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Problem 37 

From the following particulars, prepare Receipts and Payments Account, Income 
and Expenditure Account and Balance Sheet of the Bombay Golf Club for the year 
ended 30th June 1943. The Club’s Articles of Association provide that half of each 
original member’s Subscription and the Entrance Fees of other members are to be 
capitalized and half of any surplus of Revenue is to be placed to a Reserve Fund. 

Receipts for the year. —Subscription from 140 original members at Rs. 50; 220 
additional members’ Entrance Fees at Rs. 10; Subscriptions at Rs. 50; Interest on 
Fixed Deposit Rs. 180; Sales of Provisions and Liquors Rs. 6,380; Half-year’s Grazing 
Rent to 31st December 1942 at Rs. 450 per annum ; and Loan Rs. 9,000 at 4 per cent. 

Payments for the year. —Club Manager’s Salary Rs. 2,500; Greenkeeper’s Wages 
Rs. 1,500; Rent Rs. 5,500 ; Interest on Loan Rs. 360 ; Cost of Annual Dinner Rs. 1,000; 
Sundry Expenses Rs. 535; Taxes and Insuranc^TKsl 730 ; Servants* Wages Rs. 585; Fuel, 
Lighting and Cleaning Rs. 515; Liquors and Provisions purchases Rs. 8,735 ; JYirniture 
purchased Rs. 600; Furnishings purchased Rs._ 200; Repairs Rs. 125; Printing and 

Stationery Rs. 390; A, builder (Club Premiies~~Account) Rs.^2,750 ; B, joiner (Club 

Premises Account) Rs. 5*225; C, architect (Club Premises Amount) Rs. 1,200; D, 
painter (Club Premises Account) Rs. 525. ' 

On 30th June 1943, cash in hand~was Rs. 5,260 ; cash on Fixed Deposit at 6 per 
cent Rs. 3,000 (balance from last year) ; Stock of Liquors and Provisions Rs. 2,§J0.^ 

Rent Rs. 50D ; Servants’ Wages Rs. 15 ; Greenkeeper’s Wages Rs. 300; Rs. 265 \ 

for Liquors purchased and Plumber’s Bill (Club Premises Account) Rs. 1,300 have not f 
been paid. Subscriptions of 10 original members have not been received. 

Charge Depreciation on the total cost of Club Premises at 3 per cent, on Furniture 
at 5 per cent and on Furnishings at 15 per cent. 

Solution 


The Bombay Golf Club 
RECEIPTS AND PAYMENTS ACCOUNT 
For the year ended 30 th June 1943 



i| 

ll Rs. 


| Rs. 

To Balance of Cash on 1-7-1942 

...i! 2,250 

By Capital Expenditure:— 

1 

„ Capital Receipts:— 

Rs. ! 

Club Premises: 

Rs. 

Subscriptions from origi- 

!| 

Paid to A, builder 

2 750 

nal members — Half 


„ „ B, joiner 

5,225 

Share 

3,500 :i 

„ ,, C, architect 

1.200 

Entrance Fees 

2,200 ' 

„ „ D, painter 

525 ! 

- 


Furniture 

600 1 

Loan received at 4% 

5,700 

Furnishings 

200 

9,1 00 

- 10,500 

„ Subscriptions:— 

- 14,700 

„ Expenses paid *— 

Provisions and Liquors 

From original members 


purchased 

8,735V 

— Half ^hare 

3,500 

Manager's Salary 

7.500: 

From additional 


Greenkeeper’s Wages... 

1,500 }' 

members 

11,000 

Servant's Wages 

585 vir' 

> ’ • N '■ - 

-14,500 

Fuel, Lighting and 

1 

„ Sale Proceeds of Provi¬ 


Cleaning 

515 | 

sions and Liquors 

... : v '6,380 

Sundry Expenses 

535 |l 

„ Grazing Rent L ; 

,» Interest on Fixed Deposit 

225 

Rent 

5.500 

... ^ 1*0 

Taxes and Insurance ... 

730 |i 


ii 

Printing and Stationery 
Interest on Loan 

Repairs ... 

Cost of Annual Dinner... 

390 1 

360"*| 

125 ! 

. 1,000 


l 

„ Balance of Cash on 
30-6-1943 

-; 22,475 

... 5,260 


Rs. 38,235 


Rs. 38,235 


Note. —The opening balance of Cash is arrived at after inserting all the cash receipts, 
payments and the closing balance of Cash. 
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INCOME AND EXPENDITURE ACCOUNT 


For the year ended 30 th June 1943 




Rs. 

a. 

P. 


Rs. 

a. 

p« 

To Purchases of Provisions and 




By SubscriptionsRs. 




Liquors Sr 7^.* 

4.. 

9,000 

0 

0 

Original members 




„ Rent 

... 

6,000 

0 

0 

-Hall share 3,750 




„ Manager’s Salary 

... 

2.500 

0 

0 

Additional 




f , Greenkeeper’s Wages 

* *■... 

1,800 

0 

0 

members 11,000 




M Servants' Wages 

... 

600 

.0 

0 


14,750 

0 

0 

„ Fuel Lighting and 





„ Sale of Provisions and 




Cleaning 

... 

515 

0 

0 

Liquors 

6,380 

0 

0 

„ Sundry Expenses 

... 

535 

0 

0 

„ Interest on Fixed Deposit 

180 

0 

0 

„ Taxes and Insurance 

... 

730 

0 

0 

„ Grazing Rent .. 

/450 

0 

0 

„ Printing and Stationery 

... 

390 

0 

0 

1 , Stock of Provisions and 




„ Interest on Loan 

... 

360 

0 

0 

Liquurs 

2,870 

0 

0 

„ Repairs 

... 

125 

0 

0 





„ Cost of Annual Dinner 

... 

1,000 

0 

0 





„ Depreciation 

Rs. 








Club Premises 

330 








Furniture 

30 








Furnishing 

30 








- 


390 

0 

0 





ip Balance c/d. 


685 

0 

0 


— 

— 

— 



— 


— 

Rs. 

24.630 

0 

0 


Rs. 

94 630 

0 

0 



— 

=» 

To Reserve Fund— 





By Balance b/d. ... 

685 

0 

0 

half income transferred ... 

342 

8 

0 





i, Balance c/fd. 

... 

342 

8 

0 






Rs. 

685 

0 

0 

Rs. 

685 

0 

0 









BALANCE SHEET 


As at 30 th June 1943 


Liabilities 


Rs. 

a. 

P- 

Assets 


Rs. 

a. 

P. 

Creditors:— 

Rs. 




Cash in hand 


5,260 

0 

0 

For Club Premises ... 

1,300 




Cash on Fixed Deposit @ 6% 

3,000 

0 

0 

„ Expenses and 





Debtors:— 

Rs. 




Wages 

1,080 




Subscriptions from 







2,380 

0 

0 

original members 

500 




Loan at 4 per cent 


9,000 

0 

0 

Grazing Rent due 

225 




Reserve Fund 

... 

342 

8 

0 



725 

0 

0 

Capital Fund 





Stock of Provisions and 





Balance on 1-7-1942 

5,250 




Liquors 

... 

2,870 

0 

0 

Add Half share of 





Furnishings 

200 




Subscriptions re¬ 





Less Depreciation 

30 




ceived and due 







170 

0 

0 

from original 





Furniture 

600 




members 

3,750 




Less Depreciation 

3(J 




Entrance Fees 

2.200 






570 

0 

0 



11,200 

0 

0 

Club Premises 

11,000 




Excess of Income over 

Ex- 




Less Depreciation 

330 




penditure not capitalized ... 

342 

8 

0 



10,670 

0 

0 


Rs. j 

23,265 

0 

0 


Rs. 

23,265 

0 

0 










" 


Problem 38 


Given below is the Receipts and payments Account of the Indian Gymkhana for 
the period ending 31st December 1943:-— 
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To Donation Account, being dona¬ 
tions received 

„ Reserve Fund, being life mem¬ 
bers 1 fees and entrance fees 
received 

„ Quadrangular Match Fund, 
being amounts received for 
meeting expenses of the speci¬ 
fic Matches 

„ Revenue Receipts Rs. 

Subscription fees (includ¬ 
ing Rs. 100 for 1944) 3,200 
Lockers Rent 100 

Interest on securities 100 
Cricket 400 

Sundries 50 

Tennis 350 

Billiards 200 


By Buildings 

„ Expenses incurred on Quad¬ 
rangular Matches 

„ Furniture 

„ Revenue Payments:— Rs. 
Salaries 1,800 

Cricket GOO 

Tennis 540 

Insurance (paid upto the 
year ending 30th Sept¬ 
ember 1944) 360 

Gardening 170 

Printing, etc. 30 

Telephone 250 

Sundries 150 

„ Investments (at cost) 

„ Balance 


Rs. 68,400 


Rs. 68,400 


Subscription Fees* Outstanding for the year 1943, Rs. 300; Salaries unpaid for 
December 1943, Rs. 170. 

Prepare from the details given above an Income and Expenditure Account of the 
Gymkhana for the period ended 31-12-1943, and the Balance Sheet as on that date. 

(G.D.A.) 

Solution 


THE INDIAN GYMKHANA 


INCOME AND EXPENDITURE ACCOUNT 
For the period ended 31st December 1943 



Rs. 


Rs. 

To Salaries ' 'i.u ..^ 

1,970 

By Subscriptions 7 . ■ 4 

3.400 

„ Insurance ... V v ... 

90 

,, Lockers Rent 

100 

„ Telephone ... 

250 

„ Interest on Securities ... 

100 

„ Sundries 

150 

Cricket 

400 

„ Printing 

30 

„ Tennis 

350 

,, Cricket 

600 

„ Billiards ... 

200 

„ Tennis 

540 

„ Sundry Receipts 

50 

„ Gardening ... ... ...j 

| 170 



M Balance, being surplus of Income j 




over Expenditure ... ..J 

j 800 



Rs. i 

4,600 


4,600 


BALANCE SHEET 
As at 31st December 1943 


Liabilities 

Rs. 

Rs. 

Asss/s 

Rs. 

Donations Account 

... 

50,000 

Cash ... ... ...j 

3,500 

Reserve Fund ... 


4,000 

Investments (at cost) 

18,000 

Qjardrangular Match Fund 

10,000 


Subscriptions Outstanding, 1943 

300 

Less Expenses incurred 

900 


Furniture 

2,100 

Outstanding Creditors for 
Salaries 

Subscriptionsof 1944 in advance 
Income and Expenditure 

/::: 

9,100 

170 

100 

Buildings 

Prepaid Expenses Account—Insurance 

40,000 

270 

! 

Account-Surplus 

... 

800 


• 

• 

Rs. 

64,170 

Rs. 

64,170 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


BILLS OF EXCHANGE, PROMISSORY NOTES AND CHEQUES 

Problem 39 

From the following particulars, write out entries in the necessary Subsidiary Books 
nnd show the Bills Receivable and Payable Accounts. 

The Debtors and Creditors appearing in the books of Roy & Co., on 30th June 1943, 
were as under : — 


Debtors 

Rs. 

Creditors 

Rs. 

P. Simpson 

450 

J. Jones 

500 

Gulab & Sons 

787 

S. Sen & Co. 

620 

Mohini Bros 

.. 1,225 

Das Bros. 

985 

Gupta & Co. 

.. 2.100 

K. Ayengar 

.. 1,750 

R. Babu Rao 

.. 1500 

Sorab & Co. 

.. 1,800 

A. Sitaram 

975 

Jacob & Sons 

727 


The Bank Balance on the same date was Rs. 4 320. All acceptances of Roy & Co. 
were made payable at their bankers, the Bank of India, Ltd. 


1943 

July 2 Drew on P. Simpson Bill No. 75 at one month after date for Rs. 430 allowing 
them discount Rs. 20, payable at Parr’s Bank. 

„ 3 Bill Receivable No. 75 was discounted for Rs. 420. 

„ 4 Rece'ved acceptance from Gulab & Sons for Rs. 500 at 2 months date payable at 

Lloyd’s Bank. No. 76. 

„ 5 Discounted Gulab & Son’s acceptance with our bankers receiving cash Rs. 480. 

„ 6 Accepted S. Sen & Co.’s draft of the 2nd instant at 2 months dMe for Rs. 600 

in full settlement of account, in favour of Haridas & Co. Bill No. 121. 

„ 7 Gave J. Jones our accpntance at one month’s date for Rs. 500 in favour of 

Vinayak Bros. No. 122. 

„ 8 Received Gupta & Co.’s acceptance of our draft at three months date for 

Rs. 2 075 in full settlement of their account, payable at the Bank of India. 
No. 77. 

,, 10 Mohini Bros, forwarded us A. Brown’s acceptance to them for Rs. 1 225 payable 

at the Union Bank. The Bill was accepted on 15th June and drawn at 2 
months date. No. 78. 

„ 15 Received K. Avengar’s draft on us of the 13th instant at two months date in 

favour of Red & Co. for Rs. 1,700 ; discount allowed Rs. 50. Returned same 
duly accepted. No. 123. 

„ 16 Returned duly accepted Das Bros.’ draft on us for Rs. 970 in full s^Hlement 

of their account at 2 months date in favour of Black & Co. No. 124. 

„ 19 Somb & Co. forward us their draft dated 17th instant for Rs. 1 800 in favour of 

White Bros, at 3 months date for our acceptance. Returned same accepted. 
No. 125. 

„ 20 Received from R. Babu Rao acceptance of our two drafts payable at the Central 

Bank of India, at 2 months date for Rs. 800 and Rs. 700 respectively. Nos. 79 
and 80. 

„ 21 Endorsed over R. Babu Rao’s acc c ptance for Rs. 700 in favour of Jacob & Sons 

in full settlement of their account. 

„ ' 25 Received from A. Sitaram, Robert & Co.’s acceptance to him for Rs. 600 at one 
month’s date payable at the Imperial Bank of India. Bill drawn on 20th 
July. No. 81. 

Bills Nos. 121. 122 and 123 were dulv met by our bankers. Bill No. 124 is renewed 
by us on the 17th September by paying Das Bros. Ps. 500 by cheaue including Rs. 30 
for interest and accepting their new draft on us at 3 months date for the balance. Bill 
NO. 126. B ; lls 78, 79 and 80 are dishonoured on due dates. Bill No. 81 is collected 
by us on due date. • 

Write out the transactions up to 30th September 1943. 
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Solution 


CASH BOOK 





Dis. 

Bank 




Dis. 

Bank 

1943 


J 

Rs. 

Rs. 

1943 


j! 

Rs. 

Rs. 

July 1 

To Balance b/d. 



4,320 

Aug. 10 

By Bills Payable 




„ 3 

„ Bills Receivable 





Account—met 





Account—Dis- 





B/P. No. 122 



500 


counted B/R. No. 75 


10 

420 

Sep. 5 

„ Bills Payable 




M 5 

„ Bills Receivable 





Account—met 

! 




Account—Dis- 





B/P. No. 121 

i 


600 


counted B/R. No. 76 


20 

480 

„ 16 

,, Bills Payable 




Aug. 23 

„ Bills Receivable 





Account—met 





Account—Realised 





B/P. No. 123 



1,700 


B/R. No 81 



600 

,, 17 „ Das Brothers 


i 

i 

500 






,. 30; „ Balance c/d. 


1 

2,520 


Rs. j 


30 

5,820 


Rs. 

j 

i 

~5£20 

Oct. 1 

To Balance b/d. 



2,520 


L. __ 

i 

i 

1 

i 

i 



JOURNAL 


1943 



L.F. | 

Rs. 

Rs. 

July 21 

Jacob & Sons 

Dr. 

I 

727 


To Bills Receivable 


1 


700 


„ Discount 

(Being the amount of our Bill Receivable No. 80 transferred 


i 


27 


to Jacob & Sons in full settlement). 





Aug. 18 

Mohini Brothers 

To Bills Receivable Account 

(Being the entry for dishonour of Bill Receivable No. 78). 

Dr. 


1,225 

1,225 


Sept. 17 

Bills Payable Account 

Dr. 


970 


Interest Account 

To Das Brothers 

(Being the reverse of the original entry and the amount of 

” 


30 

| 

1,000 



interest payable to Das Brothers on renewal of our Bill 
Payable No. 124). 


| 



„ 23 

R. Babu Rao 

To Bills Receivable Account 

(Being the entry for dishonour of Bill No. 79 by R. Babu Rao). 

Dr. 

i i 

o 

o 

00 

800 

99 99 

R. Babu Rao 

Dr. 

! | 

1 700 


T --~ . 

To Jacob and Sons 

(Being the entry for dishonour of Bill No. 80 by the former). 


| 

| 

700 


BILLS RECEIVABLE ACCOUNT 



Rs. 

1943 


Rs. 

To Sundries—monthly 


July 3 

By Bank 

420 

total as per Bills 



„ Discount 

10 

Receivable Book 

6,330 

„ 5 

,, Bank 

480 




,, Discount 

20 



„ 21 

,, Jacob & Sons— 





endorsement 

700 



Aug. 18 

„ Mohini Bros.—Dishonour 

1,225 



„ 23 

„ Bank 

600 



Sept. 23 

| R. Babu Rao—Dishonour 

800 



„ 30 

„ Balance c/d. 

2.075 

Rs. 

| 6,330 


Rs. 

6,330 

To Balance b/d. 

2,075 


i 

* 


4 
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■ . 


Rs. 



Rs. 

1943 



1943 



Aug. 10 

To Bank 

500 

July 31 

By Sundries—m o n t h 1 y 


Sept. 5 

• t M 

600 


total as per Bills 


„ 16 


1,700 


Payable Book 

5,570 

,, 17 

„ Das Bros. Renewed.. 

970 

Sept. 17 

„ Das Bros. 

500 

„ 30 

„ Balance c/d. 

2,300 





Rs. 

6,070 


Rs. 

6.070 




Oct. 1 

By Balance b/d. 

2,300 


Problem 40 

Journalize the following transactions : — 

1. Javeri & Son’s acceptance for Rs. 350 renewed for three months, plus Rs. 25 
for interest 

2. Retired our acceptance to Brown & Co. for Rs. 500, by cheque Rs. 200 and a 
new bill for the balance at 2 months after date with interest Rs. 15. 

3. Our acceptance to King & Co. for Rs. 400 renewed for 3 months with interest 
at 5%. 

4. Smithson & Co. retire their acceptance for Rs. 800, by cheque Rs. 300 and a 
new bill at 4 months date for the balance, interest at 6% being paid in cash forthwith. 

5. Aladin & Co. (our creditors), notify us the dishonour of P. Swami’s acceptance 

for Rs. 650 due this day, Noting Charges Rs. 12-8 being paid by them. We withdraw same 
in exchange for our cheque. ^ 

6. Our own acceptance to Dawood & Co. for Rs. 435 dishonoured this day (due to 
omission of necessary instructions to our bankers to pay). Received claim from Dawood 
& Co. for Rs. 450 including Noting Charges, which we settle by cheque. 

Solution 


JOURNAL 


Javeri & Sons 

To Bills Receivable Account 
(Being the cancellation of the old bill). 

Dr. 

L. F. 

CE co 

Rs. 

350 

Bills Receivable Account 

To Javeri & Sons 
„ Interest Account 

(Being the receipt of another acceptance for Rs. 375 in 
place of the old, inclusive of Rs. 25 for interest). 

Dr. 


375 

i 

350 

25 

Bills Payable Account... 

To Brown & Co. 

(Being the entry for cancellation of our old acceptance). 

Dr. 


500 

! 

500 

Brown & Co. 

Interest ... 

To Bank 

„ Bills Payable Account 

(Being our cheque and new acceptance with interest 
handed in cancellation of our former acceptance). 

Dr. 

•> 


500 

15 

i 

200 

315 

Bills Payable Account 

To King & Co. 

(Being the cancellation of the old acceptance). 

Dr. 

i 

400 

400 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


JOURNAL-CWd. 




L.F. 

Rs. 

Rs. 


King & Co.... 

Dr. i 

400 



Interest Account ... ... ... 


5 



To Bills Payable Account 

(Being our acceptance given for Rs.405, the excess amount 

1 


405 


of Rs. 5 being charged as interest). 

i i 



4 

Smithson & Co. 

Dr. ! | 

800 



To Bills Receivable Account 

. 1 


800 


(Being the cancellation of their old acceptance). 

1 1 




Bank 

Dr. i i 

310 



Bills Receivable Account 


500 



To Smithson & Co. 



800 


„ Interest 

1 1 


10 


(Being the new bill and cheque received from 

I 




Smithson & Co). 

. « 



5 

P. Swami ... 

Dr. i 

662-8 



To Bank 


| 

662-8 


(Being our cheque issued to Aladin & Co. on dishonour 





of P. Swami's acceptance which we had endorsed over 
to them, including Notarial Charges). 


| 


6 

Bills Payable Account... 

Dr. | 

435 



General Expenses Account 

*> 

! 15 



To Dawood & Co. 


I ! 

450 


(Being the dishonour of our acceptance and the Notarial 





Charges on dishonour payable to them). 

i 

1 



Dawood & Co. 

Dr. | j 

450 



To Bank 



450 


(Being the amount remitted by cheque in accordance 


1 

\ 



with their claim). 

. !_ 1 




Problem 41 

A buys goods from B to the value of £100 off which he is allowed a discount of 
5 per cent and gives B a bill for the amount. B having bought goods from C to the 
value of £150 net, pays him A’s bill and cash for the balance. At maturity the bill is 
dishonoured. To whom does C look for the amount of the bill ? What are the entries 
to be made in the books of A, B and C ? (Chartered Accountants.) 


Solution 


ENTRIES IN A’s BOOKS 
JOURNAL 




£ 


Purchases Account ... ... ... ... Dr. I 

ToB 

(Being the purchase of goods from B). 


To Bills Payable Account 
(Being the acceptance of B’s bill). 


95 


95 


95 


95 


Bills Payable Account ... ... ... ... Dr. 95 ji 

To B , I' 95 

(Being the reverse entry to the above on our dishonour- ! •! 

ing the bill). 
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ENTRIES IN B’s BOOKS 
JOURNAL 



L.F. 

£ 

£ 

A ... ... ... ... ... Dr. 

To Sales Account 
(Being the sale of goods to A). 


95 

95 

Bills Receivable Account ... ... ... Dr. 

To A 

(Being the amount of bill duly accepted by A). 


95 

95 

Purchases Account ... ... ... ... Dr. 

ToC 

(Being the amount of purchase from C). 


150 

150 

C ... ... ... ... ... Dr. 

To Bills Receivable Account 
„ Cash 

(Being the transfer of bill and payment of cash to C). 


150 

95 

55 

A ... ... ... ... ... Dr. 

To C 

(Being the entry on dishonour of acceptance by A). 


| 95 

i 

i 

95 


ENTRIES IN C*8 BOOKS 
JOURNAL 




L.F. 

£ 

£ 

B 

To Sales Account 
(Being the sale of goods to B). 

... Dr. 


150 

150 

Bills Receivable Account 

Cash 

ToB 

(Being the receipt of Bill Receivable and 
cash in full payment of B's Account). 

... Dr. 

... ,1 


95 

55 

i 

i 

150 

B 

To Bills Receivable Account 
(Being the amount of the bill debited to 

B on dishonour of the same by A). 

... Dr. 


1 95 

I 

I 

95 


C would look to B for the amount of the Bill. 


Problem 42 


A sold goods to the value of £2,000 to B, taking a Bill at three months therefor, 

dated 1st July -. On 4th August, A discounted the Bill at 5% per annum with his 

bankers. At maturity, the Bill was returned by the bankers dishonoured with Si- 
expenses. B paid £500 and the expenses, and gave A another Bill at three months 
* or , »1.500 and 6% interest, but before maturity, he had become bankrupt, and ultimately 
paid his creditors at 12s. in the £. 

Make the entries in A*s Journal recording the above transactions. 

(Chartered Accountants.) 








54 
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Solution 


A’s JOURNAL 


July 1 


B 

To Sales Account 
(Being the amount of goods sold). 


... Dr. 


Bills Receivable Account ... ... Dr. 

To B 

(For Bill Receivable No. — accepted by B). 


Aug.4 Bank Account ... ... ... Dr. 

Discount Account ... ... ... „ 

To Bills Receivable Account 
(Being the amount received on discounting 
Bill Receivable No. —). 


Oct.4 B ... ... ... ... Dr. 

To Bank 

(Being the amount paid to Bankers on dis¬ 
honour of Bill Receivable No. — with 
expenses). 


B ... ... ^... ... Dr. 

To Interest Account 

(Being 6% interest on £1,500 for three 
months). 


Cash Account ... ... ... Dr. 

Bills Receivable Account ... ... „ 

ToB 

(Being cash received in part payment of 
dishonoured bill and expenses and the 
acceptance of the new bill for the balance 
plus three months’ interest thereon). 


B ... ... ... ... Dr. 

To Bills Receivable Account 
(Being the amount of the second bill dis¬ 
honoured by bankruptcy of B). 


Bank Account ... ... ... Dr. 

To B 

(Being the dividend of 125. in the £ on 
£1,522-10). 


Bad Debts Account ... ... ... Dr. 

To B 

(Being the debit balance of B's Account 
j written off as irrecoverable). & 


£ 

9. 

d. 

£ 

5. 

d. 

2,000 

0 

0 







2,000 

0 

0 

2,000 

0 

0 







2,000 

0 

0 

1,983 

6 

8 




16 

13 

4 







2,000 

0 

0 

2,000 

5 

0 







2,000 

5 

0 

22 

10 

0 







22 

10 

0 

500 

5 

0 




1,522 

10 

0 







2,022 

15 

0 

1,522 

10 

0 







1,522 

10 

0 

913 

10 

0 







913 

10 

0 

609 

0 

0 




i 



609 


0 


Problem 43 

On 15th March, B. Butler accepts a 4 months’ bill for Rs. 500 drawn on him by J. 
Jones for the mutual accommodation of both. The bill is then discounted by the latter at 
the rate of 6 per cent and half the proceeds are remitted to Butler. At maturity J. Jones 
sends a cheque to Butler who meets the bill. Pass the entries in the books of both the 
parlies. 
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SolatioE 


BOOKS OF J. JONES 
JOURNAL 


March 15 

/ 

Bills Receivable Account 

To B. Butler 

(Being the acceptance of the bill by B. Butler). 

Dr. 

L.F. 

Rs. 

500 

I 

Rs 

50G 

•• V 

' 

"Bank Account 

Discount 

To Bills Receivable Account 
(Being the amount received on discounting the bill). 

Dr. 

M 

i 

* 490 

10 

5(X 

" ” 1 

B. Butler 

To Bank Account 
„ Discount 

(Being the remittance of half the proceeds to Butler). 

Dr. 


j 250 

24! 

j i 

July 18 

B. Butler 

To Bank 

(Being the balance remitted to Butler at maturity 
of the bill). 

Dr. 


250 

1 

j 25i 

! 

i 


BOOKS OF B . BUTLER 
JOURNAL 


March 15 

J. Jones 

To Bills Payable Account 
(Being the acceptance of J. Jones’ bill). 

Dr. 

L.F. 

Rs. 

500 

Rs. 

500 

n »» j 

Bank Account 

Discount 

To J. Jones 

(Being the half share of proceeds received from 

J. Jones). 

Dr. 

tt 


245 

5 

i 

! 250 

July 18 

Bank Account 

To J. Jones 

(Being the balance received from J. Jones at 
maturity). 

Dr. 


250 

250 

» » 

Bills Payable Account 

To Bank 

(Being the payment of the bill). 

Dr. ' 


500 

500 


Problem 44 

On 10th July, J. Jairam and T, Tukaram draw on one another at 2 months for 
Rs. 600 for their mutual accommodation. They discount each other’s bills at the rate 
of 5 per cent, and at maturity each party honours his own acceptance. Pass the entries in 
the books of both the parties. 
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Solution 


J. JAIRAM’S BOOKS 
JOURNAL 




i 

L.F. 

Rs. 

Rs. 

July 

10 

Bills Receivable Account ... ... ... Dr. 


600 




To T. Fukaram 



600 



(Being the acceptance of the bill by T. Tukaram). 




M 

»» 

T. Tukaram ... ... ... Dr. j 

600 




To Bills Payable Account 


600 



(Being our acceptance of T. Tukaram’s bill). 



»» 

ft 

Bank Account ... ... ... ... Dr i 

595 




Discount ... ... ... ... ,, | 

5 




To Bills Receivable Account 1 


600 



(Being the amount received on discounting the bill). ^ 





Bills Payable Account ... ... ... Dr. j 

600 


Sept. 

13 

To Bank 


600 



(Being the payment of the bill at maturity). 1 




T. TUKARAM’S BOOKS 
JOURNAL 


Bills Receivable Account 

To J Jairam 

(Being the amount of the acceptance received from 
J. Jairam). 

Dr. 

L.F. 

Rs. 

600 

Rs. 

600 

J. Jairam 

To Bills Payable Account 
(Being our acceptance of J. Jairam's bill) 

Dr. 


600 

600 

1 

Bank Account 

Discount ,, 

To Bills Receivable Account 
(Being the amount received on discounting the bill). 

Dr. 


i 595 

| 5 j 

« 

600 

Bills Payable Account 

To Bank 

(Being the payment of the bill at maturity). 

Dr. 


600 

i 

600 

! 


Problem 45 

On 1st January, Q receives two acceptances from P, one for Rs. 2,000 payable in 

2 months, and the other for Rs. 4,0QO payable in 4 months in full settlement of account. 
Both these bills are duly discounted by Q with his bankers on 3rd January ^at 5%. 

Before maturity of the first bill, P requests Q to assist him in taking it up by 
advancing him Rs. 1,000 in.cash and drawing a third bill, on him for a like amount at 

3 months date from the due date of the first bill, plus interest at 5% per annum. Q does 
the needful and discounts the new bill at 5%. 

Just before the maturity of second bill for Rs. 4,00 s 0,. P again requests Q to assist 
him to the extent of Rs. 2,500r In order to help-p, Q arranges with P to draw on him- 
(Q) two bills for Rs. 1,00Q and Rs. 1,500 at 2 months and 3 months respectively frorft the 
due date of the second bill. Q duly * accepts these two bills and delivers them to P, 
who discounts them at 5%. He then duly meets the bill for Rs. 4,000. Q also meets his 
two acceptances on maturity. On 30th May, P becomes bankrupt, leaving his third bill 
unpaid and nothing was recovered from his estate in respect of the claim. 

Make the necessary Journal and Ledger entries in the books of both the parties 
to record the above transactions. 
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Solution 


Q’s BOOKS 
JOURNAL 




L.F. 

Rs. 

a. 

i 

P- 1 

Rs. 

a. 

P* 

Bills Receivable Account... 

Dr. 


6,000 

0 

0 i 




To P 





1 

6,000 

0 

0 

(Being the amount of two bills 









accepted by F). 









Bank Account 

Dr. 


5,916 

10 

8 ! 




Discount Account 

„ ! 

83 

5 

4 ! 




To Bills Receivable Account 


x 



6,000 

0 

0 

(Being the amount received on dis- 








counting the two bills). 

i j 







P 

i 1 

Dr. ! 

woo 

0 

0 




To Bgnk 

•* 




1,000 

0 

0 

(Being the amount advanced to P). 








Bills Receivable Account 

Dr. 

i 

1,012 

8 

0 ■ 




1 To F 





ll 

1,000 

0 

0 

,, Interest 





ij 

12 

8 

0 

1 (Being the acceptance of the third bill 




1; 

** 



j with interest by P). 




i: 




Bank Account ... 

Dr. 

999 

13 

6 'i 




Discount Account 

,, 

12 

10 

6 i 




To Bills Receivable Account 


• 


II 

1,012 

8 

0 

(Being the amount received on dis- 








counting the third bill). 








P 

Dr. 

2,500 

0 

0 




To Bills Payable Account 




. 

2,500 

0 

0 

(Being our acceptance of two bills 








drawn by P). 








P . ... 

Dr. 

;i 1,012 

8 

o i 




To Bank 






1,012 

8 

0 

(Being the amount paid to Bank on 




J 




dishonour of the third bill by P). 


i ! 






| Bilb Payable Account 

Dr 

1,000 

0 

0 




To Bank 


i/ 




1,000 

0 

0 

(Being the payment of the bill at 








maturity). 


I 1 






Bills Payable Account ... 

Dr. ! 

i 1,500 

0 

0 




To Bank 


v' 

;; • 



1,500 

0 

0 

(Being the payment of the bill at 

' 

1 






maturity). 

! 







Bad Debts Account 

Dr 

3,512 

8 

0 




To P 


- 

i *_ 



3,512 

8 

0 

(Being the amount irrecoverable now 








written off as bad debt). 




i 

~—-" 




P’S ACCOUNT IN Q'S BOOKS 




Ks. a. 


1 

To Balance 

6,000 O' 

Ian. 1 

1 

„ Bank 

1,000 0 

Mar. 4 

4 

„ Bills Payable Account... 

2,500 0* 

’Aug. 7 

7 

„ Bank 

1.012 .8* 



Rs. 

10,512 8 







i! Rs. a. 

mt 6,0Q0 0 

mt 1,000 0 ^ 

... 3,512 8 


Rs. 10,512 8 
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P# BOOKS 
JOURNAL. 


Jan. 1 


Mar. 1 


May „ 


June 7 


Q ... ... ... Dr. 

To Bills Payable Account 
(Being the amount of two bills 
accepted by us). 


Bank Account 

ToQ 

(Being the amount advanced by Q). 

Dr. 

Q 

Dr. 

Interest Account 

To Bills Payable Account 
(Being our acceptance of the third bill 
with interest drawn by Q). 

»> 

Bills Payable Account ... 

To Bank 

(Being the payment of the first bill at 
maturity). 

Dr. 

Bills Receivable Account 

ToQ 

(Being the amount of two bills 
accepted by Q). 

Dr. 

Bank Account 

Dr. 

Discount Account 

To Bills Receivable Account 
(Being the amount received on dis¬ 
counting the two bills). 

1 » 


Bills Payable Account 
To Bank 

(Being the amount paid at maturity of 
the second bill). 


Dr. 


Bills Payable Account ... 

ToQ 

(Being the credit given to Q on our 
dishonouring the bill). 


Dr. 


L. F. 


Rs. a. p. 

6,000 0 0 

1,000 0 0 


1,000 0 0 

12 8 0 


2,000 0 0 


2,500 0 0 


2,472 14 8 

27 1 4 


4,000 0 0 


1,012 8 0 


Rs. a. p 

6,000 0 0 

1,000 0 0 

1,012 8 0 

2,000 0 0 

2,500 0 0 

2,500 0 0 

4,000 0 0 

1,012 8 0 


Q’S ACCOUNT IN PS BOOKS 




Rs. a. 



Rs. a. 

fan. 1 

To Bills Payable Account 

6,000 0 

Jan. 1 

By Balance ... 

6,000 0 

Mar. 1 

„ Bills Payable Account 

1,000 0 

Mar. 1 

„ Bank 

1,000 0 

[une 7 

„ Balance c/d. 

3,512 8 

May 4 

,, Bills Receivable 






Account 

2,500 0 




June 7 

„ Bills Payable Account 

1,012 8 


Rs. 

10,512 8 


Rs. 

10,512 8 




June 8 

By Balance b/d. 

3,512 8 


Note. —The credit balance on the above account in P’s Books will be transferred 
to Pa Statement of Affairs which will be prepared for bankruptcy proceedings. 
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Problem 46 _ 

On 1st October 1943, X drew a Bill on Y for Rs. 500 and Y drew a Bill on 
X for a similar amount, both the bills being for a term of 3 months. Both the bills were 
discounted at the bank at 6 per cent. On the due date, Y met his bill. X, however, 
notified Y of his inability to meet the bill, and Y, therefore, had to take it up. X paid 
Rs. 200 on 3rd January 1944 and accepted another Bill drawn on him by Y at two 
months date for Rs. 305 including interest. This acceptance having been met by X 
on the due date, pass Journal entries in the books of both the parties. 


Solution 


JOURNAL ENTRIES IN X’S BOOKS 


1943 

Oct. 

1 

Bills Receivable Account 

To Y 

(Being the amount of the bill accepted by Y). 

Dr. 

L. F. 

Rs. 

500 

Rs. 

500 

ii 

»i 

Y 

To Bills Payable Account 
(Being our acceptance of the bill drawn by Y). 

Dr. 


500 

500 

ii 

1944 

Jan. 

ii 

Bank Account 

Discount Account 

To Bills Receivable Account 
(Being the amount received on discounting the bill). 

Dr. 


492-8 

7-8 

500 

3 

Bills Payable Account 

To Y 

(Being the credit given to Y on our inability to meet 
the bill). 

Dr. 


500 

500 

II 

*» 

Y 

To Bank 

(Being the amount paid to Y). 

Dr. 


200 

200 

II 

m 

Y 

Interest 

Vo Bills Payable Account 

(Being our acceptance of the new bill with interest 
drawn by Y). 

Dr. 

»i 


300 

5 

305 

March 

6 

Bills Payable Account 

To Bank 

(Being the payment of the bill at maturity). 

Dr. 


305 

!• 

305 


JOURNAL ENTRIES IN Y’S BOOKS 


1943 
Oct. 1 

X 

To Bills Payable Account 
(Being our acceptance of the bill drawn by X). 

Dr. 

L.F. 1 

f~ .| 

1 Rs. 1 

500 | 

i 

| Rs. 

50C 

i 

i» ii 

Bills Receivable Account 

ToX 

(Being the amount of the bill accepted by X). 

Dr. 

■■ 1 

i 

| 500 

i : 

1 

i 

i 

| 50( 

»♦ »» 

Bank Account 

Discount 

To Bills Receivable Account 
(Being the amount received on discounting the bill). 

Dr. ! 

ii 


<D 
-4 to 
t I 

OO 00 

50C 
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J OURNAL— Contd. 


1944 
Jan. 3 

X 

To Bank 

(Being the debit given to X on his inability to meet 
the bill). 

Dr. 

L.F. 

Rs. 

500 

R8. 

500 

M M 

Bank Account 

ToX 

(Being the amount received from X). 

Dr. 


200 

200 

• » H 

1 

1 

1 

Bills Receivable Account 

ToX 

„ Interest 

(Being X's acceptance of the bill with interest). 

Dr. 


305 

300 

5 

„ 4 , 

Bills Payable Account 

To Bank 

(Being the payment of the bill at maturity). 

Dr. 

1 

500 

500 


Problem 47 


What is an Accommodation Bill ? A is a merchant who has transactions with B 
in Accommodation Bills. Give the entries in the books of B which you would make 
in respect of the following transactions: — 

On 1st January —, A draws on B at 3 months for £500, and discounts the accept¬ 
ance with the London and County Bank, Ltd. receiving £495 in cash, of which he 
hands £247-10-0 to B. On 31st March, in order to provide funds to meet this bill, B 
draws on A for £550 at three months, and discounts the acceptance with Brown, 
Janson & Co., receiving £545 in cash, of which he hands £22-10-0 to A. On the 
29th June, A is made a bankrupt. 

(Chartered Accountants.) 

Solution 

A bill drawn, accepted or endorsed without receiving value in exchange 
for it, but simply to oblige a party and assist him to obtain money by nego¬ 
tiating it, is known as an Accommodation Bill. 

JOURNAL ENTRIES IN B’S BOOKS 





L. F. £ 

s. 

d. 

£ 

5. 

d. 

Jan. 1 

A ... 

Dr. 

500 

0 

0 , 




To Bills Payable Account 
(Being the acceptance of A’s bill). 





500 

0 

0 


i> It 

Bank 

Dr. 

247 

10 

0 ; 





Discount 

If 

2 

10 

o 





To A 





250 

0 

0 


(Being half share of the proceeds 








received from A). 




|’ 




Mar. 31 

Bills Receivable Account ... 

1 To A 

j (Being the acceptance of our bill by A). 

Dr. 

550 

0 

0 1 

550 

0 

0 


! Bank 

Dr. 

545 

0 

o ; 




H 

I Discount 

if 

ii 2 

10 

0 ; 




i 

! A 

To Bills Receivable Account 
(Being the amount received on discount¬ 

M 

j! 2 

i. 

1: 

10 

o | 

550 

0 

0 


ing the bill, half the discount being 







1 

charged to A). 


ii 







11 
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J OUKN AL— Contd. 


Mar. 31 


A ... . 

To Bank 

(For the amount sent to A). 


Dr. 


L.F. 


£ 

22 


$. 


d. 


£ 


10 0 Ij 

;j 22 


s. d. 


10 0 


April 4 


Bills Payable Account ... ... Dr. 

To Bank 

(For the amount paid on maturity of 
the bill). 


500 0 


0 ;! 

!! 500 

ji 


0 0 


July 3 


A ... ... ... ... Dr. 

To Bank 

(Being the amount of A's acceptance 
paid by us to the holders on account 
oi A's bankruptcy). 


550 0 


0 


550 0 0 


Note. —A’s account shows a debit balance of £275. On receipt of any amount 
from A’s estate, the same would be credited to A’s account and the balance would 
then be written off as Bad Debt. 


Problem 48 

Jones, for the mutual and temporary accommodation of himself and Brown, draws 
upon the latter a bill of exchange at three months for £600 dated 1st January—. Jones 
discounts this bill immediately at his Bankers, the rate of discount being 5 per cent, 
and hands half the proceeds to Brown. Brown, for a similar purpose, and at the same 
time, draws a bill at three months on Jones at £300. This he discounts at his Bankers 

at 5 per cent and hands half the proceeds to Jones. Brown becomes a bankrupt on 

31st March—, and a first and final dividend of 5s. in the £ is paid on his estate on 

30th June—. Write up Brown’s Account in Jones’ books. Assume, in each case, that 

one-half of the charge for discounting the bill is chargeable to Brown and one-half 
to Jones. 

(London Chamber of Commerce.) 

Solution 


BROWN’S ACCOUNT IN JONES’ BOOKS 




£ 

s. 

d. 




£ s. 

d . 

Jan. 1 

To Bank 

296 

5 

0 

Jan. 

1 

By Bills Receivable 



„ 

„ Discount 

3 

15 

0 



Account ... ; 

600 0 

0 

»» 

„ Bills Payable 




,, 

» 

„ Bank 

148 2 

6 


Account 

300 

0 

0 

June 

• • 

30 

,, Discount 

1 17 

6 

Apr. 4 

„ Bank 

. 600 

0 

0 

„ Bank 

; ii2 10 

0 






9f 

it 

„ Bad Debts ...j 

i 337 10 

i 

0 


£ 

i 1,200 

0 

0 



£ j 

i 1.200 0 

0 



1 


H 




j 



Problem 49 

y, On 1st January—, A owes B £6,000 for which B receives two acceptances from A, 
ine for £2,000 payable in two months, the other for £4,000 payable in four months, 
m each case from 1st January. B duly discounts both these acceptances with his bankers 
on 3rd January, at 4 per cent. Before the first bill becomes due, A requests ,B to 
a ssist him in taking it up by providing him with £1,000 in cash, and drawing a third 
bill on him (A) lor tnat arftOUTlt at thrwmonths from the due date of the first bill plus 
interest at 5 per cent per annum ; B agrees to his proposal and advances the money, 
discounting the bill with his bankers at 4 per cent. A week before the second bill 
for £4,000 falls due, A again asks B to assist him to the extent of £2,500. B, however, 
is not in a position to do this, as his bankers will not discount any more of A’s 
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acceptances, and he arranges with A to draw on him (B) two bills for £1,131-16-8 
and £1,408-3-4. at two months and three months respectively from the due date of 
the £4,000 bill. B duly accepts these two bills and remits them to A, who discounts 
them with his bankers at 4 per cent and assisted by the proceeds, duly meets the 
£4,000 bill. B also meets his two bills on maturity. On 7th June, A becomes bankrupt, 
leaving his third bill unpaid. Make the entries in B’s Books. 

(London Chamber or Commerce.) 


Solution 


JOURNAL ENTRIES IN B’S BOOKS 


L.F. £ s. d.\\ £ 5. d . 


Jan. 1 Bills Receivable Account ...^ ... Dr. 

To A 

(Being the amount of the two bills duly 
received accepted by A). 

„ 3 Bank ... ... ... Dr. 

Discount ... ... ... 

To Bills Receivable Account 
(Being the amount received on discount¬ 
ing the two bills). 

Mar. 3 A ....... ... Dr. 

To Bank ^ 

„ Interest 

(Being the amount paid and the interest 
charged to A). 

„ 4 Bills Receivable Account ... / ... Dr. 

To A ^ 

(Being the amount of the third bill 
accepted by A). 


6,000 0 0 


! 5,933 6 8 
I 66 13 4 


; 1,012 10 0 


1,012 10 0 


„ „ Bank 

Discount 

To Bills Receivable Account 
i (Being the amount received on discounts 
| ing the third bill). 


... Dr. ; j 1,002 7 6 

... „ 1 10 2 6 


May 4 A ... ... ... Dr. 

To Bills Payable Account ^ 

(Being the acceptance of the two bills \/ \ 
drawn by A). v 


June 7 I A 

To Bank 

(Being the amount paid to the Bank on 
A’s dishonouring the third bill). 


... Dr. ! 


July 7 Bills Payable Account ... ... Dr. 

To Bank 

(Being the payment of the first bill ^ 

' payable). 

Aug. 7 Bills Payable Account ... ... Dr. 

To Bank 

(Being the payment of the second bill I 
payable). 


2,540 0 0 


! 1,012 10 0 


! 1,131 16 8 


1,408 3 4 


6,000 0 0 


6,000 0 0 


1,000 0 0 

12 10 0 


1,012 10 0 


1,012 10 0 


2,540 0 0 


1,012 10 0 


1,131 16 8 


1,408 3 4 


Note. —The amount to the debit of A’s Account, if irrecoverable, will be written 
off as Bad Debt. 
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Problem 50 

X draws a bill for Rs. 1,500 and Y accepts the same for the mutual accommodation 
of both of them to the extent of X 2|3 and Y 1|3. X discounts the same for Rs. 1,410 
and remits 1|3 of the proceeds to Y. Before the due date, Y draws another bill for 
Rs. 2,100 on X in order to provide funds to meet the first bill. The second bill is 
discounted for Rs. 2,040 with the help of whic h the first bill is met and Rs. 360 are 
remitted to X. Before the due date 'of the second bill, X becomes bankrupt and Y 
receives a dividend of 8 annas in the rupee in full satisfaction. 

Pass the necessary entries in the books of X and Y respectively. 

Solution 


JOURNAL ENTRIES IN X’S BOOKS 





L. F. 

Rs. 

a. 

p- 

Rs. 

a. 

P- 


Bills Receivable Account ... 

To Y * 

(Being the amount of the bill accepted 

Dr. 


1,500 

0 

0 

1 

1,500 

0 

0 



by Y). 





i| 





Cash 

Dr 


1,410 . 

0 

o' 





Discount Account 

To Bills Receivable Account 
(Being the discounting of the above bill). 

»» 


90 

0 

0 

1,500 

0 

0 


Y 

Dr. 


500 

0 

0 





: To Cash 






470 

0 

0 


„ Discount Account 
i (Being the remittance of one third 






30 

0 

0 






! 





proceeds to Y). 










Y 

| To Bills Payable Account 

(Being the amount of the bill drawn by 

Dr. 


2,100 

0 

0 ! 

ij 

2,100 

1 

0 

0 


i Y and accepted by us). 









| Cash 

Dr. 

i 

360 

0 

o 





; Discount Account 

To Y 

(Being the receipt from Y of two-third 

M 

1 

1 

40 

0 

0 

Ij 400 

0 

0 


proceeds of the second bill less 
Rs. 1,000 on account of the first 










bill). 





• 





! Bills Payable Account 

To Y 

1 (Being the dishonour of the second bill 

Dr. 


2,100 

0 

0 

2,100 

0 

0 



i on becoming bankrupt). 










Y ... 

To Cash 

(Being payment of a dividend of 8 annas 

Dr. 


| 700 

| 

0 

0 

700 

0 

0 


in the rupee to Y in full satisfaction 
of his account).* 

I 



i 



i 

i 




* Note. —This entry will come in the Cash Book of the Official Receiver or the 
Trustee in Bankruptcy. 
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JOURNAL ENTRIES IN Y’S BOOKS 




L.F. 

Rs. 

Rs. 

X 

To Bills Payable Account 
(Being the amount of the bill accepted by us). 

Dr. 


1,500 

1,500 

Cash 

Discount Account 

To X 

(Being the receipt of one-third proceeds of the above bill 
from X). 

Dr. 

i 

470 

30 

500 

Bills Receivable Account 

To X 

(Being the amount of the bill accepted by X). 

Dr. 

i 

i 

i 

2,100 

2,100 

Cash 

Discount Account 

To Bills Receivable Account 
(Being the discounting of the above bill). 

Dr. 

M 

i 

1 

i 

2,040 

60 

i 

2,100 

Bills Payable Account ... 

To Cash 

j (Being the entry for payment of the first bill on maturity). 

Dr. 


1,500 

i 

1,500 

i 

X 

To Cash 

„ Discount Account 

(Being remittance of two-thirds proceeds of the second bill 
to X less Rs. 1,000 of the first bill). 

Dr. 

1 

| 

i 

400 

i 360 

40 

X 

To Cash —^ 

(Being the dishonoured bill of X met by us). 

Dr. 

! 

2,100 

| 2,100 

1 

Cash 

Bad Debts Account 

To X 

(Being the receipt of a dividend of 8 annas in the rupee in 
X's bankruptcy in full satisfaction of our claim against 
him for Rs. 1,400). 

Dr. 

j 

! 

i 

700 

700 

1,400 



1 


. 


Problem 51 

Before the due date of the bill for Rs. 300 : 

(a) X the acceptor approaches us and pays Rs. 100 in cash and asks us to draw 
on him another bill for Rs. 215, Rs. 15 being for interest and we agree to it. 

(b) X pays us Rs. 25 for interest and we draw another bill for the full amount 
which he accepts. 

(c) X pays us Rs. 115 and accepts another bill for Rs. 200. 

(d) X pays us Rs. 100 in cash and endorses over to us a bill of his for Rs. 75 
and we draw on him a fresh bill for the balance plus Rs. 20 for interest. 

Pass the necessary Journal entries to record the above transactions. 
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Solution 


JOURNAL 





L.F. 

Rs. 

Rs. 

(a) 

X 

To Bills Receivable Account 
(Being cancellation of the original bill). 

Dr. 

i 

I 1 

300 

300 


Cash 

ToX 

(Being tne amount paid by X). 

Dr. 


100 j 

100 


X 

To Interest Account 
(Being interest charged as agreed). 

Dr. 


15 

15 


Bills Receivable Account 

ToX 

(Being the amount of the new B/R received from X). 

Dr. 


215 

215 

\b) 

X 

To Bills Receivable Account 
(Being cancellation of the original bill). 

Dr. 


300 

300 


Cash 

To Interest Account 

(Being the amount of interest received from X). 

Dr. 


25 

1 

| j 

25 


Bills Receivable Account 

ToX 

(Being the amount of the new bill received from X). 

Dr. 


300 

! 1 
! 

300 

(«> 

X 

To Bills Receivable Account 
(Being cancellation of the original bill). 

Dr. 


1 300 ! 

| I 

300 


Cash 

ToX 

,, Interest Account 

(Being the amount received from X in payment of the bill 
and for interest). 

Dr. 

i 

! 

.| 115 ! 

1 

1 

i | 

! 100 
lb 


Bills Receivable Account 

ToX 

(Being the amount of the new bill received from X). 

Dr. 


j 200 i! 

1 j; 200 

1 !i 

(d) 

X 

To Bills Receivable Account 
(Being cancellation of the original bill). 

Dr. 


l! 300 

1 

j, 

;; 300 

\\ 


Cash 

Bills Receivable Account 

ToX 

(Being the amount of cash and a bill of third party received 
from X in part payment of the original bill). 

Dr 

»» 

i 

100 

75 

175 


X 

To Interest Account 

(Being the amount of interest chargeable to him as agreed). 

Dr. } 

j 

20 

20 


Bills Receivable Account 

ToX 

(Being the amount of the new bill received from X). 

Dr. 

| 

i 

| 145 

i 

145 


5 
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Problem 52 K 

Q accepts a three months’ bill drawn on him for Rs. 1,000 dated the 1st April 
1944. On 1st May, P discounts it at 5 per cent. On 15th June, Q not being able to 
meet the bill offers P Rs. 450, and asks him to draw on him another bill for three 
months for the balance plus interest at 5 per cent. P agrees to this arrangement but 
before the second bill becomes du e^^ Q becom es bankrupt — 

Pass entries in P’s Books. 

Solution 


JOURNAL ENTRIES IN P’S BOOKS 


1944 




f L.F. 

Rs. 

a. 

P- 

Rs. 

a. 

P- 

April 

1 

Bills Receivable Account ... 

Dr. 

i 

1,000 

0 

0 






ToQ 

(Being the amount of the bill accepted 

v/ 




1,000 

0 

0 




by Q). 









May 

1 

Cash 

Dr. 


991 

10 

8 






Discount Account 


J 

8 

5 

4 






To bills Receivable Account 
(The above bill discounted 5%). 


\ 




1,000 

0 

0 

June 

15 

Cash 

Dr. 


450 

0 

0 






ToQ 

(Being the amount received from Q). ^ 


yS 




450 

0 

0 

•» 


Q. 

To Interest Account ^ 

(Being the interest on Rs. 550 chargeable 

Dr. 

J 

6 

14 

0 

6 

14 

0 



to Q @ 5% from this date to the date 
of the maturity of the second bill). 









»» 


Bills Receivable Account ... 

Dr. 


556 

14 

0 






ToQ ^ 

(Being the amount of the new bill 


y 




556 

14 

0 



received from Q). 









July 

4 

Q . 

Dr. 


1,000 

0 

0 






To Cash 

(Being the payment of the bill on Q s 
behalf). 

i 

K 

•s 

i 



1,000 

0 

0 




Notes.—(1) On the date of maturity of the second bill, an entry will be passed 
debiting Q and crediting B|R Account with Rs. 556-14-0, to cancel the dishonoured bill. 

(2) It is assumed that the Interest on the second bill is to be calculated from 
the date of the second bill, and not from the due date of the first bill; also that Q 
is not entitled to any rebate on Rs. 450 paid 19 days before the due date of the first bill. 

Problem 53 


A bill at 4 months’ date for Rs. 659, due on 24th January 1944 was accepted by D 
and W. A few days before it matured, they found that they could not meet it and 
wrote to the drawers E and C, requesting them to renew the bill for three months, 
adding interest at 5 per cent and Rs. 5 for stamp and expenses. The drawers expressed 
their willingness to do so conditionally upon D and W lodging security with them for 
the amount of the renewed bill. D and W offered as security the following five 
customers’ bills: 


(1) H. G. B. & Co.’s bill Rs. 210 due 14th February 1944. 

(2) N. & Co.’s bill Rs. 173 due 26th February 1944. 

(3) J. H. & Co.’s bill Rs. 90 due 25th March 1944. 

(4) G. B. & Co.’s bill Rs. 83 due 19th April 1944. 
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Each of the above five bills was discounted by E and C with their bankers, and 
D and W’s renewed bill was paid into the bank one month after its acceptance. Bills 
1, 2 and 4 were duly honoured. Bill 3 was dishonoured and returned to E and C, 
who drew a cheque for its amount plus Rs. 10 noting expenses. D and W being called 
upon, made good this amount ten days later. Bill 5 reached maturity the same day as 
D and W’s renewed bill, and both were dishonoured. 

Show B|R Account and D and W’s Account in E and C’s Ledger. 

Solution 


BILLS RECEIVABLE ACCOUNT 


1943 


Rs. a. p 

1944 


Rs. a. p. 

Sept. 21 

To D and W 

659 0 0 

Jan.23 

By D and W— 


1944 




original bill 


Jan. 23 

„ D and W— 



cancelled 

659 0 0 


renewed bill 

672 3 9 


„ Bank and Discount .. 

669 0 0 

M it 

To D and W — 



„ Bank for Collection 



five bills 

669 0 0 

Feb. 23 

of Bills Account ... 

672 3 9 


Rs. 

2,000 3 9 


Rs. 

2.000 3 9 








D AND W ACCOUNT 




Rs. a. p. 

1943 


Rs. a. p. 


To Balance 

659 0 0 

Sept 21 

By B/R Account 

659 0 0 

? 1944 



1944 



Jan. 23 

„ B/R Account—bill 


Jan. 23 

» „ renewed 


j* 

cancelled 

659 0 0 


bill 

672 3 9 

n 

„ Expenses 

5 0 0 

»» n 

„ B/R Account—five 


Mar. 25 

„ Interest Account ... 

8 3 9 


bills as security ... 

669 0 0 

„ Bank Account— 


April 4 

„ Bank 

100 0 0 


No. 3 bill dishonou- 


.. 26 

„ Balance c/d. 

116 3 9 


red, plus noting 





5 

charges Rs. 10 

100 0 0 




i April 26 

„ Bank—No. 5 bill 





t 

dishonoured 

113 0 0 





„ Bank for Collection 






of Bills A/c.—new 





| 

bill dishonoured 

672 3 9 




it 

Rs. 

2,216 7 6 


Rs. 

2,216 7 6 

| April 27 

To Balance b/d. 

116 3 9 





^Problem 54 

On 1st January 1943, A drew and B accepted a bill at 3 months for £1,000. On 
4th January A discounted the bill at 6 per cent and remitted half the proceeds to B. 
On 1st February 1943, B drefo and A accepted a bill at 3 months for £400. On 4th 
February, B discounted the bill at 6 per cent and remitted half the proceeds to A. A 
and B agreed to share the discounts equally. 

At maturity A met his acceptance, but B failed to meet his, and recourse was 
had to A; A drew and B accepted a new bill at 3 months for the amount of the original 
bill plus interest at 5 per cent per annum. 

On 1st July 1943, B became bankrupt. A first and final dividend of 10s. in the 
£ was paid by his Trustee in Bankruptcy on 31st October 1943. B obtained his discharge 
on 5th December 1943, and agreed to pay A the unsatisfied balance of his account; 
this was paid on 10th February 1944. 
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Write up B’s account in A’s Books and state how you would advise A to treat 
the balance on the account when preparing his Balance Sheet as on 31st December 1943. 

Make calculations in months. 

(Chartered Accountants.) 


Solution 

B’S ACCOUNT 


1943 


£ 5. 

d. 

1 

1913 j 


! £ , 

d. 

Jan. 4 

To Cash—half pro- 



Jan. 1 j 

By Bill Receivable 

j 1,000 0 

0 

ceeds of bill 

492 10 

0 

Feb. 4 

„ Cash—half proceeds 

1 


„ '1 

„ Discounting Charges 




of bill 

197 0 

0 

i 

| —half share 

7 10 

0 


,, Discounting Char- 


0 

Feb. 1 

| „ Bill Payable 

400 0 

0 


ges—half share ... 

3 0 

April 4 

1 „ Bill Receivabledis- 



April 4 

„ Bill Receivable 

i 

11,012 10 

0 

honoured 

1,000 0 

0 

(new bill) 

„ 4 

! „ Interest @ 5% p. a. 



July 7 

,, Balance c/d. 

712 10 

0 


for 3 months 

12 10 

0 





July 7 

„ B/R—dishonoured ... 

1,012 10 

0 






£ 

2,925 0 

0 


£ 

; 2,925 0 

0 

July 8 

To Balance b/d. 

712 10 

0 

Oct. 31 

By Cash — first and 







final dividend of 
10s. in £ received 
from B’s Trustee 
in Bankruptcy 

356 5 

0 






Dec. 31 

„ Balance c'd. 

356 5 

0 

1944 

£ 

! 712 10 

0 

~ 

1944 

£ 

' 71210 

0 







Jan. 1 

To Balance b/d. 

1 

j 356 5 

1 

0 

Feb. 10 

By Cash 

356 5 

0 


A would be advised to make a Specific Reserve for the Doubtful Debt 
of £356 5s. Od. when preparing his Balance Sheet as at 31st December. 
1943. 


SYSTEM OF SELF-BALANCING LEDGERS 


Problem 55 

Give suitable rulings for the Sales Journal of a wholesale business comprising 
three departments, viz.—“ Mantles ”, “ Dress Materials ” and “ Felts There are two 
Sales Ledgers in use, viz.—“ Town ” and “ Country ”, and each Ledger is kept upon 
the self-balancing principle. 

(London Chamber of Commerce.) 

Solution 

SALES JOURNAL 


! J 

Date Particulars 

* i 

Inv. 

L. F. 

Total 

. .. 

Mantles 

Dress 


Felts 

No. 

Town 

- 

Country 

Materials 

i i 

i 

i 

i 


! 

i 

i 

! 

! 1 

i 

1 i 


! 




1 1 

1 

I 

i 

i j 
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Problem 56 

John Carside keeps his “Sales Ledger” upon the “Self-Balancing” principle. 
Prepare the necessary “Adjustment Account” as on 31st January 1944. 


£ 

January 1. Total debtors debit balances at this date were . . .. 12,542 

Total goods sold to customers for the month . . .. 21,658 

Total goods returned by customers for the month . . 942 

Total cash received from customers for the month .. .. 15,621 

Total discount allowed to customers for the month .. .. 968 

Total acceptances received from customers during the month .. 3,471 

Total acceptances dishonoured by customers during the month .. 542 


(Royal Society of Arts.) 

Solution 


GENERAL LEDGER ADJUSTMENT ACCOUNT 
(In the Sales Ledger ) 



U 

S. 

d. 


, £ 

s. 

d. 

To Cash 

. J ! 15,621 

0 

0 

By Balance 

12.542 

0 

0 

„ Discount 

968 

0 

0 

„ Sales 

21,658 

0 

0 

„ Bills Receivable ... 

.J 1 3.471 

0 

0 

„ Acceptances dishonoured ... 

542 

0 

0 

„ Returns Inwards 

942 

0 

O' 

/ 




„Balancec/d. 

...|i 13,740 

0 

0 






£ jj 31,742 

0 

0 

£ 

34,742 

0 

0 


j: 



By Balance b/d. 

13,740 

0 

0 


Problem 57 


What do you understand by the “ Sectional ” System of Balancing Ledgers ? 

In the business of X, Y, Z & Co., the following books are in use: — One “Bought” 
Ledger, two “Sold” Ledgers (“Town” and “Country”), one Private and Nominal 
Ledger, one Bank Cash Book, one Petty Cash Book, two Sales Books (Town and 
Country), one Purchases Book, and one Journal. Explain briefly what alterations, 
if any, it would bd necessary to effect in these books in order to introduce the 
“ Sectional ” System of Balancing. 

• (London Chamber of Commerce.) 

Solution y v 

In an extensive business where several Ledgers are in use, it is 
essential tor arrange each Ledger in such a manner as to make it contain 
within itself all the materials of a complete Trial Balance. This is done by 
opening, in each of the Trade Ledgers, a General Ledger Adjufhnent Account 
and a separate Adjustment Account for each bf the Trade Ledgers in the 
General Ledger. To these Adjustment Accounts are posted contra entries 
(in monthly totals) to those that already appear elsewhere in the same 
Ledgers. Thus, by making each Ledger balance by itself, the search for 
errors is brought within a very narrow area, inasmuch as, in case of disagree¬ 
ment of the Trial Balance of any Ledger, it will only be necessary to go 
through the entries of that particular Ledger in order to spot out the errors. 
This is known as Sectional System of Balancing. 

Referring to this particular question, it w'ill be necessary to effect 
the following alterations in the books of X, Y, Z & Co. in order to introduce 
the “ sectional ” system of balancing : — 

Cash Book .—Two extra columns will have to be ruled on the debit side 
of the Cash Book, headed “ Town Sold Ledger ” and “ Country Sold Ledger ”, 











70 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


and an extra column will also have to be opened on the credit side, headed 
“ Bought Ledger 

Sales Book .—This book must have three columns—one for Town Sales, 
one for Country Sales and one for Total. 

Journal .—This book must have four columns for debits and four for 
credits—one for each of the Ledgers. 

Purchases Book. —This book does not need any extra ruling as there is 
only one Bought Ledger. 

Bought Ledger, Town Sold Ledger and Country Sold Ledger will each 
have a Nominal Ledger Adjustment Account. 

Nominal Ledger will have three Adjustment Accounts, viz. Bought 
Ledger Adjustment Account, Town Sold Ledger Adjustment Account and 
Country Sold Ledger Adjustment Account. The postings to these Adjust¬ 
ment Accounts will be made of the monthly totals of the special columns 
opened in the subsidiary records. 


Problem 58 


The undermentioned particulars have been extracted from the books of Messrs. 
James Ogden & Co., who keep only one Sales Ledger. You are required to prepare 
the relative “ Sales Ledger ” and “ General Ledger ” Adjustment Accounts, as on Decem¬ 
ber 31st:— 


June 30. Debtors’ Balances 

Dec. 31. Transactions for the half-year to date : — 
Sales to Debtors 
Returns from Debtors 
Cash received from Debtors 
Discount allowed to Debtors 
Acceptances received from debtors 
Acceptances returned dishonoured 
Bad Debts written off « 

Sundry charges debited to debtors 


£ 8. d. 

.. 28,394 12 6 

.. 58,421 10 8 
691 12 0 
.. 41,344 8 6 
.. 1,504 9 3 
.. 4,210 1 2 
550 0 0 
942 10 0 
29 4 6 

(Chartered Accountants.) 


Solution 


SALES LEDGER ADJUSTMENT ACCOUNT 
(bn the General Ledger ) 



£ s. d. 


£ 5. d. 

To Balance ... 

28,394 12 6 

By General Ledger Adjust- 


„ General Ledger Adjustment 


ment Account as under:— 


Account as under 


Cash 

41.344 8 6 

Sales 

58,421 10 8 

Discount 

1,504 9 3 

B/R dishonoured 

550 0 0 

Bills Receivable 

4,210 1 2 

Sundry Charges 

29 4 6 

Returns Inwards 

691 12 0 


i 

Bad Debts ... 

942 10 0 



„ Balance c/d. 

38,702 6 9 

£ 

87,395 7 8 

£ 

87,395 7 8 

To Balance b/d. 

38,702 6 9 
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GENERAL LEDGER ADJUSTMENT ACCOUNT 
(In the Sales Ledger ) 



£ s. d. 

y 

£ s. d. 

To Sales Ledger Adjustment 


By Balance 

28,394 12 6 

Account as under 


„ Sales Ledger Adjustment 


Cash 

41,344 8 6 

Account as under:— 


Discount 

1,504 9 3 

Sales 

58,421 10 8 

Bills Receivable 

4,210 1 2 

B/R dishonoured 

550 0 0 

Returns Inwards 

691 12 0 

Sundry Charges 

29 4 6 

Bad Debts ... 

942 10 0 



„ Balance c/d. 

38,702 6 9 



£ 

87,395 7 8 

£ 

87,395 7 8 



By Balance b/d. 

38,702 6 9 


Problem 59 

A firm has three Ledgers in use, viz. a Debtors’ Ledger, a Creditor’s Ledger, and 
a Nominal Ledger, which are all kept on the Sectional System of Balancing. From 
the following transactions, prepare the Adjustment Accounts as they would appear in 
each of these Ledgers. 

£ 


January 1, 1944 Balance of Sundry Debtors .. 16,000 

„ Sundry Creditors .. .. 18,500 

„ 31, „ Credit Purchases .. 4,500 

Credit Sales .. .. .. 9,800 

Paid to Creditors .. .. .. 9,875 

Discount allowed by them .. .. .. 325 

Received cash from Debtors .. .. .. 7,800 

Allowed them Discount .. .. .. 200 

Accepted Bills Payable .. .. .. 1,500 

Received Bills Receivable .. .. .. 3,000 

Returns Inwards .. .. .. .. 875 

„ Outwards .. 600 

Allowed to Debtors .. .. .. 275 

„ from Creditors .. .. .. 150 

Bad Debts .. . .. .. 450 

Bills Receivable dishonoured .. .. .. 375 


Solution 


DEBTORS’ LEDGER ADJUSTMENT ACCOUNT 


(In the Nominal Ledger) 


1944 


£ 

1944 

1 

£ 

Jan. 1 

To Balance 

16,000 

Jan. 31 

By Nominal Ledger Adjust- 


.. 31 

„ Nominal Ledger Adjust- 



ment Account as under :— 



ment Account as under 



Bank 

7,800 


Sales 

9,800 


Discount... 

200 


Bills Receivable 



Bills Receivable 

3,000 


dishonoured 

375 


Returns Inwards 

875 





Allowances 

275 





Bad Debts 

450 





„ Balance c/d. 

13,575 

1944 

£ 

26,175 


£ 

26,175 

To Balance tyd. 

13,575 

1 




Feb. 1 
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CREDITORS' LEDGER ADJUSTMENT ACCOUNT 


(In the Nominal Ledger ) 


-—_ — -- - --- - - -- 


- — - —— — . - —— - 



£ 

1944 1 

£ 

To Nominal Ledger Adjust- 


Jan. 1 j By Balance 

18,500 

ment Account as under:— 


,, 31 1 „ Nominal Ledger Adjust- 


Bank * ... 

9,875 

ment Account as under 


DihCount ... 

325 

Purchases 

4,500 

Bills Payable 

1,500 

| 


Returns Outwards 

600 



Allowances 

150 



„ Balance c/d. 

i 

10,550 



£ ! 

23.000 

£ 

23,000 



1944 


| 

! 

Feb. 1 By Balance b/d. 

10,550 


NOMINAL LEDGER ADJUSTMENT ACCOUNT 


(In the Debtors’ Ledger ) 


1944 

:} 

£ 

1944 

!’ 

£ 

Jan. 31 

To Debtors 1 Ledger Adjust- 


Jan. 1 

By Balance 

16,000 


ment Account as under:— 


31 

„ Debtors'Ledger Adjust- 



Bank 

7,800 


ment Account as under:— 



Discount ... 

200 


Sales 

9,800 


Bills Receivable 

3,000 


Bills Receivable 



Returns Inwards 

875 


dishonoured 

375 


Allowances 

275 





Bad Debts 

450 





1 „ Balance c/d. .... 

13,575 








£ 

26,175 


* !. 

26,175 


r 



• 


1944 

. 1 



j i 


Feb. 1 

By Balance b/d. 

13,575 

r • - _i^r- 



. _ _ _ _ 

1 ~ . - * - --•£ 



NOMINAL LEDGER ADJUSTMENT ACCOUNT 
(In the Creditors' Ledger) 


1944 ; 

£ 

1944 

i 

£ 

Jan. 1 | To Balance b/fd. 

j 18,500 

Jan. 31 

By Creditors' Ledger Ad- 


„ 31 : „ Creditors' Ledger Ad- 


justment Account as 


justment Account as 


under 


under 


Bank ... 

9,875 

Purchases 

4,500 

Discount 

325 


i 

Bills Payable 

1,500 



Returns Outwards ... 

600 

j 

1 

Allowances 

150 



Balance c/d. 

10,550 

j £ 

| 23,0(0 

£ 

23.000 

1944 




Feb. 1 j To Balance b/d. 

j 

10,550 

i 



Problem 60 

A business uses three Ledgers, viz. Bought Ledger, Sold Ledger and Nominal 
Ledger on the Self-Balancing System. Show the Trial Balance of each of these 
Ledgers with imaginary figures. 
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Solution 


BOUGHT LEDGER TRIAL BALANCE 



£ s. d. ii £ 5 . d. 

G’s Account 

;i i,8oo o o 

P's „ 

ii 1,300 0 0 

Q’s „ . 

2,175 0 0 

R's 

750 0 0 

T's „ . 

3,900 0 0 

M's „ 

i 2,525 0 0 

Nominal Ledger Adjustment Account 

12,450 0 0 

£ i 

12,450 0 0 i! 12,450 0 0 


iL 


SOLD LEDGER TRIAL BALANCE 


£ s. d. £ s. d. 

A's Account ... ... ... ... ... 1,250 0 0 

B's „ ... ... ... ... ... 500 0 0 

C's „ ... ... ... ... ... 3,100 0 0 

D’s „ ... ... ... ... ... 1,400 0 0 

E's „ ... ... ... ... ... 5.560 0 0 

F's „ ... ... ... ... ... 2,790 0 0- 

Nominal Ledger Adjustment Account ... ... ... 14,600 0 0 


£ 14.600 0 0 14.600 0^0 


NOMINAL LEDGER TRIAL BALANCE 


Capital Account 
Drawings 

Furniture and Fixtures 
Stock 

Bills Receivable 
Bills Payable 
Purchases 
Sales 

Returns Inwards 

„ Outwards ... 

Discount 

Allowances 

Salaries 

Printing and Stationery 
Rent 

G eneral Expenses ... 

Bad Debts 
Cash at Bank 
„ in hand 

Bought Ledger Adjustment Account 
Sold Ledger Adjustment Account 


£ 

s. 

d. 

400 

0 

0 

500 

0 

0 

4,000 

0' 

0 

1,200 

0 

0 

11,700 

0 

0 

450 

0 

0 

300 

0 

0 

175 

0 

0 

550 

0 

0 

75 

0 

.0 

200 

0 

0 

190 

0 

0 

250 

0 

0 

1,250 

0 

0 

100 

0 

0 

14,600 

0 

0 

35,940 

0 

0 


£ s. d. 
5,000 0 0 

2,300 0 0 
16,000 0 0 
190 0 0 


12,450 0 0 
35,940 0 0 


Problem 61 

Prepare Bought and Sales Ledger Adjustment Accounts from the following 
particulars: — 
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January 1, 1943 Balances on Bought Ledger (Dr.) 

»» »» (Cr.) 

Balances on Sales Ledger (Dr.) 

„ „ (Cr.) 

Dec. 31, 1943 Purchases 

. Purchases Returns 
Sales 

Sales Returns 

Cash received from Customers 

Discounts allowed thereon 

Cash paid to suppliers 

Discounts received thereon 

Transfers from Bought to Sales Ledger 

Bills Receivable 

Bills Payable 

Bought Ledger Balances (Dr.) 

,» „ (Cr.) 

Sales Ledger Balances (Dr.) 

» » (Cr.) 


£ t. d. 

87 14 3 
1,194 2 7 
1,462 1 9 
24 18 6 
6,518 18 11 - 
256 11 2 
8,749 0 8 
117 12 0 
7,621 2 4 
282 7 5 
5,843 15 0 
166 4 8 

76 5 0 
412 17 6 
225 10 0 

77 1 8 
1,134 3 1 
1,718 14 11 

42 15 3 


(Chartered Accountants.) 


Solution 

BOUGHT LEDGER ADJUSTMENT ACCOUNT 


(In the General Ledger ) 


1943 I 


£ s. d 

1943 


£ s. d. 

Jan. 1 ' 

To Balance 

87 14 3 

Jan. 1 

By Balance 

1,194 2 7 

D tc 31 

„ General Ledger 


Dec. 31 

„ General Ledger 



Adjustment A/c. 



Adjustment A/c. 



as under: — 



as under 



Purchases 



Purchases 

6,518 18 11 


Returns 

256 11 2 


,, Balance c/d. 

77 1 8 

* 

Cash 

5.843 15 0 





Dbcounts 

166 4 8 




• 

Bills Payable 

225 10 0 





Transfers to 






Sale^ Ledger 

76 5 0 





,♦ Balance c/d. t . 

1,134 3 1 





£ 

7,790 3 2 

1 

£ 

7.790 3 2 

1944 



1944 



Jan. 1 

To Balance b/d. 

00 

Jan. 1 

By Balance b/d. 

1,134 3 1 


SAI.ES LEDGER ADJUSTMENT ACCOUNT 


(In the General Ledger) 


1943 


£ s. d. 

1943 


£ 5. d . 

Jan. 1 

I To Balance 

1,462 1 9 

Jan. 1 

By Balance 

24 18 6 

Dec. 31 

1 „ General Ledger 


Dec. 31 

„ General Ledger 



Adjustment A/c. 



Adjustment A/c. 



as under:— 



as under:— 



Sales 

8,749 0 8 


Sales Returns 

117 12 0 


„ Balance c/d. 

42 15 3 


Cash 

7,621 2 4 





Discount 

282 7 5 





Bills Receivable 

412 17 6 

; 




: ' Transfers from 


, 




Bought Ledger 

76 5 0 





„ Balance c/d. 

1,718 14 li 


£ 

1 

10.253 17 8 


£ 

10,253 17 8 

1944 

1 


1944 



Jan. 1 

To Balance b/d. 

1,718 14 11 

Jan. 1 

By Balance b/d. 

42 15 3 
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Problem 62 

On 1st January the assets and liabilities of L and M who are equal partners as 
to Capital and Profits were: — 

Stock, Rs. 27,500; Cash, Rs. 17,250; Plant and Machinery, Rs. 25,500; Debtors, 
Rs. 26,450, and Creditors, Rs. 17,200. The Debtors and Creditors were as follows: — 


Debtors 

Rs. 

Creditors 

Rs. 

A 

.. 5,740 

G 

2,360 

B 

.. 2,060 

H 

.. 3,500 

C 

.. 4,950 

I . .. 

.. 2,720 

D 

.. 3,690 

J 

.. 3,140 

E 

.. 5,730 

K 

.. 2,850 

F 

.. 4,280 

O 

.. 2,630 

The following were their 

transactions for the month of January : 

— 



Cash 

Discount 

Sales 

Rs. 

Received 

Allowed 



Rs. 

Rs. 

A 

.. 2,760 

5,460 

280 

B 

.. 3,650 

1,960 

100 

C 

.. 1,980 

4,660 

290 

D 

.. 4,570 

3,510 

180 

E 

.. 5,840 

5,450 

280 

F 

.. 3,430 

4,070 

210 



Cash 

Discount 

Purchases 


Faid 

Received 

G 

.. 2,740 

2,250 

110 

H 

.. 2,980 

3,330 

170 

I 

.. 2,370 

2,590 

130 

J 

.. 1,960 

2,990 

150 

K 

.. 1,890 

2,710 

140 

O 

.. 2,850 

2,500 

130 




Rs. 

Sundry Expenses 

,, 

.. 

. 2,630 

Drawings—L 

.. 

.. 

. 350 

„ -M 

.. 


. 350 

Salaries 

., 


. 750 

Wages 

.. 


. 1,250 


The Ledgers used were Sales Ledger, Purchases Ledger and General Ledger. 
Record the above transactions in their proper Ledgers and extract Trial Balances. Close 
the books as at 31st January. Reserve Rs. 1,000 for Doubtful Debts, Rs. 1,250 for out¬ 
standing Sundry Expenses, and provide for Depreciation of Plant and Machinery at 
the rate of 12 per cent per annum. Charge also interest on Capital at 5 per cent per 
annum. Stock in hand on 31st January was Rs. 31,500. 


Solution 


IN THE SALES LEDGER 

A 




Rs. 



Rs. 

Jan. 1 

To Balance 

5.740 

Jan. 31 

By Cash 

5,460 

31 

ft Sales 

2,760 

n »» 

,, Discount 

280 




M M 

„ Balance c/d. 

2,760 


Rs. 

8,500 


Rs. 

8,500 

Feb. 1 

To Balance b/d. 

2760 


t 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


B 


Jan. 1 
„ 31 

Feb. 1 

To Balance 
„ Sales 

Rs. 

To Balance b/d. 

Rs. 

2,060 

3,650 

Jan. 31 

» M 

By Cash 
„ Discount 
„ Balance c/d. 

Rs., 

1,960 

100 

3,650 

5,710 

-== * - 

Rs. 

5,710 

3,650 

C 

------- 

Jan. 1 
„ 31 

Feb. 1 

To Balance 
„ Sales 

Rs. 

To Balance b/d. 

j 

Rs. 

4,950 

1,980 

Jan 31 

ft ft 

By Cash 

„ Discount ... 

„ Balance c/d. 

Rs. 

Rs. 

4,660 
290 
. 1,980 

6,930 

6,930 

1,980 




E 


' 




Rs. 



Rs. 

Jan. 1 

To Balance 

3,690 

Jan. 31 

By Cash 

3,510 

.. 31 

„ Sales 

4,570 

»» »> 

,, Discount 

180 




»» ft 

„ Balance c/d. 

4,570 


Rs. 

8,260 


Rs. 

j 8.260 

Feb. 1 1 

i 

To Balance b/d. 

4,570 


, i 

1 

I 



E 





i 

Rs. 


"1 

Rs. 

Jan. 1 

To Balance ... ...1 

5,730 

Jan. 31 

By Cash ... ... ! 

5,450 

„ 31 

ft Sales 

5,840 

tt ft 

Discount ... ... 

280 


! 


, „ 

„ Balance c/d. 

5,840 


Rs. i 11,570 

•i _. 


Rs. j 

i 

11,570 

Feb. 1 i 

i 

To Balance b/d. 

, 

5,840 






F 




i 


Rs. 


I 

1; 

Rs. 

Jan. 1 

To Balance 

! 4,280 

Jan. 31 

By Cash 

4,070 

„ 3 

„ Sales 

i 3,430 

tt 

„ Discount 

210 




tt a 

„ Balance c/d. 

3,430 


Rs. 

7,710 


Rs. 

7,710 

Feb. 1 

To Balance b/d. 

! 3,430 
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GENERAL LEDGER ADJUSTMENT ACCOUNT 


Jan. 31 

* 

To Sales Ledger Adjust- 

Rs. 

i * 

Jan. 1 

1 

i 

i 

By Balance 

i 

i Rs. 

j 26,450 

•» it 

ment Account:— 

! Cash received 

| Discount 

; „ Balance c/d. 

25,110 

1,340 

22,230 

31 

„ Sales Ledger Adjust¬ 
ment Account 

Sales 

i 

f 

j 22,230 

i 

i 


j Rs. 

• 

48,680 

! 

Feb. 1 

Rs. 

By Balance b/d. 

i t 

48,680 

i - 

| 22,230 

t. 


SALES LEDGER TRIAL BALANCE 
As at 31st January 


Rs. Rs. 


A ... ... ... ... ... ... 2,760 

B ... ... ... ... ... ... 3.650 

C ... ... ... ... ... ... 1,980 

D ... ... ... ... ... .. 4.570 

E ... ... ... ... ... ...: 5,840 

F ... ... ... ... ... ... 3,430 

General Ledger Adjustment Account ... ... ... 22,230 


Rs. i 22,230 i 22,230 


IN THE BOUGHT LEDGER 
G 



f 

i 

! 

Rs. 




! Rs. 

Jan. 31 

i» II 

i» if 

To Cash 
„ Discount ... 

„ Balance c/d. 


2,250 
110 
j 2,740 

Jan. 1 
„ 31 | 

By Balance 
„ Purchases ... 

... 

1 2,360 

| 2,740 

i 



Rs. i 

| 5,100 



Rs. 

! 5,100 





Feb. 1 

By Balance b/d. 

% 

... 

! i 

i 2,740 


H 




Rs. 


; 

Rs. 

Jan. 31 

To Cash 

3,330 

Jan. 1 

By Balance 

3,500 

** n 

„ Discount ... 

170 

„ 31 

„ Purchases ... ...! 

2,980 

it it 

„ Balance c/d. 

2,980 


'i 



Rs. 

6,480 


Rs. 

6,480 




Feb. 1 

; j 

By Balance b/d. 

2,980 
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I 




Rs. 


■ 

Rs. 

Jan. 31 

To Cash 

2,590 

Jan. 1 

By Balance ... # ... 

2.720 

M II 

„ Discount 

130 

„ 31 

„ Purchases ... 

2,370 

fl *1 

,, Balance c/d. 

2,370 









5,090 


Rs. 

5,090 


Rs. 

" - ■— 




Feb. 1 

By Balance b/d. 

2,370 


J 




Rs. 



Rs. 

Jan. 31 

To Cash 

2,990 

Jan. 1 

By Balance 

3,140 

»» »» 

„ Discount 

150 

„ 31 

„ Purchases ... 

1,960 

» n 

„ Balance c/d. 

1,960 


■ 

- 


Rs. 

5,100 


Rs. 

5,100 


1 

! 

i 

Feb. 1 

By Balance b/d. 

1,960 


K 




Rs. 



Rs. 

Jan. 31 

To Cash 

2,710 

Jan. 1 

By Balance 

2,850 


„ Discount 

140 

„ 31 

„ Purchases ... 

1,890 

»» »i 

„ Balance c/d. 

1,890 

i 





Rs. 

4,740 


Rs. 

4.740 



1 

Feb. 1 

By Balance b/d. 

1,890 


O 




Rs. 



Rs. 

Jan. 31 

To Cash 

2,500 

^Jan. 1 

By Balance 

2,630 


„ Discount 

130 

,, 31 

,, Purchases ... 

2,850 

»f fi 

, f Balance c/d. 

2,850 





Rs. 

5,480 


Rs. 

5,480 


1 

i 

| 

Feb. 1 

By Balance b/d. 

2,850 


GENERAL LEDGER ADJUSTMENT ACCOUNT 


i 


Rs. 



Rs. 

Jan. 1 

To Balance 

17,200 

Jan. 31 

By Bought Ledger Adjust- 


31 ! 

„ Bought Ledger Ad- 



ment Account:— 


■ 

justment Account:— 


i 

Cash paid 

16,370 


Purchases 

14,790 


Discounts 

830 




i* if 

„ Balance c/d. 

14,790 


Rs. 

i 

31,990 

i 

Rs. 

31,990 

Feb. 1 ! 

i 

To Balance b/d. 

14,790 
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BOUGHT LEDGER TRIAL BALANCE 


As at 31st January 



IN THE GENERAL LEDGER 
STOCK ACCOUNT 


Rs. 

Jan. 1 Tu Balance b/fd. ... 27,500 

Jan. 31 „ Trading Account ...I 31,500 


PLANT AND MACHINERY ACCOUNT 


Jan. 1 

To Balance b/fd. 

Rs. 

25,500 

Jan.31 

By Depreciation 
„ Balance c/d. 

Rs. 

255 

25,245 


Rs. 

25.500 


Rs. 

j 25.500 

Feb. 1 

To Balance b/d. 

25,245 





L’S CAPITAL ACCOUNT 





Rs. a. p. 



Rs. a. p. 

Jan. 31 

To Drawings Account 


Jan. 1 

By Balance b/fd. 

39,750 0 0 


—Transfer 

350 0 0 

„ 31 

„ Interest on 



„ Balance c/d. 

41,297 8 0 


Capital 

165 10 0 




it n 

„ P. & L. Account 






—Profit 

1,731 14 0 


Rs. 

41.647 8 0 


Rs. 

41,647 8 0 




Feb. 1 

By Balance b/d. 

41,297 8 0 


M’S CAPITAL ACCOUNT 


Rs. a. p. 

Jan. 31 To Drawings Account 

—Transfer ... 350 0 0 

„ ,, „ Balance c/d. ... 41,297 8 0 


41,647 8 0 
R S . 




Rs. a. p. 

Jan. 1 

By Balance b/fd. 

39,750 0 0 

.. 31 

i „ Interest on 



Capital 

165 10 0 

»» •> 

I „ P. & L. Account 


i 

-Profit 

1,731 14 0 


Rs. 

41.647 8 0 


... 41,297 8 0 


Feb. 1 


By Balance b/d. 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


CASH ACCOUNT 




I 1 

f 

Discount 

Cash 




11 

'Discount 

Cash 



l 

Rs. 

Rs. 




1 Rs. 

Rs. 

Jan. 

1 

To Balance 


17,250 

Jan. 31 

ByG. 

110 

2,250 


31 

„ A ... 

280 

5.460 


H 

! 170 ! 

3,330 



„ B ... 

100 

1,960 


I... 

! 130 i 

2,590 



„ C ... 

290 

4,660 


J... 

150 ! 

2,990 



„ D ... 

380 | 

3,510 

»» 

K... 

140 ! 

2,710 



j „ E ... 

280 1 

5,450 


O... 

130 I 

2,500 



! .. F. 

210 | 

4,070 

1 »» 

Sundry Ex- 







1 

penses 

! 

2,630 






II 

L's Drawings 


350 







M's „ .. 


350 




! 


1 

Salaries 

i 

750 






»» 

Wages 


1,250 






»» 

Balance c/d. .. 


20,660 



Rs. 

1,340 

42,360 


Rs. 

830 

42,360 

Feb. 

1 

To Balance b/d. 


20,660 






L’S DRAWINGS ACCOUNT 




Rs. 


!i 

Rs. 

Jnn. 31 

To Cash 

350 

Jan.31 j 

By L's Capital—Transfer ... 

350 

1 



i 

;! 


M’S DRAWINGS ACCOUNT 


! 

1 

Rs. 


I 1 

Rs. 

Jan. 1 

To Cash ... .J 

i 

350 

Jan.31 

By M’s Capital—Transfer ... 

350 

____ i 

; 



i 


SUNDRY EXPENSES ACCOUNT 



1 

1 Rs. 


[ 

! Rs. 

Jan. 31 

To Cash 

„ Outstanding Creditors ... 

| 2.630 

1,250 

Jan. 31 

By P. & L. Account ... 

. i 

! 3,880 


Rs. 

3,880 


1 

Rs. 

3,880 


< 

i 


1 

L 


SALARIES 

ACCOUNT 



!; 

Rs. 



Rs. 

Jan. 31 

To Cash ... ...j 

750 

Jan. 31 

By P. & L. Account 

750 


t 

1 






WAGES ACCOUNT 




Rs. 



Rs. 

Jan. 31 

To Cash 

i 

; 1.250 

Jan. 31 

By Trading Account 

1,250 


l 

! 


i 

i 
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DISCOUNT ACCOUNT 



!! rs. 



Rs. 

31 

To Sundries ... ; 1,340 

Jan. 31 

By Sundries 

830 


ii 


„ P. & L. Account 

510 


Rs. ! 1,340 


Rs. 

! i 

; 1,340 


SALES ACCOUNT 




Rs. 

; 


Rs. 

Jan. 31 

To Trading Account 

..., 22,230 

■ i 

Jan. 31 

By Sundries 

j 22,230 








PURCHASES ACCOUNT 




! Rs. 



Rs. 

Jan. 31 j 

To Sundries 

14,790 

Jan.31 

By Trading Account 

1 

14,790 


1 

SALES LEDGER A 

DJUSTM 

1 

ENT ACCOUNT 


1 


!I 

Rs. 


1 

1 

Rs. 

Jan. 1 ' 

To Balance b/fd. 

! 26,450 

Jan.31 

By General Ledger Ad- | 


„ 31 j 

„ General Ledger Ad¬ 

| 


justment Account:— 


| 

justment Account:— 

, 


Cash received 

25,110 


Sales ... 

J; 22,230 


Discount . 

1,340 

j 



>* »» 

, „ Balance c/d. 

22,230 

1 

Rs. 

i 48,680 

i 


Rs. 

48,680 

Feb. 1 

To Balance b/d. 

. 22,230 



1 



- 


^ - — - 

r r —_ 


BOUGHT LEDGER ADJUSTMENT ACCOUNT 



Rs. 

l 

Rs. 

To General Ledger Adjust- 


Jan. 1 By Balance b/fd. 

17,200 

i ment Account:— 


„ 31 „ General Ledger Adjust* 


1 For Cash paid 

16,370 

ment Account:— 


| „ Discount 

830 

Purchases 

14,790 

„ Balance c/d. 

| 

14,790 

i 



Rs. 

31,990 

Rs. 

31,990 



i : 

Feb. 1 By Balance b/d. 

1 i 

| 

i 14,790 

! 













82 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


GENERAL, LEDGER TRIAL BALANCE 


Aa at 31st January 



Rs. 

Rs. 

Stock 

27,500 


Plant and Machinery ... 

25,500 


L's Capital Account ... 


39,750 



39,750 

Cash Account 

20,660 


L's Drawings 

350 


M's 

350 


Sundry Expenses 

2,630 


Salaries 

750 


Wages 

1,250 


Sales Ledger Adjustment Account 

22,230 


Bought Ledger Adjustment Account 


14,790 

Discount 

510 


Sales 


22,230 

Purchases ... 

14,790 


Rs. 

|1,16,520 

1,16.520 


1 



OUTSTANDING CREDITORS’ ACCOUNT 


I 

1 

• 

Rs. 

, ^. 

Rs. 

Jan. 31 | To Balance c/d. 

1,250 

Jan. 31 1 By Sundry Expenses 


i 

1 

1!- 

Account ... ...' 

1,250 

1 

ij 

i 

i 



TRADING AND PROFIT AND LOSS ACCOUNT OF L AND M 



For the Month ended 31st January . 







Rs. 

a. 

P- 


1 

Rs. 

a. 

P* 

To Stock at commencement 

27,500 

0 

0 

By Sales 


22,230 

0 

0 

„ Purchases 


14,790 

0 

0 

,, Stock-at-end ... 


31,500 

0 

0 

„ Wages 


1,250 

0 

0 






„ Gross Profit c/d. 

••• 

10,190 

0* 

0 







Rs. 

S 53,730 

0 

0 


Rs. ij 53,730 

0 

0 



Rs. 

a. 

p- 



Rs. 

a. 

p. 

To Sundry Expenses 

... 

i 3,880 

0 

0 

By Gross Profit b/d. 


10,190 

0 

0 

„ Salaries 


' - 750 

0 

0 

,, Discounts 

... 

830 

0 

0 

„ Discounts 


1,340 

0 

0 






„ Reserve for Doubtful Debts ... 

1,000 

0 

0 






„ Depreciation on Plant and 

! 








Machinery ... 


255 

0 

0 






„ Interest on Capital 

Rs. as. 

, 








L 

165 10 

i 








M 

165 10 











331 

4 

0 






„ Net Profit transferred to:— 

1 








L's Capital— 










Half share 

1,731 14 









M's Capital— 


! 








Half share 

1,731 14 










— 

i 3,463 

12 

0 







Rs. 

11,020 

0 

0 


Rs. 

11,020 

0 

0 
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BALANCE SHEET OF L AND M 


As at 31sit January 


Liabilities 


I 

j! 

Rs. 

a. 

P- 

Assets 



Rs. 

a. 

P- 








Rs. 

a. 

P- 




Sundry Creditors 

... 


• • | 

14,790 

0 

0 

Cash in hand 



20,660 

0 

0 

Creditors for Expenses 



1,250 

0 

0 

Book Debts 22,230 

0 

0 




L's Capital Account 

:— 






Less Reserve for 







Rs. 

a. 

P' 




Doubtful Debts 1,000 

0 

0 




Balance 

39,750 

0 

0 ! 






— 

21.230 

0 

0 

Add Profit 

1,731 

14 

0 , 




Stock 



31,500 

0 

0 

„ Interest 

165 10 

0 



Plant and 






- 


.— 


! 



Machinery 25,500 

0 

0 





41,647 

8 

0 ; 

i 



Less Depreciation 255 

0 

0 




Less Drawings 

350 

0 

o !! 




— 


25,245 

0 

0 

- 

— 

— 

— 1 

I 41,297 

8 

0 







M’s Capital Account : — 



1 

| 









Balance 

39,750 

0 

0 i 










Add Profit 

1,731 

14 

o! 










„ Interest 

165 

10 

0 

i 










41,647 

8 

0 










Less Drawings 

350 

0 

0 










- 


— 


;i 41,297 

8 

0 










Rs. 

| 98,635 

0 

o ■ 



Rs. 

98,635 

0 

0 





il 






li- 


CONSIGNMENT ACCOUNTS 


Problem 63 1 

J. Moss & Co. of London consign goods to the cost amount of £1.500 to their 
agent, J. Solomon, Honkong, on which they pay freight, insurance and charges £55, 
drawing on him at 90 days for £1,300. They discount the bill at Lloyds’ Bank, being 
charged £15 therefor. They receive A!S of the consignment for £1,729 less Agent’s 
Commission, etc. £71, and a draft on the Bank of Honkong for the balance. Make 
the entries in the books of Moss & Co. 

(London Chamber of Commerce.) 

Solution 

JOURNAL ENTRIES IN THE BOOKS OF MOSS & CO. 


Consignment Account 

To Goods sent out on Consignment 
(Being the value of the goods sent to J. Solomon, Hongkong, 
to be sold by him on commission). 

Dr. ! | 

1 

1 i 

1 

* !: 
j! 

1,500 

£ 

1,500 

Consignment Account 

Dr. i 

55 ; 


To Bank 

(Being the freight, insurance and charges paid on account of 
the consignment). 


i . 

i 

i 

55 

Bills Receivable Account ... 

Dr. 

1,300 

1,300 

To J. Solomon * - 

(Being the acceptance of our Bill Receivable No. — by J. 
Solomon). 


j 












84 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


JOURNAL— Con td. 


! 

\ 

I Bank 
| Discount 

; To Bills Receivable Account 

• (Being the amount received on discounting Bill Receivable 
j No. - ). 

!l.f. 

Dr. 

! t II 

! 1,285 | 

: 15 | 

i 

£ 

1,300 

! J. Solomon ... ... ... % 

| To Consignment Account 

(Being the gross proceeds of the consignment). 

Dr. 

1,800 

1,800 

Consignment Account 

To J. Solomon 

(Being the expenses and commission of J. Solomon). 

Dr. 

71 

71 

Bank 

To J. Solomon 

i (Being the.amount «of draft received from J. Solomon). 

Dr. i 

i 

429 

429 

, Consignment Account 
| To Profit and Loss Account 

(Being the net profit on consignment transferred). 

Dr. 

174 

(i _j 

174 


-Problem 64 

Messrs. Jones & Co. of Leeds, holcjing goods which cost them £1,800 consigned 
them to Messrs. Mirsinghi & Co., Calcutta, on 17th March 1943, and rendered a pro 
jorma invoice for £2,000. They paid for freight £60 and for insurance £10, and drew 
on Messrs. Mirsinghi & Co. at three months’ sight for £1,000 against the shipment, 
selling the bill to the Bank of Bengal, Calcutta. A commission of 2£ per cent and an 
additional 1 per cent del credere commission are payable on sales. Messrs. Mirsinghi 
accepted the bill on May 1st and obtained the goods, half of which they sold for £1,100 
gross on May 15th and the remainder on November 1st for £1,500 gross. In the first 
case, the charges for landing and storage amounted to £20, and in the latter to £35. 
In each case they deducted commission and remitted j drafts at three months’ sight 
for the balance. Make out Account Sales (ignoring interest) for the Iwo transactions, 
and write up the accounts as they would appear in the books of the consignors. 

Solution 

Account Sales of Goods (Part Consignment) sold on commission by 
order and for account of Messrs. Jones & Co., Leeds. 


£ s, d. 

1943 j Sale Proceeds of half the goods ... 

May 15 ! Less Charges:— 

Landing and Storage ... ... ... 20 J) 0 

Commission @ 2J% on £1,100 ... ... 27 ID 0 

Del credere Commission @ 1% on £1,100 ... 11 r 0 0 


Net Proceeds ... 
Less acceptance on May 1st ... 

Balance as per draft enclosed £ 



. — irgs 


1 

£ 

5. 

d. 

1,100 

0 

0 

58 

10 

0 

1,041 

10 

0 

j 1,000 

0 

0 

! 41 

10 

0 


E.&O.E. 

Calcutta. 

May 15th 1943. 


(Sd.) Mirsinghi & Co, 
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Account Sales of Goods (Balance of Consignment) sold on commission 
by order and for account of Messrs. Jones & Co., Leeds. 




£ 

s. 

d. 1 

£ 

s. d. 

1943 




| 



Nov. 1 

Sale Proceeds of the balance of goods 



1 

1,500 

0 0 


Less Charges :— 



; 




Landing and Storage 

35 

J? 

0 


• 


Commission ® 2£% on £1,500 

37 

ftJ 

o ! 




Del credere Commission @ 1% on £1,500 

15 

M) 

0 







1 

87 

10 0 


Net Proceeds as per draft enclosed 



1 

£ ! 

1,412 

10 0 

E. & O.E. 






Calcutta. 






November 1st, 1943. 

(Sd) 

Mirsinghi & Co. 


CONSIGNMENT ACCOUNT 







1943 I 
Mar. 17 ' 


To Goods 
„ Bank :— 
Freight 
Insurance 


£ s. d. 


60 0 0 
10 0 0 


May 15 i 


Nov. 1 


., Mirsinghi & Co*— 
Landing 
Charges 20 0 0 
Commission 38 tf 0 


£ s. d. 
1,800 0 0 

70 0 0 


- 58 10 0 


„ Mirsinghi & Co. 
Landing 
Charges 35 0 0 
Commission 52 ft 0 


Profit and Loss Account — 
Profit transferred 


87 It 0 
584 0 0 
£ 1 2,600 0 0 


s. d. 


1943 | 

May 15 ! By Mirsinghi & Co. : 1,100 0 0 


Nov. 1 


Do. 


-1,500 0 0 


£ 2,600 0 0 


MESSRS. MIRSINGHI & CO. (CONSIGNEES) 


1943 | | £ s. d. 

May 15 : To Consignment ;; 

; Account 1 1,100 0 0 

Nov. 1 | „ „ „ ■ 1,500 0 0 

l i 


£ 2,600 0 0 


1943 | i £ s. d. 

Mar. 17 j By Bills Receivable Account ... 1,000 0 0 


May 15 I 


Nov. ( 


Consignment Account:— 
Landing and £ s. d.\ 

Storage Charges 20—0-0; 
Commission 38-TJ-O 


58 10 
41 10 


Bills Receivable Account ...' 

„ ConsignmeTTTACCUUnT!— 

Landing and Storage 
Charges 35—0-0 

Commission 52-fi-O 

-| 87 10 

„ Bills Receivable Account ... 1 1,412 10 


£ 2,600 0 0 




TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Problem 65 

Charles Richardson & Co. of London send upon consignment to William Robinson 
& Co. of Alexandria, on 1st February 1944, for sale on their account, 74 cases of Bradford 
goods invoiced pro forma at £100 per case. A commission of 2£ per cent is payable 
on sales. Charles Richardson & Co. pay Freight £35, Insurance £12 and draw on 
William Robinson & Co. a two months’ bill at sight for £1,000’. William Robinson 
& Co. pay Landing Charges £7, J Insurance and Freight £20J and accept the bill on 
February 21st and obtain delivery of goods. They sell 30 cases at £120 each, 24 cases 
at ££25 each, and 20 cases at £130 each. Make out an Account Sales and enter 
up the ^Consignment Accounts in Charles Richardson & Co.’s and in William Robinson 
& Co.’s books. 

(Incorporated Accountants.) 


Solution 

Account Sales of 74 Cases Bradford Goods received per S.S.from 

Richardson & Co. of London to be sold on commission. 


30 Cases of Bradford Goods & £ 120 per case 
24 „ „ „ (3 £ 125 „ 

20 „ „ 3 £ 130 „ „ 


Less Charges:— 

Freight and Insurance 
Landing Charges 

Commission @ 2£% on Gross Sales 


Less amount 


E.&O.E. 
Alexandria, 
Date. . 


■1 £ 5 . d. 

8 



...13,600 

0 

0 


... 13,000 

0 

0 

... 

...2,600 

0 

0 

Gross Proceeds 

... 9,200 

0 

0 

£ s. 

d l| 



20 0 

o 



7 0 

0 '1 



... 230 0 

0 , 




—1| 257 

0 

0 

Net Proceeds 

...j 8,943 

0 

0 

draft accepted on Feb. 21st 

...| 1,000 

0 

0 

Balance due to you 

£ ' 7,943 

:l 

0 

0 


(Sd.) William Robinson & Co. 


Consignors' Books 
CONSIGNMENT ACCOUNT 


1944 
Feb. 1 


1 

! I 

£ 

s. 

d. 

II 

To Goods sent on Con- 




By William Robinson 

signment Account 1 
„ Bank:— ! 

7,400 

0 

0 

& Co. 

£ 5. d.\ 





j Freight 35 0 0 i 

Insurance 12 0 0 i 

i 

- 47 

0 

0 


1 


„ William Robinson & j 





Co.— Commission 
and Expenses .. j 

257 

0 



„ Profit and Loss 





Account — Pr ofi t 
transferred 

11,496 

1 

0 

0 


£ 

J 9,200 

0 

0 

£ 
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WILLIAM ROBINSON & CO. (CONSIGNEES) 




£ 

5. 

d. 


£ 

s. 

d. 

To Consignment Account 


9,200 

0 

0 

By Bills Receivable Account ! 

1,000 

0 

0 





„ Consignment Account ... i 

257 

0 

0 






„ Balance c/d. ... 

7,943 

0 

0 


£ 

9,200 

0 

0 

1 

£ 

\ 1 

9,200 

0 

0 

To Balance b/d. 


7,943 

1 

0 

0 




Consignees' Books 


CHARLES RICHARDSON & CO. (CONSIGNORS) 


1944 

1 

1 £ s. d. 

. . . | 

£ s. d. 

Feb. 21 

To Bills Payable Account 

; 1.000 0 0 

By Bank ... ... j 

9,200 0 0 


„ Bank :— £ s. d. 1 


t 

1 



Landing 

| 



1 Charges 7 0 0 




Freight, 

1 

I 


etc. 20 0 0 

i 

I 

t 

-j 

1 27 0 0 

j 


,, Commission 

i 230 0 0 



1 „ Balance c/d. 

7,913 0 0 



£ 

1 

9.200 0 0 

£ 

9,200 0 0 

I 


By Balance b/d. 

7,943 0 0 


Problem 66 

What is an “ Account Sales ” ? In what particulars (if any) does it differ from 
a “Consignment Account”? On 15th October 1943, Dclmaine Bros, of London shipped 
to Donnison & Sons, of Port Elizabeth, 60 cases of mixed Sheffield goods. These goods 
were invoiced pro forma at '£32 10s. per case. The London payments in connection 
with this consignment were :—Insurance £10 12s.; Freight £54* 12s.; Sundry Charges 
£3 15s. The payments made by Donnison & Sons in South Africa were t —Storage 
£16 12s.; Landing Charges £6 10s.; Insurance £2 11s. On 15th December, Donnison 
& Sons sold 30 cases of goods at £45 per case, on 17th December 25 cases at £50 per 
case, and onl9th December the balance of the consignment at*~£51 per case. All 
the *above sales were effected for prompt cash. A commission is payable to Donnison 
& Sons of 2 per cent on all sales plus l£ per cent del credere Commission. On 1st 
November Delmaine Bros, drew a bill on Donnison & Sons for £1,000 Which was 
duly accepted. Prepare an “Account Sales” showing the result of the above consign¬ 
ment, and show the transactions in Delmaine Bros.’ books. 

(London Chamber of Commerce.) 

Solution 

An Account Sales is a statement rendered by a consignee to the 
consignor, showing the gross proceeds of sales made by him and also the 
net proceeds after deducting the expenses incurred by him and his com¬ 
mission. It does not show the cost of the goods nor expenses incurred by 
the consignors and cannot, therefore, show the profit or loss on the con¬ 
signment. 

A Consignment Account is opened in the books of the consignor with 
the object of showing the profit or loss made on each separate consignment. 
On the debit side are shown the cost of the goods and all expenses attendant 
on the purchase, shipment and sale of the same. On the credit side appear 
the gross sales and the stock at end, if any. 










TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Account Sales of 60 Cases Sheffield Goods received per S.S.from 

Delmaine Bros, of London to be sold on commission. 






' 

£ 

s. 

d. 

1944 





! 



Dec. 15 

Sale Proceeds of 30 Cases @ £ 45 per case 



1,350 

0 

0 

.. 17 

»» 

„ 25 „ @£50 „ „ 


*. • 

! 1,250 

0 

0 

19 

»» 

.. 5 .. @ £ 51 „ „ 



; 255 

0 

0 




Gross-Proceeds 

£ 

2,855 

0 

0 



Less Charges 

£ s. 

d. 






Storage 

... 16 12 

0 






Landing Charges 

... 6 10 

0 






Insurance ... 

... 2 11 

0 ' 






Commission @2% 

... 57 2 

0 




i 


Del credere Commission @ 1£% ... 

... 42 16 

6 

125 

11 

0 

i 






I 



Net Proceeds 


, 2,729 

8 

6 



Less amount of draft accepted 


1,000 

0 

0 




Balance due to you 

£ 

, 1,729 

8 

6 


E. & O. E. 

Port Elizabeth, (Sd.) Donnison & Sons. 

Date, . 


Consignors' Books 
CONSIGNMENT ACCOUNT 



£ 

s. 

d, 


£ 

s. 

d. 

To Goods sent on Consignment 



By Donnison & Sons. 

2,855 

0 

0 

Account 

... 1,950 

0 

0 





„ Bank:— £ s. 

d. 







Freight 54 12 

0 







Insurance 10 12 

0 







Charges 3 15 

0 







— 

- 68 

19 

0 

, 


* 


Donnison & Sons. 

... 125 

11 

6 





.. Profit and Loss Account 







— Profit transferred 

... 710 

9 

6 

i 

I 





£ 2,855 

0 

0 

£ 

2,855 

0 

0 

-—- * - 

1 

DONNISON & SON 

S (CONSIGNEES) 


■ 



£ 

s. 

d. 


£ 

s. 

d. 

To Consignment Account 

.. 2,855 

0 

0 

By Bills Receivable Account... 

1.000 

0 

0 


i 



„ Consignment Account 

125 

11 

6 


■1 



„ Balance c/d. ... 

1,729 

8 

6 


£ 2,855 

0 

0 

£ 

2,855 

0 

0 

To Balance b/d. 

; 1,729 

8 

6 
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Problem 67 

Show how the above transactions would appear in the Ledger of the Consignees. 

Solution 


DELMAINE BROS. (CONSIGNORS) 
(Consignees’ Ledger) 


— - - - •— - 

,i - - ■ 




.,—- 

— 

— 


[t £ 

s. 

d. 


1 £ : 

s>. 

d. 

To Bills Payable Account 

.J 1,000 

0 

0 

By Bank ... 

...2,855 

0 

0 

,, Bank:— £ 5. 

d. 




, 1 



Storage ... 16 12 

0 '1 




| 



Landing 








Charges ... 6 10 

0 







Insurance ... 2 11 

0 








-'■ 25 

13 

0 


j 



„ Commission Account 

99 

18 

6 


1 



„ Balance c/d. 

... 1,729 

,| 

8 

6 


1 

1 




£ 2,855 

0 

0 


£ 2,855 

0 

0 





By Balance b/d. ... 

... 11,729 

8 

6 


Problem 68 

Show how the following transactions should appear in the books of Richard 
Random & Sons. They shipped goods to Paul Gold, their agent at Cape Town, on 
1st September 1943, and sent therewith a pro forma invoice for £578 (Goods £500, 
Freight £60 and Insurance £18). On 28th October, Paul Gold sant home an AjS 
from which it appeared that a portion of the goods had realized £460 ; and deducting 
expenses £10, and commission £25, he enclosed a draft at 3 months for the balance. 
The stock unsold amounted at invoice price plus expenses to £280. On 2nd November 
he sent home another A|S which showed that the balance of the consignment had 
realized £320, which, less £8 expenses and £10 commission, he remitted by a 3 months’ 
draft. 

(Royal Society of Arts.) 

Solution 


JOURNAL ENTRIES 


Sept. 1 | Consignment Account... ... ... ... Dr. 

To Goods sent on Consignment Account 
„ Bank (Freight and Insurance) 

(Being the cost of goods sent on consignment and 
expenses). 

Oct. 28 Paul Gold (Consignee) ... ... ... Dr. 

j To Consignment Account 

| (Being the gross proceeds of part of the consignment). 


i Consignment Account ... ... ... Dr. 

| To Paul Gold , 

| (Being the expenses £10 and commission £25 of the 
consignee). 

: j 

i Bills Receivable Account ... ... ... Dr. j 

To Paul Gold j 

- ; (Being the amount of draft received from Paul Gold) i 


£ 

578 


460 


35 


425 


£ 

500 

78 


160 


35 


425 
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JOURNAL— (Contd.) 





L.F. 

£ 

£ 

Nov. 2 

Paul Gold 

To Consignment Account 

(Being the gross, proceeds of the balance of 
consignment). 

Dr. 


320 

320 


Consignment Account 

To Paul Gold 

(Being the expenses £8 and commission £10 of the 
consignee). 

Dr. 


18 

18 


Bills Receivable Account 

To Paul Gold 

(Being the amount of draft received from the consignee). 

Dr. 


302 

302 

- / 

Consignment Account 

To P. & L. Account 

(Being the net profit on consignment transferred). 

Dr. 


149 

I 

149 


Problem 69 

Goods are invoiced by P_JU^ his Agent in Rangoon at selling price. The Agent 
reports sales made and collection of book debts by him by monthly advice. He receives 
5 per cent on cash collected, plus an allowance for expenses at the rate of Rs. 2,000 
per annum. During the half year ending 30th June 1943, goods were invoiced to the 
Agent at a value of Rs. 4,03,000. Such goods cost P Rs. 2,75,000 plus freight and 
charges thereon, Rs. 38,700. During the same period, sales were made by the Agent 
amounting to Rs. 3,42,000. Debts collected were Rs. 2,88,000, and discounts were allowed 
amounting to Rs. 2,000. The Agent remitted to P Rs. 2,80,000. 

Included in the shipments to the Agent was a consignment partly^ damaged by 
sea transit. A claim on the Underwriters was settled for Rs. 6,200, which together 
with the proceeds of sale by the Agent, Rs. 8,300, exceedecflhe value invoiced by 
Rs. 300. 

At 30th June 1943, the unsold Stock in the hands of the Agent represents an 
invoice cost to P of Rs. 41,000. -- " 

Prepare, as in the books of P, Accounts showing the results of these transactions 
for the half year ending 30th June 1943. 

Solution 


CONSIGNMENT ACCOUNT 


To Goods sent on Consignment 
„ Freight and Charges 
„ Agent's Account:— 

Allowances for Expen- Rs. 

ses for half year... 1,000 
Discounts ... 2,000 

Commission on Cash 
collected ... 14,400 


Balance transferred to Profit and 
Loss Account being the Profit 
on Consignment 


Rs. 


| Rs. 



.! 2,75,000 

38,700 

By Agent's Account as per Ac¬ 
count Sales 

,, Underwriters Account 
„ Balance:-- Rs. 

3,42,000 

6,200 


/"Goods unsold ... 41.000 

^/Proportion of Freight 5,770 

46.770 

^4 

8 


.j 63,870 



j 3,94,970 

Rs. 

3,94,970 
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AGENT’S ACCOUNT 


To Consignment Account 


To Balance b/d. 


Rs. 

ij 

Rs. 

3,42,000 

By Consignment Account—Allow* 

„ „ ances for Expenses 

„ „ Discount 

„ „ Commission ...i 

„ „ Cash ...j 

„ Balance c/d. ... 

i 

1,000 

2,000 

14,400 

2,80,000 

44,600 

3,42,000 

Rs. 

3,42,000 

44,600 

j 

1 

i 

i 

1 


Problem 70 

On 2nd October 1943, a Cigarette Manufacturing Company forwarded to its 
Indian representative one million cigarettes, 500,000 each in packets of ten and fifty. 
The cigarettes cost 14|6s. and 13|6s. per thousand respectively, and they are to be 
sold, as far as possible, under bond, at the best possible price. 

The following statements were received from the Indian representative at the 
end of the year. 


(1) CASH 


Rs. a. 

To Sundry Debtors (for Sales in 

Bond) .. . . 6,800 0 i 

„ Cash Sales (for Sales Duty ! 

paid) .. .. 1,020 0 


Rs. 7,820 0 j 


Rs. a. 

By Advertising, Salary, Office Ex¬ 
penses and Landing Charges 1,030 0 
„ Duty on Cigarettes cleared .. 690 0 

„ Draft on London at 60 days, 

£300 .. 4,056 8 

„ Balance .. .. 2,043 8 


Rs. 7,820 0 


(2) STOCK 



10’s 


50’s 

Received 

500,000 


500,000 

Sales under Bond 300,000 

Cleared for Cash Sales 


275,000 


and free distribution 29,000 

329,000 

40,000 

315,000 



Stock in Bond 

171,000 


185,000 

Cleared Stock in hand 

5,000 


5,000 


4,000 of the ten packing and 15,000 of the fifty, have been distributed free for 
advertising purposes. 

In the books of the Company, the only entry in connection with the above 
transactions is a credit to the Indian Representative’s Account of £300, the amount 
of the draft sent by him, as referred to in Statement (1). The Indian Representative 
is entitled to a commission of 1J per cent on all Sales, with } per cent del credere 
commiss ion, to be paid by cheque from London. The rupee to be taken at l|6d. 

You are asked to prepare the Accounts embodying the above transactions in 
the books of the Company in London, showing the amount which would be treated 
as profit to 31st December 1943. All expenses and freight, with the exception of duty 
on cleared stock, are to be written off as incurred. 
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GOODS SENT ON CONSIGNMENT ACCOUNT 


1943 


.. M - 

£ 

1943 i 

£ 

Dec. 31 

To Trading Account 

"I 

700 

Oct. 2 j By Consignment Account 

700 


£ s. d. 

Note.— The value of Closing Stock is arrived at as follows: — 

5,000 of 10’s @ 14|6 per 1,000 .. .. .. = 3 12 6 

Add —proportionate duty thereon Rs. 50 (69,000 Cigarettes cost 
Rs. 690 duty) @ 1|6 .. .. .. .. .. 3 15 0 


£776 

3 7 6 
3 15 0 


£ 7 2 6 

Problem 71 

A Cloth Mill in Bombay sends regular Consignments of cloth to Messrs. Billimoria 
& Co. of Cawnpore who are agents for selling the cloth at the risk of the Bombay mill. 

Record the following transactions in the Ledger accounts showing the profit 
made on the Cawnpore consignment and the balance due by the Agents, after allowing 
them commission at the rate of 3 pics per every lb. cloth sold by them. 

Total quantity of cloth consigned 256,000 lbs. at cost which amounted to 11 annas 
per lb. 

Total quantity of cloth sold 192,000 lbs. at 15 annas a lb. 

Total remittances by the Agents Rs. 1,55,000. 

Railway freight paid by the Agents Rs. 16,000. 

The balance of cloth to be valued at cost price plus the Railway Freight. 

Would it make any difference in the mill’s ultimate profit, if the cloth were 
consigned at 12 annas a lb. instead at 11 annas a lb. (Stock being taken at the 
same price as above stated)? 



5,000 of 50’s @ 1316 per 1,000 
Add —duty as above 


Solution 


CONSIGNMENT TO CAWNPORE ACCOUNT 


To Goods sent on Consignment 
Account 

„ Billimoria and Co. (Railway | 
Freight) ...! 
„ Do. (Commission) 

„ Net Profit transferred to P. & j| 
L. Account ... ...,l 


Rs. ' 


Rs. 


1,76,000 

16,000 

3,000 


By Billimoria and Co. (Agents)— 
for Sale Proceeds ... | 

„ Balance, being stock-at-end \\ 
valued at cost plus Rly. u 
Freight ... ...I 


1,80,000 

48,000 


33,000 

2,28,000 


Rs. •' 2,28,000 


Rs. 
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bUjUmoria & co. (agents), cawnpore 



Rs. 


Rs. 

To Consignment to Cawnpore 
Account — Sale Proceeds 

1,80,000 

By Bank—remittances 
„ Consignment to Cawnpore 
Account—Rly. Freight 
Do. —Commission... 

„ Balance c/d. 

1,55,000 

16,000 
! 3.0U0 

6,000 

Rs. 

1,80.000 

Rs. 

1,80,000 

To Balance b/d. 

6,000 




It would make no difference in the ultimate profit of the Mill even 
if the cloth were marked at 12 as. a lb. instead of 11 as. in the pro forma 
invoice, so long as the Consignment Account in the Mill’s books is debited 
with the cost. If, however, the Consignment Account is debited with the 
pro forma invoice price, it will be necessary to adjust the Account by taking 
out the excess debit from the Consignment Account, before profit is ascer¬ 
tained while balancing the books. 

JOINT VENTURE ACCOUNTS 

Problem 72 

V* A obtained a concession to work a Tramway for 14 years. He sold it to a 
Syndicate for £5,000, put in £1,000 as Capital, and was appointed Manager at £500 
per annum. 

B patented a new motor (rights for 10 years), which was taken over and for 
which he was credited by the Syndicate with £2,000. He was appointed Engineer at 
£400 per annum. 

C brought in the rest of the capital required, £45,000. The Permanent Way 
cost £25,000 and the Plant and Rolling Stock £12,000. 

It was agreed to write off 10 per cent of the former each year, and to reckon 
the life of the latter at 10 years. 

After providing for repairs and renewals, but excluding the salaries of the 
manager and engineer (which were paid), and all depreciation , the profits for the 
first seven years averaged £8,000 a year, of the balance of which C was entitled to 
three-fourths and A and B to the remainder in equal shares. 

Draw up a balanced Statement showing the position of the Capital Accounts at 
the end of the seven years, assuming no debits for drawings and no credits for interest. 

(Incorporated Accountants.) 

Solution 

A’S CAPITAL ACCOUNT 




£ 

s. 

d. 


£ 

5 . 

d. 

To Cash 


5,000 

0 

0 

By Concessions 

5,000 

0 

0 

„ Balance c/d. 


3,487 

10 

0 

„ Cash 

„ Profit and Loss Account 

1,000 

0 

0 






— Jth share ... 

2,487 

10 

0 


£ 

8,487 

10 

0 

£ 

8,487 

10 

0 




By Balance b/d. 

3,487 

10 

0 
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B’S CAPITAL ACCOUNT 



£ s. d. 


£ s. d. 

To Balance c/d. 

4,487 10 0 

By Motor Rights ... 

2,000 0 0 



„ Profit and Loss Account 




— 4th share ... 

2,487 10 0 

£ 

4,487 10 0 

£ 

4,487 10 0 



By Balance b/d. ... 

4,487 10 0 


PROFIT AND LOSS ACCOUNT 


To Salaries 
,, Depreciation:— 
Permanent Way 
Plant and Rolling 
Stock 

Concessions 
Motor Rights 

,. Net Profits 

C-Jths share 
B—|th „ 

A—fcth „ 


5 . d. 


17,500 0 0 


8.400 
2,500 

1.400 


14,925 0 
2,487 10 
2,487 10 


£ 

6,300 


29,800 


19,900 


56,000 


By Profits—seven years 


£ 

56,000 


56,000 


C’S CAPITAL ACCOUNT 


l' 

£ s. d. 


£ s. d. 

To Balance c/d. 

59,925 0 0 

By Cash 

45,000 0 0 



„ Profit and Loss Account 




— Jths share 

14,925 0 0 

£ | 

59,925 0 0 

£ j 

59,925 0 0 



By Balance b/d. 

59,925 0 0 


BALANCE SHEET 


Liabilities 


£ 

s. d. 

A$$e/s 

£ 

s. 

d. 

£ 

s. 

d. 

Capital Accounts:— 




Cash 

... 


... 

53,700 

0 

0 

£ s. 

d. 



Motor Rights 

2,000 

0 

0 




C ... 59,925 0 

0 



Less Depreciation 

1,400 

0 

6 




B ... 4,487 10 

0 



# 

— 

— 

— 

600 

0 

0 

A ... 3,487 10 

0 



Concessions 

5,000 

0 

0 





— 

67,900 

0 0 

Less Depreciation 

2,500 

0 

0 








- 

— 

— 

— 

2,500 

0 

0 





Plant and Rolling 











Stock 

12,000 

0 

0 

i 







Less Depreciation 

8,400 

0 

0 





1 




— 

— 


3,600 

0 

0 





Permanent Way 

25,000 

0 

0 








Less Depreciation 

17,500 

0 

0 










.— 


7,500 

0 

0 


£ 

67,900 

0 0 




£ 

67,900 

0 

0 
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Note. —The following Cash Account is given with a view to- show how the 
Cash balance of £53,700 as shown in the Balance Sheet, is arrived at: — 

CASH ACCOUNT 



£ s. d. 


£ s. d. 

To A's Capital Account ... 

1,000 0 0 

By A's Capital Account 

5,000 0 0 

,» C's „ „ 

45.000 0 0 

„ Permanent Way 

25,000 0 0 

„ Profits 

56,000 0 0 

„ Plant and Rolling Stock 

12,000 0 0 



Partners' Salaries£ s. d. 




A ... 3,500 0 0 


I 


B ... 2,800 0 0 

i 



. 

1 6,300 0 0 



„ Balance 

53/700 0 0 

£ 

102,000 0 0 

£ ! 

1 

j 102,000 0 0 


_ _ 


; _ _ 


Problem 73 

Jones in London and Robinson in Quebec entered into a Joint Adventure in 
Timber, and the following transactions took place: — 

1943 ^ ' 

June 1. Robinson bought Timber for Cash £2,000. 

„ 1. Robinson paid freight and shipping charges thereon £130. 

„ 1. Robinson drew upon Jones for £1,600 at two months after date. 

„ 1. Robinson discounted the above Bill, receiving therefor £1,585. 

„ 15. The Timber arrived in Liverpool, and Jones paid dock dues, landing 

charges, etc. thereon £25.. , 

„ 20. Jones sold one-third of the Timber for £850./ 

„ 30. Jones sold another third of the Timber for £900. 

July 15. Jones sold the remaining third of the Timber for £800. Payment in 
each case was made by a bill at one month. 

Aug. 4. Jones met Robinson’s Bill for £1,600.^ 

„ 20. The three bills received by Jones having been duly met, Jones remits 

to Robinson a cheque in settlement. * 

Draw up a Profit and Loss Account of the Joint Adventure, dividing the Profit 
equally between the parties. Charge Jones with the discount on the Bill drawn upon 
him by Robinson. Make out Accounts"' of Robinson and Jones, showing the final 
settlement between them. 

(Chartered Accountants.) 

Solution 

Jones? Books 

JOINT VENTURE ACCOUNT 


1943 
June 1 

»> »» 

>» »> 
„ 15 
July 15 


To Robinson Account — | 

(Purchase)... 

„ Robinson's Account — 
(Freight) ... 

„ Robinson’s Account... 

(Discounting charges) 

„ Cash — (Landing 
Charges) ... 

„ Net Profit:— 

Profit and Loss £ 

Account 190 

Robinson's 
Account 190 


£ 


2,000 

130 

♦ 

15 

25 


1943 
June 20 

„ 30 

July 15 


380 

2,550 


By Bills Receivable 
Account — (Sales) ... I 
„ Bills Receivable 
Account — (Sales) 

„ Bills Receivable 
Account — (Sales) *.. 


£ 

850 

900 

800 


£ 


2,550 
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ROBINSON’S ACCOUNT 




£ 



£ 

1943 



1943 



June 1 

To Bills Payable Account 

1,600 

June 1 

By Joint Venture Account 


Aug. 20 

„ Bank 

735 


(Purchase) 

2,000 




„ 

„ Joint Venture Account 




j 


(Freight) 

130 



1 

>9 

„ Joint Venture Account 




I 


(Discount) 

15 




July 15 

„ Joint Venture Account 






(Half Profits) 

190 


£ 

! 2,335 

i 


£ 

2,335 


ROBINSON’S BOOKS 
JOINT VENTURE ACCOUNT 


1943 


£ 

1943 

£ 

June 1 

To Cash (Purchase) 

2,000 

June 20 ! By Jones' Account (Sales) 


»» 

„ .. (Freight) 

130 

30 I „ „ 

850 

»» 

„ Bills Receivable Account 


July 15 1 „ 

900 


— Discounting ' 

i 


800 


Charges ... 

1 15 



„ 15 j 

„ Jones' Account (Land- 



| 


ing Charges) 

25 



July 15 i 

Net Profit i 





Profit & Loss £ 





Account (Half | 


i I 



share) 190 

j 

! ! 



i Jones’ Account 

i 




i (Half share) 190 

i 




— 

380 




; £ 

i 

2,550 

__ 

£ 

i 

2,550 


JONES’ ACCOUNT 



1 

£ 

i 


i £ 

1943 

i - %.- s ; v >y ■. k 


1943 


! 

June 20 

To Joint Venture Account 


June 1 

By Bills Receivable 

| 


(Sales) ... ... f 

850 


Account ... 

1 1,600 

.. 30 

„ Joint Venture Account ; 


„ 15 

„ Joint Venture Account 1 

J 


(Sales) ... ... 1 

900 


(Landing Charges)...! 

! 25 

July 15 

„ Joint Venture Account 


July 15 

„ Joint Venture Account 

I 1 


(Sales) ... 

800 


(Half Profits) 

i 1 190 


i ; 

i 

Aug. 20 

„ Bank 

, 735 

1 


£ j, 

! j; 

2,550 


£ 

2,550 


1 



i 

! 


Problem 74VV 


A and B enter into a Joint Adventure to ship goods abroad. A sends goods 
to the value of £1,000, pays freight £100, and sundry expenses £150. These transac¬ 
tions take place on 1st January 1944. B sends goods valued at £750 on 1st February 

7 
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and pays freight and insurance £80 and sundry expenses £50. B advances to A on 
1st March £450 on account of the venture. A receives Account Sales and remittance 
of net proceeds for the whole of the goods amounting to £2,500 on 1st April. Final 
settlement between A and B is made on 30th April 1944. Show these transactions 
of the venture calculatin g ipte rest at 5 p er cent per annum in months. 


A’S BOOKS 

JOINT VENTURE ACCOUNT 




j 

£ 

s. 

d. 

1944 






Jan. 1 

To Goods ...lj 

1.000 

0 

0 

»» 


Cash (Freight) 

100 

0 

0 

„ 

»» 

„ (Expenses) ... 

150 

0 

0 

Feb. 1 

»» 

B's Account (Goods) 

750 

0 

0 

tt 

n 

„ (Freight etc.) ... 

80 

0 

0 

,, 

n 

(Expenses) 

50 

0 

0 

Apr. 30 

a 

Interest 

6 

13 

4 

** i 

a 

B’s Account 




I 


(Interest) 

14 

15 

0 



Net Profits 






£ s. d. | 






P. & L. 






Account— 

Half 174-5-10 |1 






B’s Account- 





I 

I 

Half 174-5-10 

1 

348 

11 

8 


I 

i 


i £ s . d. 

1944 

Apr. 1 By Cash ... ... '2,500 0 0 


£ 


2.500 0 0 


£ 2,500 0 0 





B’S ACCOUNT 




' 

Date 

Particulars 

I 

Interest 

! 

Principal 

Date 

1 . f 

Particulars j 

Interest 

i 

Principal 

1944 i 


£ s. d. 

£ s. d. 

1944 

i 

i 

£ s. d. 

£ s. d. 

Apr. 30 

To Cash ... 


1,519 0 10 

Feb. 1 

By Joint 



a 

„ Interest 




Venture 




as per 




! Account 




contra 

14 15 0 



(Goods) 

9 7 6 

750 0 0 






„ J o i n t 


_- 



i 



Venture 





| 



Account 








(Freight) 

10 0: 

80 0 0 





a 

i „ Joint 








Venture 



i 


I 



Account 



■ 


1 



(I n s u- 





' 

i' 


ranee) 

0 12 6 

50 0 0 




L 

Mar. 1 j 

„ Cash 

3 15 0 ji 

450 0 0 

< 




Apr. 30 

„ J o i n t 








Venture 








Account 

i 





I 


j (Interest) 


14 15 0 





n 

„ J o i n t 

i 







Venture 

1 

I 







Account 

1 







(i Profit) 


174 5 10 


£ 

14 15 0 

1,519 0 10 


£ 

14 15 0 

1,519 0 10 
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/ 


Problem 75 

L. & Company in Liverpool ship goods to B. & Company of Bombay invoiced on 
1st October 1943 at £1,000, which includes freight and insurance £200. Their arrange¬ 
ments are: — 

(a) B. & Company are to sell goods at the best possible price and to reimburse 

themselves their charges including 5 per cent commission on the sale price. 

(b) Remittances to be made by T.T. 

(c) L. & Company are to be allowed 6 per cent interest from the date of invoice 

until date of remittance* 

(d) Profits or Losses as disclosed by the Liverpool books are to be divided equally 

between the two parties. 

The goods arrive on 25th November 1943 and B. & Company pay Duty Rs. 1,25&~, 
Landing, Clearing and Godown Charges Rs. 650; and Sundries Rs. 150. The goods 
were sold on 28th February 1944 for Rs. 19,00)1 and remittance made on 14th March 1944 
by T.T. at l|4i. Show the Ledger accounts in Liverpool and Bombay and prepare the 
final debit or credit note to close the matter. Also prepare the A]S to be sent to 
Liverpool. 

(B.Com.) 


Solution 

BOOKS OF L. & CO. ( LIVERPOOL) 
JOINT ACCOUNT WITH B. & CO. (BOMBAY) 


-——— — — - 

— r—i 

- - 


- ------ 

----- 




'! £ 

s. 

d . 

1 

. 

£ 

5. 

d. 

] 

To Goods sent on Consignment...! 

800 

0 

0 

By B. and Co.— Gross j 




„ Cash — Freight 

and In- 1 

1 



Proceeds ... / • ... 

1,306 

5 

0 

surance 


j 200 

0 

o. 

' i 




„ B. & Co.—Duty, 

Godown 

] 



i 




Charges, etc... 


140 

18 

9 





„ B. & Co. — Commission ... 

65 

6 

3H 

” 




„ Interest Account 


j 27 

10 

0 





„ Profit and Loss 


i 







Account — 

£ s. d. 




! 




Half share 

36 5 0 








„ B. & Co/s Ac- 









count — Half 









share 

36 5 0 




i 






72 

10 

0 

1 





£ 

1,306 

5 

0 

£ 

1,306 

5 

0 

- - - - --- 

;i 

MESSRS. 

B. 

& ( 

:o.’s ACCOUNT 



- - 



£ 

5. 

d . 


! £ 

s. 

d. 

To Joint Account — 

■Gross 




By Joint Account — Duty, 




Proceeds 


1,306 

5 

0 

Godown Charges, etc. ... 

1 14Q 

18 

9 

„ Balance c/d. 

. 

36 

5 

0 

Joint Account —Commis¬ 

1 








sion 

1 65 

6 

3 






„ Bank — Remittances by 

i 








T.T. 

11,100 

0 

0 






„ Joint Account — Half 









share of Profit 

36 

5 

0 


£ 

1,342 

10 

0 

£ 

1,342 

10 

0 






By Balance bid. ... 

36 

5 

0 
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! . CREDIT NOTE 

I Messrs. B. & Co,, Bombay Cr. 

I By L. & Co., Liverpool 

| Being half share of profit made on Joint Account .. £ 36 5 0 

BOOKS OF B. & CO. ( BOMBAY) 

MESSRS. L. & CO.’S ACCOUNT (LIVERPOOL) C* y^ - 

1943 

Nov. 25 To Cash:— Rs. 

Duty ... 1,250 

Landing and Clear¬ 
ing Charges, etc. 650! 

! Sundries ... 150 , 

| „ Commission ... ...: 

! „ Bank — remittance by 

; ...j 

Rs.!! 

—J- • 11 

Account Sales of Goods received per S.S. from Messrs. L. 

& Co., Liverpool to be sold on Joint Account. 



Rs. Rs. 

Gross Proceeds of Sale ... ... ... ... 19,000 

Less ChargesRs. 

Duty ... ’ ... 1,250 

Landing, etc. ... ... 650 

Sundries ... ... ... 150 

- 2,050 

Less Commission 5% on Rs. 19,000 ... 950 

- : 3,000 

Balance remitted by T.T. ... ... Rs. 16,000 

E. & O. E. 

To Messrs. L. & Co., (Sd.) B & Co., 

Livetpool. . Bombay. 


Problem 76 

A and B doing business separately as building contractors, undertake jointly to 
build a building for a newly started Joint Stock Company, for a contract price of 
Rs. 1,00,000, payable as to Rs. 80,000 by instalments in cash and Rs. 20,000 fully paid 
shares of the new Company. A Banking Account is opened in their joint names, A 
paying in Rs. 25,000 and B Rs. 15,000. They are to share profit or loss in the proportion 


of 2|3 and 1(3 respectively. Their transactions were as follows: — 

Paid Wages .. Rs. 30,000 

Bought Materials „ 70,000 

Materials supplied by A from his stock .. .. „ 5,000 

Materials supplied by B from his stock .. „ 4,000 

Architects’ Fees paid by A .. .. „ 2,000 
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l\0 

The contract was completed and the price duly received. 


The Joint Venture was closed by A taking up all the shares of fhe Company 
at an agreed valuation of Rs. 16,000, and B taking up the Stock of materials at an 
agreed valuation of Rs. 3,000. 


Prepare the Joint Venture Account showing the profit or loss, and the accounts 
of A and B showing the final distribution of cash. 


(B. Com.) 


Solution 


JOINT VENTURE ACCOUNT 


• 

. Rs. 


Rs. 

To Bank—Materials .. j 

70,000 

By Bank—Contract price, in part ' ... 

80,000 

/ ,. h —Wages ...j 

> 30,000 
\S5fiOQ 

t><000 

„ Shares—Contract price, balance ... 

20,000 

„ A's Account—Materials 

„ B's Account—Stock of Materials ... 

3,000 

,, B's Account— „ 

Rs. 

A's Account—Architects’Fees ... 

: sj 2,000 

„ A's Account—§rds loss 8,000 j 


„ Shares Account—Fall in price . ..j 

\/ 4,000 

i 

,, B’s Account—Jrd loss 4,000 j 

^ I 

12,000 

Rs. 

1,15,000 

Rs. 

1 

1,15,000 


A’S ACCOUNT 



Rs. 

! 

! Rs. 

To Joint Venture Account—Share 


By Bank 

25,000 

of Loss 

8,000 

„ Joint Venture Account—Materials 

„ Shares Account ...! 

16,000 

supplied 

5,000 

„ Bank 

8,000 

„ Joint Venture Account—Architects’ 



Fees 

j 2,000* 

Rs. 

Ii 

32,000 

Rs. 

32,000 


B’S ACCOUNT 



1 Rs. 

j 

Rs. 

To Joint Venture Account—Share 


By Bank 

15,000 

of Loss ...] 

| 4,000 

„ Joint Venture Account—Materials... 

4,000 

„ Joint Venture Account—Stock 




of Materials 

: 3,000 



„ Bank 

12,000 



Rs.; 

19,000 

Rs. 

19,000 


BANK ACCOUNT 



Rs. 


Rs. 

To A's Account .J 

25,000 

By Joint Venture Account—Materials 


„ B's Account ...j 

15,000 

purchased 

70,000 

„ Joint Venture—Part sale price ...j 

80,000 

„ Joint Venture Account—Wages 


i 


paid 

30,000 

1 

i 

„ A's Account 

8,000 

j 


„ B's Account 

12,000 

Rs. j 

1,20,000 

Rs. 

1,20,000 
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Problem 77 

X and Y, two manufacturers, agree to lease and work a quarry for a period of 
five years from 1st January 1943. Under the terms of the lease they are liable for 
a royalty of annas two per ton extracted, with a minimum rent of Rs. 1,500 per 
annum and have the right to recoup shortworkings during the period of the lease. 

The following are the transactions for the year ending 31st December 1943: — 


X— Rs. 

Paid Rent to 30th September 1943 .. .. .. 1,125 

Paid Water Rate to 31st March 1944 .. .. .. 150 

Paid Insurance to 31st December 1943 .. .. 205 

Paid into Bank as Capital, 1st January 1943 .. .. 1,000 

Y— 

Paid into Bank as Capital, 1st January 1943 .. .. *500 

Paid for Materials .. .. .. .. 5,000 

Paid for Wages .. .. .. .. 10,000 

The following sums were drawn on Joint Banking Account during the year: — 

Sundry Expenses .. .. .. .. 981 

Petrol, Oil, etc. .. .. .. .. 450 

On 31st December 1943, the following sums were outstanding for: — 

Materials .. .. .. .. .. 290 

Wages .. .. .. .. 190 


X supplied machinery valued at Rs. 1,000, and Y supplied a Motor lorry valued 
at Rs. 5,000. It was agreed that these should be treated as part of the capital intro¬ 
duced by X and Y respectively, and that the machinery and lorry should be taken back 
by each at the expiration of the period of five years at the values of Rs. 100 and 
Rs. 500 respectively. Allow 5 per cent interest on Capital. 

At 31st December 1943, it was found that the total output of 8,000 tons had 
been taken over by X and Y in the proportions of l|7th and 6|7ths respectively. 

Prepare (1) “Joint Venture with Y” Account in X’s books, (2) “Joint Venture 
with X” Account in Y’s books ; (3) “Joint Venture Revenue” Account; and (4) Balance 
Sheet as at 31st December 1943. 


Solution $ 

X’S BOOKS 

(1) JOINT VENTURE ACCOUNT WITH Y 


1 

Rs. 

a. 

p- 


Rs. 

a. p. 

To Cash—Minimum Rent 

1,125 

0 

0 

By Prepaid Expenses Account 



Water Rate 

150 

0 

0 

—Water Rate 

30 

0 0 

Insurance 

205 

0 

0 

„ Purchases Account 

2,884 

6 10 

„ Y—Materials 

5,000 

0 

0 

„ Y’s Account 

. 17,306 

9 2 

Wages 

10,000 

0 

0 

(Total output of 8,000 tons 


„ Joint Banking Account 




costing Rs. 20,191 divided 



Sundry Expenses 

981 

0 

0 

between self and Y in the 



Petrol, Oil, etc. 

450 

0 

0 

ratio of 1:6) 



„ Outstanding Creditors 






Account :— 







Minimum Rent 

i 375 

0 

0 




Materials 

290 

0 

0 




Wages 

190 

0 

0 




„ Depreciation:— 

180 






Machinery 

0 

0 




Motor Lorry 

900 

0 

0 




„ Interest on Capital 

100 

0 

0 


| 


„ Y—Interest on Capital 

! 275 

0 

0 




Rs. 

20,221 

0 

0 

Rs. 

20,221 

0 0 

_ _ _ _ . 


_ __ _ _ _ .. 


— 
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rs BOOKS 

(2) JOINT VENTURE ACCOUNT WITH X 



Rs. 

a. 

p. 

By Prepaid Expenses Account 

Rs. 

a. 

P- 

To X—Minimum Rent 

1,125 

0 

0 




Water Rate 

150 

0 

0 

—Water Rate 

30 

0 

0 

Insurance 

205 

0 

0 

„ Purchases Account 

17,306 

9 

2 

„ Cash—Materials 

5,000 

0 

0 

„ X's Account 

2,884 

6 

10 

Wages 

10,000 

0 

0 

(Total output of 8,000 



„ Joint Banking Account:— 




tons costing Rs. 20,191 




Sundry Expenses 

981 

0 

0 

shared by self and X in 




Petrol, Oil, etc. 

„ Outstanding Creditors Account:— 

450 

0 

0 

the ratio of 6:1) 




Minimum Rent 

375 

0 

0 





Materials 

i 290 

0 

0 

] 




Wages 

„ Depreciation:— 

; 190 

0 

0 

1 




Machinery 

180 

0 

0 

1 

1 




Motor Lorry 

900 

0 

0 

I 




„ X—Interest on Capital 

100 

0 

0 





„ Interest on Capital 

275 

0 

0 





Rs. 

20,221 

0 

0 

Rs.; 

S 20.221 

0 

0 


(3) JOINT VENTURE REVENUE ACCOUNT 

For the year ended 31st December 1943 


To Materials 
„ Wages 
„ Minimum Rent 
„ Water Rate 
„ Insurance 
„ Sundry Expenses 
„ Petrol, Oil, etc. 

„ Depreciation:— 
Machinery 
Motor Lorry 

„ Interest on Capital:— 
X 
Y 



Rs. 

a. 

p. 


5,290 

0 

0 


10,190 

0 

0 


1.5U0 

0 

0 


120 

0 

0 


205 

0 

0 


981 

0 

0 

... 

450 

0 

0 

Rs. 




180 




900 





1,080 

0 

0 





100 




275 

3 
i 01 

0 

0 

Rs. 

! 20.191 

0 

0 


1_ 




By Xs Account—l/7th of 
the total output cost . 
„ Y's Account—6/7ths of 
the total output cost . 


Rs. a. p. 
| 2,884 6 10 

17,306 9 2 


j 20,191 0 0 


(4) BALANCE SHEET OF X AND Y 

As at 31st December 1943 


Outstanding Creditors:— 

For Expenses 
Suspense Account (for 
Short working)* 

X's Capital ... 2,000 

Y's „ ... 5,500, 


Carried over Rs. 


Rs. a. p. 

Cash at Bank 
855 0 0 Motor Lorry 

Less Depreciation 

500 0 0 

Machinery 
Less Depreciation 

7,500 0 0 
8,855 0 0 


Rs. Rs. a. p. 
69 0 0 

... 5,000 

900 

- 4,100 0 0 

... 1,000 

180 

- 820 0 0 

Carried over Rs. 4,989 0 0 
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BALANCE SHEET— Contd. 


Brought over * 


Rs. a. p. 
8855 0 0 


Rs. 8,855 0 0 


Brought over 
Shortworking Account* 

Prepaid Expenses Account—Water Rate 
X's Current Account:— 

Value of Output taken Rs. a. p. 

by him ... ... 2,884 6 10 

Less Interest on Capital 100 0 0 


Less Amounts spent 
on account of Joint 
Venture 


2,784 6 101 
1,480 0 


Rs. a. p. 
4,989 0 0 
500 0 0 
30 0 0 


Y's Current Account: — 

Value of Output 
taken by him ...17,306 9 2,, 
Less Interest on Capital 275 0 0 


Less Amounts spent 
on account of Joint 
Venture 


17,031 9 2 


15,000 0 0 


Rs. 


1,304 6 10 


2,031 9 2 


8,855 0 0 


* Note. —An alternative method would be to credit the Joint Venture Accounts 
and Joint Venture Revenue Account, and thereby reduce the cost chargeable to X 
and Y. It is preferred, however, to credit Suspense Account, as the Shortworkings 
may not be recouped. 


Problem 78 

A and B enter into Partnership as from 1st January 1943, for the purpose of 
dealing in property. They agree to divide profits thus—6 per cent per annum interest 
on Capital, and the balance to A, three-fifths, and to B, two-fifths. 

Their property transactions are as follows: — 

(a) Purchase of Office Buildings for Rs. 1,60,000 on 1st January 1943. A pays 

the deposit of Rs. 16,000 and on completion of purchase (on 28th February 
1943) brings in Rs. 80,000 cash, of which he borrows Rs. 30,000 from his 
bankers. B brings in Rs. 20,000 cash, and A and B borrow jointly from their 
bankers Rs. 44,000. The property is sold on 30th June 1943 for Rs. 1,83,000. 
Upon completion of sale on that date, A withdraws Rs. 33,000 and repays 
his bankers. While held by A and B, the property has yielded a surplus 
of rents over outgoings of Rs. 8,600. 

(b) Purchase of partly completed building for Rs. 70,000 on 30th June 1943. The 

purchase price is found by A, as to Rs. 40,000 and by B, us to Rs. 36,000. 
A and B arrange for completion of the building at a contract cost of 
Rs. 84,000. At 30th November 1943, they have paid Rs. 65,000 und&r this 
contract. On 30th November 1943, A and B sell the building as it stands, 
the purchasers taking over all liabilities under the building contract. The 
sale price is Rs. 1,53,006, of which 10 per cent is paid on 30th November 
1943, and thfe balance in 1944. 

Bank charges for the year are Rs. 190. 

Prepare Accounts in respect of the partnership transactions of A and B for the 
year ending 31st December 1943. 
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Solution 


(A) JOINT VENTURE ACCOUNT 


1943 


Rs. 

1943 

. . 

Rs. 

Jan. 1 

To Vendor’s Account 


June 30 

By Cash —Sale 

1,83,000 


— Purchase 

1,60,000 


„ Cash — Net Income 


Dec. 31 

„ P. & L. Account 

31,600 


from Property 

| 8,600 


Rs. 

1,91,600 


Rs. 

1,91,600 





1 i 

I 


VENDOR OF OFFICE BUILDINGS 


1943 j 

Rs. 

1943 

Rs. 

Jan. 1 | To Cash — Deposit 

16,000 

June 1 By (A) Joint Venture 

Feb. 28 1 „ „ 

1,44,000 

Account 

1,60,000 

j Rs. . 

i 

1 

1,60,000 

Rs. 

1,60,000 


(B) JOINT VENTURE ACCOUNT 


1943 


Rs. 

1943 


June 30 

To Cash — Purchase 

70,000 

Nov. 30 

By Purchaser’s Account i 


„ Contractor's Account 



-Sale... ..." 


for completion of 



„ Contractor’s Account 


Buildings 

84,000 


— Balance written 

Dec. 31 

„ Profit and Loss 



back, on purchaser j| 


Account 

18,000 


taking over Lia* j 





bilities ... ...! 


Rs. 

1,72,000 


Rs. ! 


_ _. _____ 

CONTRACTS 

I' - 

R’S ACCOUNT 

1943 

’ 

Rs. 

1943 


Nov. 30 

To Cash 

65,000 

June 30 

By (B) Joint Venture 


„ (B) Joint Venture 



Account 


Account — L i a b i- 1 





lity transferred to 





the purchaser 

19,000 




Rs. 

84,000 


Rs. 

f 


Rs. 


19,000 

1,72,000 

Rs. 

84,000 


84,000 


PURCHASER OF PROPERTY (B) 


1943 



Rs. 

1940 : 


Rs. 

Nov. 30 

! To (B) Joint 
Account 

yenture 

1,53,000 

Nov. 30 
Dec. 31 

By Cash 
„ Balance c/d. 

15,300 

1,37,700 

' 


Rs. j 

1,53,000 

1 

Rs. 

1,53,000 

1944 
Jan. 1 

To Balance b/d. 

! “ 

i 

1,37,700 



j__ 
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CASH ACCOUNT 


1943 

Jan. 1 
Feb. 28 


June 30 


Nov. 30 


1944 
Jan. 1 


PROFIT AND LOSS ACCOUNT 


For the year ended 31st December 1943 


—-- - 




rrr 



Rs. 


Rs. 

To Bank Charges 

.. 

190 

By (A) Joint Venture Account ... 1; 

31,600 

„ Interest on Capital 

Rs. 


, (B). ...:! 

18,000 

A 

5,110 




B 

1,900 

7,010 

;■ 

: 

„ Net Profit transferred to 





Capital Accounts 

A 

25,440 


1 


B 

16,960 

42,400 

l 



Rs. 

49,600 

Rs. 

! 

1 49,600 







A’S CAPITAL ACCOUNT 


Rs. 1943 II Rs. 

To A's Capital Account ... 16,000 Jan. 1 By Vendor of Office i 

„ „ „ ... 80,000 Buildings i 16,000 

„ B's „ „ ... 20,000 Feb. 28 „ „ „ „ ... ! | 1,44,000 

„ Bank Loan Account ... 44,000 June 30 „ A's Capital Account ... 35,000 

„ (A) Joint Venture „ Bank Loan Account ... 44,000 

Account — Sale of „ Bank Charges ... 190 

Buildings ... 1,83,000 „ (B) Joint Venture 

„ Do.— Net Income Account 70,000 

from Buildings ... 8,600 Nov. 30 „ Contractor’s Account... 65,000 

„ A’s Capital ...I 40,000 Dec. 31 „ Balance c/d. .. 62,710 

„ B’s „ ... 30,000 

„ Purchaser of Pro¬ 
perty <B) ... j 15,300 

Rs. | 4,36,900 j Rs. 4,36,900 

To Balance b/d. ... j 62,710 


1943 


Rs. 

June 30 To Cash 

... 

35.000 

Dec. 31 „ Balance c/d. 


1,31,550 


Rs. 

1,66,550 

t 


i . 

1943 ! Rs. 

Jan. 1| By Cash ... 16,000 

Feb. 28 | „ „ 80,000 

June 30 „ „ ... 40,000 

Dec. 31 „ Interest on Cap tal ...|i 5,110 

„ P. & L. Account ...; 25,440 

Rs.il 1,66,550 

1944 ' if 

Jan. 1 By Balance b/d. ...|j 1,31,550 
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B’S CAPITAL ACCOUNT 


To Balance c/d. 


Rs. 

68,860 

1943 

Feb. 28 By Cash 

June 30 j „ „ 

Dec . 31 „ Interest on Capital 

„ P. & L. Account 

- 

.A 

Rs. 

20,000 

30.000 

1.900 

16.960 


Rs. 

68,860 


Rs. 

| 68,860 




1944 

Jan. 1 ! By Balance b/d. 

__ ± 

__i 

68,860 


Liabilities 

A's Capital Account 
B's 


» >> 


BALANCE SHEET OF A AND B 
As at 31st December 1943 



Rs. 

Assets 

Rs 


1,31,550 

Cash 

62,710 

i 

68,860 

Purchaser of Property (B) 

1,37,700 

Rs. I 

2,00,410 

Rs. | 

j 2,00,410 

_J 

i 

1 



Problem 79 


The following are the cash transactions on Joint Account of Dayabhoy and Ghela- 
bhoy for the year ended 31st December 1943 : — 


To Balance in hand, 1st Jan. 1943 .. 
„ Rent Received : — 

Rs. 

5,000 

By Ground Rent : — 

To 31st Dec. 1942 

Rs. 

750 

Arrears to 31st Dec. 1943 

On account of current year .. 

7,500 

28,500 

„ 30th Sept. 1943 
„ Sundry Expenses: — 

2,250 

„ Sundry Dividends received 
„ Proceeds of Sale of Rs. 10,000 

11,750 

Due to 31st Dec. 1942 

On account of current year .. 

700 

2,550 

3|% Government Loan 

7,850 

, Dayabhoy—cash paid to him 

22,500 

„ Expenses received from tenants : - 

— 

,, Ghelabhoy— cash paid to him .. 

20,000 

Due to 31st Dec. 1942 

On account of current year 

750 

2,050 

„ Balance in hand, 31st Dec. 1943 .. 

14,650 

Rs. 

63,400 

Rs. 

63,400 


The properties are perpetual leaseholds, and stood in the books on 31st December 
1942 and on 31st December 1943 at their cost price, Hs. 3,50,000. The 3| per cent 
Government Loan stood in the books on 31st December 1942 at Rs. 9,500. 

The investments on hand at 31st December 1943 were valued at Rs. 2,20,000 as 
against their book value on 31st December 1942 of Rs. 2,35,009. 

There was due by tenants on 31st December 1943 Rent Rs. 6,250, and on account 
of Expenses (recoverable) Rs. 600, whilst there was Ground Rent payable Rs. 750, 
and outstanding Expenses Rs. 800. 

Disregard questions of Income-tax and Interest; and, assuming equal Capital 
and share of Profits on 31st December 1942, prepare: — 

(a) Balance Sheet as on 31st December 1942 ; (b) Profit and Loss Account for 
the year ended 31st December 1943, and (c) Balance Sheet as on 31st December 1943. 
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Solution 


Messrs. Dayabhoy and Ghelabhoy 
BALANCE SHEET 


As at 31st December 1942 


Liabilities 

." ! 

Rs. 

Assets 

"1 

Rs. 

Sundry Creditors:— 

Rs. ' 


Cash 


5.000 

For Ground Rent 

.. 750 1| 


3£% Government Loan 


9,500 

„ Expenses 

.. 700 ;| 


Investments 


2,35,000 


-ii 

1,450 

Sundry Debtors:— 

Rs. : 


Capital Accounts :— 

•| 


For Rent 

7,500 


Dayabhoy 

3,03,150 ; 


,, Expenses 

750: 


Ghelabhoy 

3,03,150 1 


- 


8,250 


! 

6,06,300 

Properties 


3,50,000 


Rs. 1 

6,07,750 


Rs. 

6,07,750 

------- 

;i I 

PROFIT AND L 

OSS ACCOUNT 

J 

=■ 

For the year ended 31st December 1943 




Rs. 

Rs. 


1 

Rs. 

To Ground Rent 


3,000 

By Rents 


34,750 

„ Expenses 

3,350 


„ Sundry Dividends 


, 11,750 

Less Recovered from 





1 

Tenants 

2,650 







700 




„ Loss on Sale of 3J% 

1, 





Government Loan 

r 

1,650 




„ Depreciation of Investments 

15,000 




„ Net Profit:— 






Dayabhoy 

13,075 





Ghelabhoy 

13,075 







26,150 





Rs. 

46,500 


Rs. 

46,500 

. - . - - 

i 

i 

BALANCE SHEET 




As at 31st December 1943 



Liabilities 

1 

Rs. 

Assets 

| 

Rs. 

Sundry Creditors:— 

Rs. 


Cash in Hand 


14,650 

For Ground Rent 

750 

1 

Investments at Market Price 


1 2 ,20,000 

,, Expenses 

800 


Sundry Debtors:— 

Rs. 


- 


1,550 

For Rent 

6,250 


Dayabhoy's Capital 



„ Expenses 

600 


Balance at 1st Jan. 1943 

3,03,150 




6,850 

Add Profits 

13,075 


Properties 

... 

3,50,000 


3,16,225 





Less Drawings 

22,500 





- 

— 

2,93,725 




Ghelabhoy's Capital 





f 

Balance at 1st Jan. 1943 

3,03,150 





Add Profits 

13,075 






3,16,225 




‘ 

Less Drawings 

20,000 




f 

- 


j 2,96,225 





Rs. 

5,91,500 


Rs. 

ji 5,91,500 
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Problem 80 

A in Bangalore enters into a Joint Adventure with B in Bombay to ship cotton 
bales to C in Japan. A sends cotton to the value of Rs. 30,000, pays railway freight, 
etc., Rs. 1,500 and sundry expenses Rs. 1,575. B sends goods valued at Rs. 20,750 and 
pays freight and insurance Rs. 1,200; dock dues Rs. 200; customs charges Rs. 500, 
and other sundry expenses Rs. 500. A advances to B Rs. 6,000 on account of the 
venture. B receives Account Sales and remittance of net proceeds from C in Japan 
for the whole of the goods amounting to Rs. 80,000. Show how these transactions 
would appear in the books of A and B respectively. 


Solution 


A’S BOOKS 

JOINT VENTURE ACCOUNT 


* 

Rs. 


Rs. 

To Goods (Cotton) 

30,000 

By B’s Account (Sales) ... 

i 

80,000 

„ Cash (Railway Freight) 

1,500 


„ „ (Sundry Expenses) 

1,575 



„ B’s Account (Goods) 

20,750 



„ „ „ (Freight and 


; f 


Insurance) 

1,200 

! 


„ „ „ (Dock Dues) 

200 

1 

i 


„ „ (Customs Charges)... 

500 

| 


„ „ „ (Sundry Expenses)... 

500 



„ Net Profit 




Profit and Loss Rs. a. 
Account — Half 
share 11,887 8 

B’s Account — Half 
share 11,887 8 

• 

!' * 

1 

! 23,775 




l 


Rs. 

80,000 

Rs. 

80,000 


! 




B’S ACCOUNT 



Rs. a. p. 


Rs. a. p. 

To Cash (Advance) ... 

6,000 0 0 

By Joint Venture Account:— 


,, Joint Venture Account— 


Goods 

20,750 0 0 

Sales 

80,000 0 0 

Freight and Insurance 

1,200 0 0 



Dock Dues 

200 0 0 



Customs Charges 

500 0 0 



Sundry Expenses 

500 0 0 


1 

Half Profit ... 

11,887 8 0 



„ Balance c/d. ... 

50,962 8 0 

Rs. 

86,000 0 0 

Rs. 

86,000 0 0 

„ Balance b/d. 

j 50,962 8 0 
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B’S BOOKS 

JOINT VENTURE ACCOUNT 



Rs. 


Rs. 

To A's Account (Goods) 

30,000 

By Cash (Sales) 

80,000 

h ,* » (Railway Freight) 

1,500 



„ *» „ (Sundry Expenses) ... 

1,575 



„ Goods 

20,750 



„ Cash (Freight and Insurance) 

1,200 



„ (Dock Dues) 

200 



„ „ (Customs Charges)... 

| 500 

■ 


„ „ (Sundry Expenses)... 

500 

j 


„ Net Profit 

, * 

I 

j 


Profit and Loss Ac- Rs. a. 



i 

count—Half share 11,887 8 




A’s Account — Half 




share ... 11,887 8 

! 




j 23,775 



Rs. 

: 80,000 

1 

Rs. 

1 

|i 80,000 

jl 


A’S ACCOUNT 


1 

To Balance c/d. ... ...; 

| 

Rs. a. p. 

| 50,962 8 0 

Rs. a. p. 

By Joint Venture Account 

Goods ... ... 30,000 o 0 

Railway Freight ... 1,500 0 0 

Sundry Expenses ... 1,575 0 0 

,, Cash (Advance) ... 6,000 0 0 

„ Joint Venture Account 

-Half Profit .. 11,887 8 0 

Rs. 

50,962 8 0 

Rs. 50,962 8 0 



By Balance b/d. ... ... 50,962 8 0 


ACCOUNT CURRENT 

Problem 81 


From the following particulars make up an Account Current to be rendered by 
B. Bamji to J. Jones as at 30th June 1943. Interest at 5 per cent per annum to be 
calculated on each item separately:_ 


1943 


Rs. 

1943 

Rs. 

Jan. 

1 Balance owing by Jones to 


Apr. 10 Cash received from Jones 

.. 200 


Bamji 

. 340 

„ 20 Goods sold to Jones 

.. 350 

» 

5 Cash received from Jones 

. 200 

May 1 Goods sold to Jones 

.. 240 


20 'Bought Goods from Jones 

. 150 

„ 10 Cash received from Jones 

. T 75 

Feb. 

5 Cash received from Jones 

. 20 

„ 31 Goods sold to Jones 

.. 156 

» 

25 Goods sold to Jones 

. 108 

June 10 Cash received from Jones 

.. 125 

Mar. 

3 Cash paid to Jones 

. 100 

„ 20 Goods sold to Jones 

.. 40 

»» 

31 Goods sold to Jones 

.. 420 















Solution J. JONES IN ACCOUNT CURRENT WITH B. BAMJI 

(Interest calculated on each item separately) 
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Problem 82 

What is an Account Current, and in what way does it differ from an Account 
Sales? The following is a copy of the account of the Red River Trading Company, 
New Orleans, in the Ledger of. John Blank & Co., London, so far as it relates to their 
actual dealings for the three months ended 31st March 1944. Draw up the Account 
Current in proper form, as rendered by John Blank & Co. on that date. Show interest 
at 5 per cent per annum, calculated monthly. 


Red River Trading Company 


1944 £ s. d. 

Jan. 1 To Balance b|d. .. 549 10 0 

„ Cash—Sight draft .. 150 0 0 

„ 31 „ „ „ .. 290 0 0 

„ Acceptance—3 months 500 0 0 

Feb. 29 „ Goods .. 445 15 0 

Mar. 31 „ .. 110 5 0 


Solution 




1944 £ s. d. 

Jan. 31 By Account Sales— 

cotton 1,439 6 8 
..118 3 4 

Feb. 29 Cash—Sight draft .. 450 0 0 


(Chartered Accountants.) 


. An Account Current is a running account of mutual transactions 
between two parties during a given period. In fact, it is a copy of the Ledger 
Account rendered by one party to the other with interest at an agreed 
rate calculated against each item in the account. 

An Account Sales is an account rendered by a Consignee to the 
Consignor, showing the gross proceeds realized on Sales as also the net 
proceeds after deducting the expenses incurred s by the Consignee and his 
commission. 

(For further Solution, see Page 114.) 


Problem 83 

R. Craven opens a Bank Account on January 1st, 1943, with the Rosedale Banking 
Company and deposits on that date £1,009. He pays in as follows : January 20th, £500 ; 
March 20th, £600 ; May 20th, £700 ; and he draws out on February 20th, £1,200, on 
April 20th, £1,000, and on June 20th, £500. Calculate the Bank Interest, counting 
5 per cent on customers’ debit balances and 2 per cent on credit balances, and close 
the account on 30th June. 

(Incorporated Accountants.) 
(For Solution, see Page 114.) 

Problem 84 

Work out Problem No. 83 on the Product System. 

(For Solution, see Page 115.) 

AVERAGE DUE DATE 

Problem 85 

A merchant has purchased goods on different dates and has accepted the following 
Bills:—June 25th Rs. 2,500, due August 18th ; July 10th Rs. 700, due September 13th ; July 
20th Rs. 800, due October 23rd; August 4th Rs. 1,000, due November 7th. 

He wishes to accept a bill for the full amount payable on the average due date, 
which you are required to determine. 

(For Solution, see Page 116.) 




Solution (Problem 82) RED RIVER TRADING COMPANY 

Dh. (In Account with John Blank & Co., London) 
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R. CRAVEN IN ACCOUNT WITH THE ROSED ALE BANKING CO. 
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Problem 87 


A purchases goods from B as follows: — 

July 1 £465. 

August 15 £325. - 

September 8 £260. 

The payment in each case was to be made by a bill payable two months from 
the date of invoice, but A arranged for payment to be made by one bill, payable two 
months after the average date. What is the average date ? 

Solution 


The starting point is July 1. 


Date 

Ji Amount 

July 

1 

465 

Aug. 

15 

'[ 325 

Sept. 

8 

| 260 



! Rs.‘ 1,050 


No. of Days from 
July 1 


Products 


0 

45 

69 


14,625 

17,940 


32,565 


32,565 

-=31. Therefore the average due date is July 1-f-31 — August 1. 

1,050 A two months’ date bill for the total amount of £1,050 

will thus be drawn and dated August 1st. 


PARTNERSHIP ACCOUNTS 
CAPITAL and drawing accounts 
Problem 88 

X, Y and Z are in partnership, and on January 1st, 1943, their respective capitals 
were £4,000, £2,780 and £1,590. Y is entitled to a sajarv of £250 and Z to one of 
£200 per annum, payable before division of profits. Interest is allowed on capital at 
5 per cent per annum and is not charged on drawings. Of the net divisible profits 
X is entitled to 40 per cent of the first £1,000, Y to 35 per cent and Z to 25 per cent; 
over that amount profits are shared equally. The profit for the year ended December 
31st, 1943, after debiting partners’ salaries, but before charging interest on capital, was 
£2,317 and the partners had drawn £800 each on account of salaries, interest and 
profits. Prepare the closing entries of the Profit & Loss Account and the Partners’ 
Accounts for the year. (Chartered Accountants.) 

Solution 

X’S CAPITAL ACCOUNT 


1943 


£ 

s. 

d 

1943 


£ 

s. 

d. 

Dec. 31 

To Drawings Account j 

• 800 

0 

0 

Jan. 1 

By Balance 

4,000 

0 

0 

»» 

„ Balance c/d. 

4,099 

10 

0 

Dec. 31 

„ Interest 

; 200 

0 

0 


1 




»» 

„ Profit and Loss 





I 





Account 

699 

10 

0 


£ 

4,899 

10 

0 


' # 

4,899 

10 

0 




. 1944 J 
Jan. 1 

By Balance b/d. 

j 

, 4,099 

10 

0 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Y’s CAPITAL ACCOUNT 


1943 


£ 

s. 

d. 

1943 


£ 

s. 

d. 

Dec. 31 

To Drawings Account 

800 

0 

0 

. Jan. 1 

By Balance 

2,780 

0 

0 


„ Balance c/d. 

3,018 

10 

0 

Dec. 31 | 

„ Salary 

250 

0 

0 







„ Interest 
„ Profit aryl Loss 

139 * 

0 

0 







Account ... | 

649 

10 

0 


£ 

3,818 

10 

0 


£ 

3,818 

10 

0 






1944 






li 



Jan. 1 

By Balance b/d. 

3,018 

10 

0 



Z’s CAPITAL ACCOUNT 




1943 


£ 

s. 

d. 

1943 


£ 

s. 

d. 

Dec. 31 

To Drawings Account 

800 

0 

0 

Jan. 1 

By Balance ..*. 

1,590 

0 

0 

9f 

„ Balance c/d. 

1,619 

0 

0 

Dec. 31 

„ fcalary 
„ Interest 

200 

0 

0 






9 

79 

10 

0 







,, Profit and Loss 










. Account 

549 

10 

0 


£ 

2,419 

0 

0 


£ 

i 2,419 

0 

0 



i 

1 

1944 
Jan. 1 

By Balance b/d. 

1,619 

0 

0 


PROFIT & LOSS ACCOUNT 


^Ot 


1943 


£ 

s. 

d. 

1943 



£ 

s. 

d. 

Dec. 31 

To Interest on 




Dec. 31 

By Balance 


2,317 

0 

0 


Capital:— 

X 

200 

0 

0 








Y 

139 

0 

0 








Z 

| 79 

10 

0 








„ Net Profit trans- 











ferred to Capita 
Accounts:— 











X (400+ 











299-10) 

699 

10 

0 








Y (350+ 

299-10) 

Z (250+ 

649 

10 

o 1 








299-10) 

j 549 

10 

0 



I 





£ 

2,317 

0 

0 



£ 

2,317 

--- 

0 

0 

-4_ 


i * 




1 


oblem 89 sf 


On 31st December 1943, three partners had the following amounts at the credit 
of their Capital Accounts:—A £5,000, B £3,000 & C £2,000. On 1st January 1943 they 
had to the credit of their Drawings Accounts, A £750, B £500 and C £400. Profits are 
divided in the same proportion as the Capital—up to £2,000. Above that amount, A 
gets 25%, B 35% and C 40%. A, B and C drew during the year 1943, £500, £400 and 
£300 respectively. The Profits for 1943 amounted to £3,000, before charging interest on 
Capital (to which all are entitled) at 4%. 

Give the Drawings Account of each partner on 31st December 1943; interest on 
drawings to be ignored: (Chartered Accountants.) 
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Solution 

A’s DRAWINGS ACCOUNT 


1943 j 
Dec. 31 i 

M 1 

To Bank ... 

„ Balance c/d. 


£ 

500 

1,600 

1943 

Jan. 1 1 
Dec. 31 

By Balance 
„ Interest on 
Capital ...| 

,, Profit and Loss | 
. Account 

£ 

750 

200 

1,150 



£ 

2,100 

1944 
Jan. 1 

1 

£ 

2,100 





By Balance b/d. 

1,600 


- 

B’s DRAWINGS ACCOUNT 


1943 
Dec. 31 

To Bank 
„ Balance c/d. 


11 

£ 

|| 400 

i 1,030 

1 

1943 
Jan. 1 
Dec. 31 

»> 

By Balance ... 

,, Interest on Capital ... 
„ Profit and Loss 
Account 

£ 

500 

120 

; 810 

! 

1 

£ 

1,430 


£ 

1,430 


l 



1944 
Jan. 1 

By Balance b/d. 

i 

1,030 


C’s DRAWINGS ACCOUNT 


1943 j 

1 

i £ 

1943 

! 

£ 

Dec. 31 1 To Bank 

300 

Jan. 1 

By Balance ... 

400 

„ j „ Balance c/d. 

820 

Dec. 31 

1 „ Interest on Capital ... 

80 

i 


” 

; „ Profit and Loss 
Account 

640 


£ ; 1,120 

1944 

£ 

l i 

i 

| 1.120 


_1 

Jan. 1 

j By Balance b/d. ...! 

820 

L_ 


Notes.— (1) It is assumed, in this case, that the Capitals are fixed quantities and hence 
the Drawings Accounts are not closed by transfer to Capital Accounts. 

(2) The profit figures credited to the above Drawings Accounts are ascertained 
as follows : — 


£ 

Profits for 1943, as given .. .. .. 3,000 

Less Interest on Capital (A £200-4-B £120-4-C £80) .. 400 


Divisible amongst the partners 


£ 2,600 


Total 


A 


B 


C 


£2,000 

600 


£1,000 (5/10ths) 
150 (25%) 


£2,600 


£ 1,150 


£600 (3/10ths) 
210 (35%) 


£400 (2/10ths) 
240 (40%) 


£810 


£640 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 
/ % 

Problem 90 ' 

• -V ■ r . %T 3f-o-cyar jvna.' aw 

P and Q were equal partners, but owing to the special ability of P it was agreed 
that Q should, out of his share, pay P a salary of Rs. 5,000 per annum. The accounts at 
31st December 1941 showed the following results: — 

Rs. 

Capital P 25,6fe0 

„ Q 27,860 

Net Profit before charging Interest on Capital .. 15,670 " 

Drawings P .. .. .. .. 5,000 

„ Q .7,000 

Paid by Q to P, in cash on account of Salary .. 2,000 

For the ensuing two years, upon similar lines, the figures are as follows: — 

31st December 1942. 31st December 1943. 



Rs. 

Rs. 

Net Profit 

18,260 

26,100 

Drawings P 

5,500 

4,800 

„ Q 

6,000 

5,750 

Paid by Q to P .. 

2,800 

1,200 


After charging 5% Interest on Capital (disregarding Interest on Drawings or 
Salary), write up the Capital Account of each partner at the end of each of the above 
periods. 

Solution 


Fs CAPITAL ACCOUNT 




Rs. a. p. 


" t 

Rs. a. p. 

1941 



1941 ; 



Dec. 31 

To Drawings 

5,000 0 0 

Jan. 1 

By Balance 

25,620 0 0v 


„ Cash (Part salary) 

2,0C0 0 0 

Dec. 31 i 

„ Interest on 


»* 

„ Balance c/d. 

31,399 0 0 


Capital * ... 

1,281 0 0 * 




»» 

„ Profit 

6,498 0 0 > 





„ Salary (transfer 






fromQ) 

5,000 0 0 


Rs. 

38,399 0 0 


Rs. 

-y— -- 

38,399 0 0 

1942 


v 



■*- - 

Dec. 31 

To Drawings 

5,500 0 0 

7 1942 



»» 

„ (Cash Part salary) 

2,800 0 0 

Jan. 1 

By Balance b/d. ...j 

31,399 0 0 

J, 

,, Balance c/d. 

37,370 3 3 

Dec. 31 

„ Interest on 






Capital 

1,569 15 3 




„ 

„ Profit 

7,701 4 0 





„ Salary (transfer 



I 



from Q) 

5,000 0 0 


Rs. 

i 

45,670 3 3 


Rs. 

45,670 3 3 

1943 



1943 ! 



Dec. 31 

To Drawings 

4,800 0 O' 

Jan. 1 1 

By Balance b/d. 

37,370 3 3 

• 

99 

„ Cash (Part salary) 

1,200 0 0 

' Dec. 31 

„ Interest on 



j „ Balance* c/d. 

49,690 15 4 


Capital 

1,868 8 2 




»» 1 

„ Profit 

11,452 3 11 




„ 

„ Salary (transfer 



! 


i 

from Q) 

5.000 0 0 


Rs. 

55,690 15 4 


Rs. 

55,690 15 4 




1944 






Jan. 1 

By Balance b/d. 

49,690 15 4 

- _ 

~~ ( r- ....- 




.. 
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Q’s CAPITAL ACCOUNT 


1941 


Rs. a. p. 

.1941 

Dec. 31 

To Drawings 

7,000 0 0 

Jan. 1 

M 

„ P's Salary 

5,000 0 0 

Dec. 31 

•» 

„ Balance c/d. 

25,751 0 0 

,, 


Rs. 

37,751 0 0 

n 

1942 



1942 

Dec. 31 

To Drawings 

6,000 0 0 

Jan. 1 

»» 

„ P's Salary 

5,000 0 0 

Dec. 31 

»»* 

„ Balance c/d. 

26,539 12 9 

„ 


* Rs. 

37,539 12 9 


1943 



1943 i 

Dec. 31 

To Drawings ...! 

5,750 0 0 

Jan. 1 

ii 

„ P's Salary ...i 

5,000 0 0 

Dec. 31 

»» 

Balance c/d. 

| j 

29,769 0 8 

»» 


1 

Rs. 

40,519 0 8 

»» 


| 


1944 


I 


Jan. 1 

_ _ . - 


_ __ __ _ 

_ _ 




Rs. 

a. 

P- 

By Balance 

... 

27,860 

0 

0 

„ Interest 

o n 




Capital 


1,393 

0 

0 

„ Profit 


6,498 

0 

0 

ft Cash 

'* ! 

2,000 

0 

0 


Rs. 

37,751 

0 

0 

A 

By Balance b/d. 


25,751 

0 

0 

„ Interest 

o n 




Capital 

... 

1,287 

8 

9 

„ Profit 

... 

7,701 

4 

0 

Cash 


2,800 

0 

0 


Rs. , 

37.539 

12 

9 

By Balance b/d. 


l 26,539 

12 

9 

,, Interest 

on 

1 



Capital 

.. . 

1,327 

0 

0 

„ Profit 

... 

1! 11,452 

3 

11 

„ Cash 

... 

j; i, 2 oo 

0 

0 


Rs. 

40,519 

0 

8 

By Balance b/d. 

... 

j 29,769 

0 

8 


.problem 91 

After including the profits for the year ended 31st December, and dealing with 
drawings the Capital Accounts of A, B and C stood -at Rs. 40,000, Rs. 30,000 and 
Rs. 20,000 respectively. 

Subsequently they ascertained that interest on Capital at 5 per cent and interest 
on drawings had been omitted, the latter sums being A, Rs. 250 ; B, Rs. 180 ; and C, Rs. 100. 
The profits for the year in arriving at the above figures of Capital amounted to 
Rs. 60,000 and their drawings had been : A, Rs. 10,000 ; B, Rs. 7,500 ; and C, Rs. 4,500. 
They shared profits and losses as to A, one-half; B, one-third; and C, one-sixth. 
Give the necessary entries rectifying the above omissions. 

Solution 


PARTNERS’ CAPITALS 


* 

A 

B 

c 

Total 

♦ 

Rs. ' 

Rs. 

Rs. 

Rs. 

Closing Balances 

40,000 

30,000 

20,000 

.90,000 

Deduct Profits credited 

... ... 30,000 

20,000 

10,000 

60,000 


10.000 

10,000 

10,000 

30,000 

Add Drawings 

10,000 

7,500 

4,500 

22,000 

Commencing Balances ... 

Rs. 29,000 

17,500 

14,500 

52,000 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


After ascertaining the Capitals at commencement as above, the Journal 
entries are made as follows : — 


JOURNAL 


|L.F.| Rs. a. p. : Rs. a. p. 


Profit and Loss Account 
To Capital Accounts 
A @ 5% on Rs. 20,000 
B „ „ „ „ 17,500 
C „ „ „ „ 14,500 
(Being interest on Capitals not credited). 


... Dr. | 2,600 0 0 

I 1,000 0 0 

875 0 0 

♦ , , | 725 0 0 


Capital Accounts 

A ... ... ... ... Dr. 

B ... ... ... ... „ 

C .. 

To Profit and Loss Account 
(Being interest on Drawings not charged). 


, Capital Accounts :— 

A (one-half) ... ... ... Dr. 

, Bone-third) ... ... ... „ 

j C (one-sixth) ... ... ... „ 

| To Profit and Loss Account 
j (Being adjustment of Profit and Loss Account 
j for the year ended 31st December). 


250 0 0 
180 0 0 
100 0 0 


1,035 0 O' 
690 0 0 
345 0 0 I 1 


530 0 0 


2,070 0 0 


PERIODICAL ACCOUNTS 


^Problem 92 


In the firm of Hard and Easy at 1st January 1943, Henry Hard had Capital £10,500 
and Thomas Easy £7,100 and'the profits are divisible rateably with capital as it stands 
at the end of each year, after deduction of drawings during the year, no interest being 
charged either upon capital or drawings. The stock at 1st January 1943, was £9,400 
and at 31st December 1943, £8,800. The firm owns the freehold premises which are 
valued at £8,000 and which are subject to a mortgage of £3,500, and £500 is invested 
in Consols at 80. The remaining balances at 31st December 1943, are as follows, and 
you are required to prepare a Profit and Loss Account and Balance Sheet after providing 
a reserve of 1% on Book Debts, depreciating Fixtures and Fittings 5%, Machinery 5% 
and writing Consols down to 78. 


£ 

Fixtures and Fittings .. .. 830 

Wages .. .. .. 8,000 

Sales. 1,36,000 

Rates and Taxes .. .. 160 

Bank Charges .. 213 

Bank Overdraft .. .. 4,500 

Interest on Consols .. .. 11 

Cash in hand .. .. 20 

Salaries .. .. .. 1,250 

Electricity .. .. ... 152 

Sundry Debtors .. .. 15,650 

Bad Debts . 120 


£ 


Machinery and Plant • .. 

2,000 

Purchases 

.. 1,16,800 

Discounts (balance) t Dr. 

1,400 

Mortgage Interest 

148 

Sundry Creditors 

... 9,900 

Mr. Hard (Drawings) .. 

3,500 

Mr. Easy „ 

2,100 

Repairs and Replacements 

280 

Travelling Expenses 

950 

Bills Receivable 

2,300 

Bills Payable 

2,162 

(Incorporated 

Accountants.) 












PARTNERSHIP ACCOUNTS 


123 


Solution 

* Hard and Easy 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 


9 

£ 

s.d. 


£ 

s. 

d. 

To Stock, 1st Jan. 1943 

9,400 

0 0 

By Sales 

1,36,000 

0 

0 

„ Purchases 

1,16,800 

0 0 

„ Stock, 31st Dec. 1943 

8,800 

0 

0 

„ Wages 

„ Cross Profit c/d. 

8,000 

0 0 



- 

10,600 

0 0 





£ 

1,44,800 

0 0 

£ 

1,44,800^ 

_0 

0 

To Discounts 

1,400 

0 0 

By Gross Profit b/d. 

10,600 

0 

0 

„ Salaries 

1,250 

0 0 

„ Interest on Consols 

11 

0 

0 

„ Travelling Expenses 

950 

0 0 





,, Repairs & Replacements 

280 

0 0 





„ Mortgage Interest 

148 

0 0 





„ Bank Charges 

213 

0 0 





„ Rates & Taxes 

I 160 

0 0 


1 



„ Electricity 

152 

0 0 





„ Bad Debts 

1 120 

0 0 





„ Reserve for Doubtful Debts ... 

! 156 10 0 





„ Depreciation:— £ s. d. 







On Machinery and 

Plant & 5% ... 100 0 0 
On Fixtures & 

i 






Fittings ® 5% 41 10 0 

On Consols—2% 







written off ... 10 0 0 

151 

10 0 










„ Net Profit transfer¬ 







red to Partners' 

Capital Accounts;— £ s. d . 
Hard—7/12ths ... 3,284 3 4 
Easy—5/12ths ...2,345 16 8 

5,630 

0 0 










£ 

1 10,611 

0 0 

£ 

10,611 

0 

0 

. - . 

ii 

__._ _ 





BALANCE SHEET 


As at 31st December 1943 


Liabilities £ 

$. 

d. 

l 

i ^ 

s. d. 

Asse/s 

£ 

s. 

d. 

£ 

5. 

d. 

Sundry Creditors:— 





Cash in hand 




20 

0 

0 

Bank Overdraft ... 4,500 

0 

0 



Investments £500 







Mortgage of Free- 





Consols ® 80 

400 

0 

0 




hold Premises ... 3,500 

0 

0 



Less written down... 

10 

/ 0 

0 




Bills Payable ... 2,162 

0 

0 




-- 


—, 

390 

0 

0 

On Open A/cs.. ... 9,900 

0 

0 

i 


Bills Receivable 




2,300 

0 

0 

— 


— 

; 20,062 

0 0 

Sundry Debtors ... 

15,650 

0 

0 




Capital Accounts:— 





Less Reserve for 







H. Hard—balance 





Doubtful Debts ... 

156 

10 

o: 




1st Jan. 1943 ... 10,500 

0 

0 




_ 



15,493 

10 

0 

Add Profits ... 3,284 

f 

4 



Stock 




8,800 

0 

0 

— 


— 



Fixtures and Fittings 

830 

0 

0 




13,784 

3 

4 



Less Depreciation 







Less Drawings ... 3,500 

0 

0 

110,284 

3 4 

5% ... 

- 41 

10 

0‘ 

788 

10 

0 

T. Easy—balance 



Machinery and Plant 

2,000 

0 

0 

1st Jan. 1943 ... 7,100 

0 

0 



Less Depreciation 







Add Profits ... 2,345 16 

8 



5% ... 

100 

0 

0 

1 QAA 

A 











i,yuo 

u 

0 

9,445 16 

8 



Freehold Premises 




8,000 

0 

0 

Less Drawings ... 2,100 

0 

0 










* - 


— 

j 7,345 16 8 

• 









£ 

37,692 

0 0 




£ 

37,692 

0 

0 



_ 

ii 











TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


r Problem 93 

• « 

Messrs. Lion and Unicorn are in partnership as chemical manufacturers. Profits 
or Losses are divided equally. Under the Deed of Partnership, the following adjustments 
are necessary before division of profits: — 

5% interest is allowed on Partners’ Capitals ; 10% Depreciation is to be written 
off Plant Account and Barges Account; 5% provision is to be made for Bad and 
Doubtful Debts. . 

On December 31st, 1943, the Ledger Balances of the firm were as follows: — 


Purchases Account 

£ 

63,000 

Rent, Rates and Taxes 

£ 

873 

Barges Account 

3,250 

Sundry Creditors 

3,860 

Repairs and Replacements 

3,205 

Insurance 

265 

Freight and Marine Insurance 

312 

Bad Debts 

341 

Allowances from Creditors 

2,420 

„ „ Reserve Account 


Coal. 

4,404 

(Jan. 1st, 1943) 

385 

Gas and Water 

302 

Advertising 

982 

Machinery and Plant Account .. 

25,000 

Advertising Suspense Account .. 

5,800 

Wages 

6,221 - 

Cottage Rents Received 

117 

Land and Buildings Account 

13,840 

Cash in hand 

325 

Salaries 

858 

R. Lion, Capital Account 

59,400 

Sundry Debtors 

7,940 

Drawings Account (in¬ 


Sales 

74,441 

cluding Interest) 

4,250 

Cash at Bank 

2,185 

P. Unicorn, Capital Account 

30,000 

Stock (January 1st, 1943) 

25,220 

,, Drawings Account 



(including Interest) 2,050 
Stock was taken as on December 31st, 1943* and was agreed at £30,342. It was also 
agreed to write off half the Advertising Suspense Account and to transfer to Buildings 
Account £3,000 from Purchases Account and £250 from Wages Account representing 
cost of materials and labour spent upon new buildings erected during the year. Prepare 
Trading and Profit and Loss Account for the year ended December 31st, 1943, and a 
Balance Sheet as on that day. (London Chamber of Commerce.) 

Solution 

Messrs. Lion & Unicorn 
TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 


To Stock {ist January 1943) 


£ 

25,220 

By Sales 

i £ 

; 74,441 

„ Purchases 

... 

60,000 

„ Stock (3Lt December 1943) 

! 30,342 

„ Wages 
„ Coal 

„ Gas and Water 
„ Freight, etc. 

,, Gross Profit c/d. 

::: 

£ 

5.971' 

1 4,404 

302 
312 
8.574 

; 104,783 

£ 

i 

1 104,783 

To Salaries 


858 

By Gross Profit b/d. 

8,574 

„ Rent, etc. 


873 

,, Rent of Cottages 

117 

„ Insurance 


265 

„ Allowance from Creditors 

2,420 

„ Repairs and Replacements 


, 3,205 

„ Net Loss:— £ 


„ Bad Debts 

Add New Reserve 

Less Old Reserve 

„ Advertising Suspense' 

341 
397 | 

738 

397 

353 

2,900 

Lion's Capital Account 2,810 
Unicorn's Capital j 

Account 2,810 | 

i 

1 

i 

5,620 

„ Advertisement 
„ Depreciation 

Barges @ 10% 

Machinery @ 10 % 

.*J 

325 

2,500 

982 / 

! 


j 

Interest on Capital 


! 2,825 

4,470 


1_ _ 


£ 

j 18,731 

* 

16,731 



- -- -__ 

i 

--a. 
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BALANCE SHEET 
As at 31st December 1943 


Liabilities 


£ 1 

£ 

Assets ' 

£ 

£ 

andry Creditors 


i 

3,860 




apital Accounts :— 


* 


Cash: — 



Lion's Capital — 

Balance 



In hand 

325 


on 1st Jan. 1943 

•• • 

59,400. 


At Bank 

2,185 


Add Interest 


2.970- 




2,510 





Sundry Debtors 

7,940 




62,370 


Less Reserve for Bad 




£ 



Debts 

397 


Less Drawings 

4,250- 

£ 



7,543 

„ Loss 

2,810- 



Stock 


30.342 



7.060 ' 


Barges 

3,250 




— 

55,310 

Less Depreciation 

325 


Unicorn's Capital 

— 




j 2,925 

Balance on 1st Jan. 1943 

30,000 

1 

Machinery and Plant 

25,000 

:j 

Add Interest 


1,500 


Less Depreciation 

2,500 





1 



i; 22,500 



31,500 

j 

Land and Buildings 

, 13,840 

i ! 

Less Drawings 

2,050 


1 

Add Additions 

3,250 

i! 

„ Loss 

2,810 





I 17.090 


— 

1 4,860 

1' 

Advertising Suspense 


' j 




ii 26,640 

M . . ... . 

Account 


|j 2,900 



£ 

l! 85,810 

it-—^ 

1 


£ 

'] 85,810 

«. - - 
J1 


^Problem 94 

Messrs. Slander and Backbite own a small newspaper. Profits and losses are 
equally divided. Before the division of profit the following adjustments are necessary : 
10% depreciation is to be written off Plant Account; 20% off Type Account and 10% off 
Horses and Carts Account; 5% provision is to be made for Bad and Doubtful Debts. 
Six months’ Interest at five per cent is due upon the Bank Overdraft, and has not yet 
been passed through the books. Stock as on 31st December 1943 was valued at £381. 
No interest is allowed upon Partners’ Capital Accounts, Backbite’s smaller capital being 
compensated for by the fact that he gives more time to the business than his partner. 
Ledger Balances on 31st December 1943 were: — 


Expenses of Branch Office 

£ 

129 

Audit Fee 

£ 

52 

Insuranoe Account 

34 

Law Charges 

124 

Rates, Taxes and Gas 

50 

Bad Debts 

142 

Postage Account 

182 

Freehold Printing Works 

4,950 

Carriage 

264 

Additions to Freehold Premises 

Bad Debt Reserve (1st Jan. 1943) 

430 

during the year 

150 

Sales and Subscriptions (News¬ 


Plant and Machinery 

4,400 

paper Dept.) 

4,852 

Type 

2,900 

Sales (Jobbing Dept.) 

848 

Stock, 1st Jan. 1943 

342 

Advertisements A/c. (Receipts) 
Compositors’ Wages 

5,540 

S. S.’s Capital Account 

9,864 

2,035 

S. S.’s Drawings Account 

1,040 

Reporters’ Salaries 

798 

D. B.’s Capital Account .., ‘ 

7,540 

Paper Purchases 

Office Salaries 

2,220 

D. B.’s Drawings Account 

952 

748 

Trade Creditors 

862 

Trade and Incidental Expenses .. 

82 

Advertisements paid in advance .. 

750 

Cost of Literary contributions .. 

898 

Horses and Carts 

194 

Commission paid 

152 

Sundry Debtors 

8,440 

457 

Stable Expenses 

121 

1 Cash in hand 

Ink Purchases 

88 

| Bank Overdraft 

1,500 

Machine and Engine Room Exps. 

242 

! 



(London Chamber or Commerce.) 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution 


Messrs. Slander & Backbite 
TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 




£ 


d . 

To Stock, January 1943 


342 

0 

0 

„ Purchases 


2,220 

0 

0 

„ Wages 


2,035 

0 

O' 

„ Reporters' Salaries 


798 

0 

O' 

„ Literary Contributions 


898 

0 

O' 

„ Ink 


88 

0 

0 

„ Carriage 

..J 

264 

0 

O' 

„ Machine and Engine Room 




Expenses 


242 

0 

0‘ 

„ Gross Profit c/d. 

j 

4,734 

0 

0 


£ 

11,621 

0 

0 

To Salaries 


748 

0 

0' 

„ Branch Expenses 

... 

129 

0 

O' 

„ Insurance 


34 

0 

o- 

„ Rates, Taxes and Gas 


50 

0 

0' 

„ Postage 


182 

0 

0- 

„ Trade Expenses 


82 

0 

O' 

„ Commission 


152 

0 

O' 

„ Stable Expenses 

_ 

121 

0 

0 

„ Audit Fee 


52 

0 

0 

„ Law Charges 


124 

0 

0 


£ 




„ Bad Debts 

142 




Add Reserve for 





Bad Debts 

CO 




- 

564 




L*$s01d Reserve 

430 





--1 

134 

0 

0 

„ Interest on Bank Overdraft... 

37 10 

0 

„ Depreciation:— £ 

s. d. 




Plant Account 





@ 10% 440 

0 0 




Type Account 





@ 20% 580 

0 0^ 




Horses & Carts 





@ 10% 19 

8 0: 






1,039 

8 

0 

„ Net Profit—transferred to 




Capital Accounts 





Slander 924 11 0 ! 




Backbite 924 11 0 f 




4 

— 

1,849 

2 

0 


£ 

4,734 

0 

0 



1 l 


By Sales (Newspaper Dept.) 
„ Sales (Job Dept.) 

„ Advertisements 
„ Stock at end 


By Gross Profit b/d. 


£ s. d. 

4,852 0 0 
848 0 0 
5,540 0 0 
381 0 0 


11,621 0 0 


4,734 0 0 


4,734 0 0 


£ 
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BALANCE SHEET 
As at 31st December 1943 


Liabilities 

Sundry Creditors:— 
Bank Overdraft 
On Open Accounts 

Advertisements re¬ 
ceived in advance 
Capital Accounts 
Slander's Capital- 
Balance ... 
Add Profit 


Less Drawings.. 

Backbite's Capital- 
Balance 
Add Profit 


Less Drawings... 


1,537 10$) 
862 (TO 


9,864 |0 01| 
924 ll 0 !j 

10,788 1 0 
1,040 10;| 


7,540 ML 
924 

-1 

8,464 11 0 i 
952 0 0! 


. Less Reserve for 
10 0 | Bad Debts 

0 0 - Stock 

Horses & Carts ... 

• Less Depreciation 

; Type 

Less Depreciation 


8,440 

0 

0| ! 

422 

0 

0 

194 

0 

0 

19 

8 

o : 

2,900 

0 

0 

580 

0 

0 

4,400 

0 

0 

440 

0 

0 

4,950 

0 

0 

150 

0 

0 


7,512 11 0 
20,410 12 0 


£ s. d. 
457 0 0 


8,018 0 0 < 
381 0 0 


174 12 0 


2,320 0 0 


3,960 0 0 


5,100 0 0 


£ 20,410 12 0 


J^roblem 95 

The following are the Ledger Balances of Messrs. Jones, Smithson & Co, Brewers 
and Wine and Spirit Merchants, on 30th June 1943. 

Prepare Trading and Profit & Loss Account for the year to 30th June 1943, and 
Balance Sheet as on that date. The Stock on 30th June 1943, at cost, amounted to 
£3,000. 

Adjust the Accounts by deducting depreciation from the following assets, thus : — 


Plant & Machinery 

. n% 


m Bottles 


.33% 


m Cases & Sundries 


.5% 


p Horses 


.10% 


Carts & Harness 


.5% 


Motor Lorries 


,. 20% 


Casks 

• • 

.2i% 


LEDGER BALANCES 

ON 30TH JUNE 1943 



£ 

. 

£ 

A. Jones—Capital 

36,000 

Rates, Taxes and Licences 

700 

W, Smithson—Capital 

23,000 

Freehold and Leasehold Houses 

38,000 

Freehold Brewery 

30,000 

Bank Loan 

10,000 

Plant and Machinery 

3,000 

Depositors 

13,000 

Bottles 

1,350 

Travelling 

900 

Cases 

650 

Horse-keep 

250 

Horses 

560 

Reserve Account 

5,705 

Carts and Harness 

530 

Motor Expenses 

80 

Sales—Beer 

54,960 

Motor Lorries 

900 

„ —Wines and Spirits 

5,600 

Interest on Loans, Dr. 

1,350 

„ —Sundry 

1,630 

Interest on Loans, Cr. 

675 

Purchases 

28,000 

Casks 

2,000 

Duty-Beer 

8,000 

Stock, 1st July 1942 

5,690 

„ —Wines and Spirits 

1,100 

Balance at Bank 

5,980 

Wages 

2,500 

Rents Received 

1,250 

Salaries 

950 

Rents Paid 

1,500 

Sundry Creditors 

5,250 

Repairs to Brewery 

200 

Sundry Debtors 

21,000 

I Repairs to Houses 

500 

Sundry Expenses 

1,380 

(Chartered Accountants.) 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution 


Liabilities 

£ 5 . 

Sundry Creditors:— 

Bank Loans ... 10,000 0 
Depositors ... 13,000 0 
On Open 

Accounts... 5,250 0 

Reserve Account 
Capital Accounts: — 

A. Jones — 

Balance ... 36.000 0 
Add Profits ... 6.499 15 

W. Smithson — 

Balance ... 23,000 0 
Add Profits... 6,499 15 


BALANCE SHEET 
As at 30 th June 1943 


Cash at Bank 
Sundry Debtors 
Stock 
Bottles 

Less Depre* 


28,250 0 0 
5,705 0 0 Casks 


42,499 15 0 


29,499 15 0 


Less Depre- 


Cases 

Less Depre- 


Horses 

Less Depreci¬ 
ation 10% 


Less Deprecia¬ 
tion 5% ... 


Less Deprecia- 


Plant and Machi¬ 
nery 

Less Depreci¬ 
ation 7i% 


Freehold Brewery 
Freehold and Lease holt 
Houses 


\'.£ 

s. 

d. 

1,350 

0 

0 

445 

10 

0 

2,000 

0 

0 

50 

0 

0 

650 

0 

0 

32 10 

0 

560 

0 

0 

56 

0 

0 

530 

0 

0 

26 

10 

0 

900 

0 

0 

180 

0 

0 

3,000 

0 

0 

225 

0 

0 


£ s. d. 

5,980 0 0 
21,000 0 0 
3,000 0 0 


- 904 10 0 


1,950 0 0 


105,954 10 0 I 


617 10 0 


504 0 0 


503 10 0 


720 0 0 


2,775 0 0 
30,000 0 0 

38,000 0 0 

105,954 10 0 


Jones, Smithson & Co. 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 30th June 1943 



£ $. d. 

£ 

To Stock 

5,690 0 0 

By Sales 

„ Purchases 

28.000 0 0 

Beer 54,960 

„ Wages 

2,500 0 0 

Wines and 

Duty£ s. d. 


Spirits 5,600 

Beer ... 8,000 0 0 


Sundry 1,630 

Wines and 



Spirits... 1,100 0 0 


„ Stock 


9,100 0 0 


„ Gross Profit c/d. 

19,900 0 0 


£ 

65,190 0 0 



62,190 0 0 
3,000 0 0 


65.190 0 0 
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TRADING AND PROFIT & LOSS ACCOUNT— Contd. 




£ 

s. 

d. 



£ 

5. 

d. 

To Rents paid 

_ 

1,500 

0 

0 

By Gross Profit b/d. 


19,900 

0 

0 

„ Sundry Expenses 


1,380 

0 

0 






„ Interest on Loans 


1,350 

0 

0 

„ Rents Received... 


1,250 

0 

0 

„ Salaries 


950 

0 

0 






„ Travelling 


900 

0 

0 

„ Interest on Loans 


675 

0 

0 

„ Rent, Rates and Licences 


700 

0 

0 






„ Repairs to Houses 

i 

500 

0 

0 






„ Horse Keep 

! 

250 

0 

0 






„ Repairs to Brewery 


200 

0 

0 


!i 



„ Motor Expenses 


80 

0 

0 


i 




„ Depreciation:— 






i 




Plantand £ s. 

d. 









Machinery 






! 




7i% 225 0 

0 









Bottles 33% 445 10 

0 









Cases 5% 32 10 

0 ;i 








Horses 10% 56 0 

0 i 




i 




Carts and 





1 




Harness 5% 26 10 

0 





i 




Motor Lorries 

i 





1 




20% 180 0 

0 









Casks 2i% 50 0 

0 











1,015 10 

0 


i 




„ Net Profit transferred to 









Partner's Capital 





j 




Accounts£ s. 

d. 









Jones — Half 

1 









share 6,499 15 

0 





i 

' 



Smithson — 

, 









Half share 6,499 15 

0 











12,999 10 

0 







£ 

21,825 

0 

0 


£ 

, 21,825 

0 

0 


^Problem 96 

A. F. Walters and J. B. Smith are in partnership as pipe manufacturers, the 
former taking 2|3rds and the latter l|3rd of profits. They also rent and work a retail 
shop. The shop manager sends in weekly returns of all transactions, and these are 
duly incorporated in the books of the head office. Prepare Trading Account showing 
the working results of the shop ; also Trading, P. & L. Accounts and Balance Sheet 
for the year ended 28th February 1943. Stocks at Factory £3,10‘5, at shop £470. 
The goods supplied by the factory to the shop were priced out at £4,199 cost price. 
Adjustments: — (a) Interest on Capital at 5 per cent; (b) Reserves for Rent, Rates, 
etc. Account (factory) for rent accrued due 28th February £78. Ditto Shop, 2 months’ 
rent due to 28th February (the annual rent being £360); Audit Fee £36 ; (c) Manager 
is entitled to commission at 2 per cent on the gross profit realized by the shop; 
(d) Plant and Machinery to be depreciated at 10 per cent; Fixtures and Fittings at 
5 per cent; (e) Provision for Bad and Doubtful Debts at 2£ per cent. 


Dr. Balances £ 

Plant and Machinery .. 3,280 

Fixtures and Fittings (Factory) 620 

Purchases .. 11,780 

Manufacturing Wages .. 6,433 

Manufacturing Expenses .. 891 

Rent, Rates and Insce. (Factory) 360 

Rent, Rates and Insce. (Shop) 423 

Stock, 1st Mar. 1942 (Factory) 3,828 

Stock, 1st Mar. 1942 (Shop) 747 

Cash Purchases (Shop) .. 62 

Travellers* Commission (Factory) 152 

9 


Office Salaries (Factory) 

£ 

280 

Office Expenses, postage, etc. 
(Factory) 

395 

Law Expenses and Audit Fee 
(Factory) 

41 

Bad Debts (Factory) 

8 

Sundry Debtors 

2,520 

Furniture, Fixtures and Fittings 
(Shop) 

980 

Bills Receivable 

2,000 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Dr. Balances— Contd. 

£ 




£ 

Salaries of Manager and Shop 



J. B. Smith’s Capital Account 

3,500 

Assistant 

266 I 

Sales (Factory) 


19,353 

A. F. Walters’ Drawings 

1,212 i 

Sales (Shop) 

, . 

7,538 

J. B. Smith’s Drawings 

606 

Sundry Creditors 

. . 

2,428 

Cash at Bank 

2,512 

Discount (Factory) 


282 

Cash at Shop 

50 ! 

Reserve for Bad Debts as on 


Cash at Factory 


1 

1st March 1942 

,, 

74 

Cr. Balances 



Bills Payable 


78 

A. F. Walters’ Capital Account 

6,200 

(London Chamber of Commerce.) 

Solution 







Walters and 

Smith 



TRADING ACCOUNT 



For the year ended 28 th February 1943 



— [(Factory 

Shop 

Total 


Factory 1 Shop 

i i ; 

Total 

£ 

£ 

£ 


£ ! £ 

£ 

To Stock ... 3,828 

747 

4,575 

By Sales 

19,353 7,538 

! 26,891 

„ Purchases ... 11,780 


11,780 

,, Goods supplied 



„ Cash Purchases 

62 

62 

to Shop 

4,199 1 

4,199 

„ Goods received from 



„ Stock 

3,105 470 

3,575 

Factory 

4,199 

4,199 


! 


„ Manufacturing Wages , 6,433 


6,433 


! 


„ Manufacturing Expenses 891 


891 



i 

„ Gross Profit carried to 






P. & L. Account .. 3,725 

3,000 

6,725 




£ J 26,657 

8,008 ! 34,665 

£ 

| 26,657 8,008 

34,665 

II 


i ! 


PROFIT AND LOSS ACCOUNT 


To Rent, Rates, etc. (Shop) 

„ „ » (Factory) 

„ Travellers' Commission 
„ Salaries (Factory) 

„ „ (Shop) 

„ Office Expenses, Postage, etc. 
„ Law Charges and Audit Fees 
„ Bad Debts 
„ Depreciation:— 

Plant & Machinery ... 
Furniture & Fixtures 

„ Interest on Capital 
Walters 
Smith 

„ Commission to Manager, 
2% on £3,000 
„ Net Profit:— 

Walters, §rds 
Smith, Jrd 


£ 

328 

80 


310 

175 


2,644 

1,322 


ir ended 28th February 1943 




£ 

! 483 

By Gross Profit brought forward:— £ 


438 

Factory ... 3,725 ! 


152 

Shop ... 3,000 


280 

— 

6,725 

266 

,, Reserve for Doubtful Debts:— 


395 

Old Reserve ... 74 


77 

Less New Reserve ... 63 


8 


11 


„ Discount 

282 

408 



485 

i 

i 


i 60 

! 

| 

i 


3,966 

! 


! 7,018 

£ 

< 

7,018 









PARTNERSHIP ACCOUNTS 


131 


BALANCE SHEET 


As at 28th February 1943 


Liabilities 

£ 

£ 

Assets 


£ i 

Sundry Creditors:— 



Cash:— 



On Open Accounts 

2,428 


At Factory 


7 i 

Bills Payable 

78 


At Shop 


50 

Outstanding 

234 


At Bank 

,, 

2,512 ' 



2,740 




Capital Accounts:— 



Bills Receivable 



A. F. Walters— 



Sundry Debtors 


2,520 

Balance, 1st March 1942 £ 

6,200 


Less Reserve for Doubtful Debts 

I 63 I 

Add Interest 5% ... 310 





i , 

„ Profits—Jrds share 2,644 



Stock 




2,954 


Factory 

» • . 

13,105 1 


|- 


Shop 

... 

! 470 | 


9,154 




1 

Less Drawings 

I 1,212 


Furniture & Fixtures:— 

£ 

1 f 


I 

7,942 

Factory 

620 


J. B. Smith- 



Less Depreciation 5%... 

31 


Balance, 1st March 1942 

3,500 



— 

| 589 | 

Add Interest 5% ... 175 



Shop 

980 


„ Profits—Jrd share 1,322 

i ' 


Less Depreciation 5%... 

49 

I 

— 

1,497 

1 i 

• 


— 

, 931 i 


4,997 


Plant & Machinery 


,3,280 | 

Less Drawings 

t 606 


Less Depreciation 10% 

... 

328 : 



4,391 



|-; 


i ; 

: £ 

15,073 


i 

i £ 


£ 


2,569 

2,000 

2,457 

3,575 


1,520 

2,952 

15,073 


Problem 97 


A, B and C were the owners of a patent medicine, sharing profits equally. A 
died on 31st December 1939, leaving two children ; he made B and C his Executors 
and Trustees. His Will and the Partnership Deed provided that the business should 
be continued and the children maintained and educated till the year 1943 when they 
both came of age. They were then to receive their father’s share and capital in 
the business less any sums paid out during their minority. You are instructed to 
draw up a Balance Sheet as at the end of 1942 showing the position, and also a 
Profit and Loss Account for that year. The material figures for the latter are as 
follows: — 


Sales and Commission earned 

£ 

.. 102,000 

Warehouse Wages 

5,100 

Salaries 

.. 14.200 

Commission paid 

3,400 

Travelling Expenses 

1,890 

Miscellaneous Expenses 

1,020 

Rent of Warehouse 

780 

Advertising 

.. 18,700 

Purchase of Materials 

.. 26,390 

Stock at commencement of year 

8,900 

Stock at end 

8,200 


The Capital Accounts of the partners are £10,000 each, and the liabilities on 
31st December 1942 were £12,300 on Bills and £33,800 to Sundry Creditors. The firm 
had a lease of the offices valued at £1,050, Book Debts £56,500, Bills Receivable 
£14,800 and Cash at Bank £7,100. 

B and C had invested the whole of A’s share of the profits since his death, 
and this Investment Account stood at £45,300 at the above date. They had paid the 
maintenance and other charges amounting to £11,270 which had been debited to an 
account called Accumulation of Income Account. 

B and C were both entitled to draw a special remuneration of £3,500 each year 
against the profits. 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Draw up an account showing what the children will receive assuming that all 
adjustments have been made in the books up to 31st December 1942. 

(Incorporated Accountants.) 

Solution 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1942 



I ^ 

5. 

d . 



£ 

s. 

d 

To Stock—1st Jan. 1942 

... 8,900 

0 

0 

By Sales and Commission 


102,000 

0 

0 

., Purchases 

...j 26,390 

0 

0 

„ Stock—31st Dec. 1942 


8,200 

0 

0 

„ Wages 

...j 5,100 

0 

0- 






„ Gross Profit c/d. 

; 69,810 

0 

0 







£ 110,200 

0 

0 


£ 

110,200 

0 

0 

To Salaries 

...j 14,200 

~ 

T 

By Gross Profit b/d. 


69,810 

0 

0 

„ Commission 

... .3,400 

0 

0 






„ Travelling Expenses 

1,890 

0 

0 






„ Miscellaneous Expenses 

... 1,020 

0 

0 






„ Rent 

780 

0 

0 






„ Advertising 

... 18,700 

0 

0 



| 



„ Partners’ Salaries 

7,000 

0 

0 



i 



., Net Profit c/d. 

...| 22,820 

0 

0 







£ 69,810 

0 

0 


£ 

69,810 

0 

0 

To A’s Account (deceased) 

... 7,606 

13 

T 

By Net Profit b/d. 


22,820 

T 

0 

„ B's Current Account 

... 7,606 

13 

4 



1 



„ C's Do 

... i 7,606 

13 

4 



! 




o 1 

CM 

OO 

CM* 

0 

0 


£: 

22,820 

0 

0 

*_ _ . _____ 

i-- 









BALANCE SHEET 


As at 31st December 1942 


Liabilities £ s. d. Assets 

Sundry Creditors£ s. d. Cash at Bank 

On Open Accounts 33,800 0 0' Investments (A's Profit) 

Bills Payable 12,300 0 0 s Bills Receivable 

- 46,100 0 0 Sundry Debtors 

Capital Accounts j Stock 

B 10,000 0 0 Lease 

C 10,000 0 0 

- 20,000 0 0 ' 

Current Accounts 
B 7,606 13 4 

C 7,606 13 4 

- 15,213 6 8 ' 

Account of A (deceased) 

Capital at death 10,000 0 O' 7 

Profit up to 31st 
Dec. 1941 45,300 0 0- 

Profit for the 
year J942 7,606 13 4 " 

62,906 13 4 

Less Amount 
expended 
on Main¬ 
tenance of 

Children 11,270 0 0 

- 51,636 13 4 r 


j £ s. d. 

7,100 0 0. 

... 45,300 0 0 ' 

14,800 0 O 

... 56,500 0 0~ 

8,200 0 O' 

1,050 0 0^ 


£ 132,950 0 0 


£ 


132.950 0 0 
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Problem 98^ 

Lyon and Lamb, manufacturers, are in partnership, sharing profits equally after 
providing for interest at 7 per cent per annum on their capitals and drawings. Tire 
Trial Balance of the firm at 30th June 1943 is as follows: — 

TRIAL BALANCE 


Capital Accounts, 1st July 1942 :— 

Rs. 

Rs. 

Lyon 


40,000 

Lamb 


30,000 

Current Accounts 

Lyon, Drawings 

... 2,000 

Lamb, Drawings 

... 1,500 


Freehold Property 

I<s. 


Business Premises 

30,000 


“Lyon Chambers'’ 

18,000 


6 per cent Mortgage Loan 

- 48,000 

20.000 

Premium for lease of premises for manufacturing purposes, 3 years 
from 31st March 1943 

... 1,500 

Machinery and Plant 

... 12,000 


Motor Lorries 

...: 2,500 


Fixtures and Fittings 

... 4,000 


Stock, 1st July 1912 

... 15,220 


Work-in-Progress, 1st July 1942 

... 5,470 


Bank 

... 3,450 


Government Bonds, 4J per cent Rs. 1,000; 5 per cent Rs. 2,000 

... 3,000 


Debtors and Creditors 

... 18,543 

11,346 

Reserve for Doubtful Debts 

400 

Purchases and Sales (less Returns) 

*.*.! 88,456 

1,52,964 

Manufacturing Wages and Expenses 

... 25,765 

Carriage Inwards 

456 


Carriage Outwards 

... 2,565 


Interest on Mortgage to 31st March 1943 

600 ’ 


Rent of Leasehold 

500 


Discounts allowed and received 

950 

1,400 

Rates and Taxes 

600 

Advertising 

... 6,000 


Salaries 

... 10,923 


Bad Debts 

640 


Rent from “ Lyon Chambers’’ 


1,500 

Insurance on Freehold Property ... 

400 

Interest on Government Bonds 


145 

General Expenses 

2,000 


Motor Lorries Upkeep ' ... 

500 


Repairs to “Lyon Chambers" 

217 



Rs. 2,57,755 

, 2,57,755 


Stock as at 30th June 1943, Rs. 17,533 ; Work-in-Progress, Rs. 3,200. 


The following adjustments have to be made : — 

(1) Premium on lease to be written down to amount unexpired. 

(2) Reserve for Doubtful Debts to be written up to Rs. 800. 

(3) Depreciation—Machinery and Plant, 10 per cent; Motor Lorries, 15 per cent; 

Fixtures and Fittings, 5 per cent. 

(4) Insurance Premium unexpired, Rs. 40. 

(5) Partners’ interest on Drawings : Lyon, Rs. 64 ; Lamb, Rs. 48. 

(6) Partners’ interest on Capital. 

(7) Accrued interest on Mortgage. 


Prepare the partnership Trading, Profit & Loss and Appropriation Accounts for 
the year ended, and Balance Sheet as at 30th June 1943. 


(B.Com.) 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution 


Lyon and Lamb 

TRADING AND PROFIT & LOSS ACCOUNT 


For the year ended 30 th June 1943 



Rs. 


Rs. 

To Stock, 1st July 1942 

15,220 

By Sales (Less Returns) 

1,52,964 

„ Work-in-Progress, 1st July 1942 ... 

5,470 

„ Closing Stock 

17,533 

„ Purchases (Less Returns) 

88,456 

,, Work-in-Progress at end 

3,200 

„ Manufacturing Wages & Expenses 

25,765 



„ Carriage Inwards 

456 



„ Gross Profit c/d. 

38,330 



Rs. 

1,73,697 

Rs. 

1,73,697 

To Salaries 

10,923 

By Gross Profit b/d. 

38,330 

„ Advertising 

6,000 

„ Discounts received 

1,400 

,, General Expenses 

2,000 

„ Interest on Government Bonds ... 

145 

,, Rates and Taxes 

600 

„ Rent from “ Lyon Chambers" 

1,500 

„ Rent of Leasehold 

500 

„ Interest on Drawings 

112 

„ Motor Lorries Upkeep 

500 



„ Insurance on Freehold Property ... 

360 



„ Repairs to “ Lyon Chambers ” 

217 



„ Premium for Pease of Premises ... 

125 



„ Carriage Outwards 

2,565 



„ Discounts allowed 

950 



„ Interest on Mortgage 

900 



„ Bad Debts 

640 



„ Reserve for Doubtful Debts 

400 



„ Interest on Capital 

4,900 



„ Depreciation:— 




Machinery and Rs. 




Plant @ 10% 1,200 




Motor Lorries @ 15% 375 




Fixtures & Fittings 200 





1,775 



„ Net Profit transferred to 




Capital Accounts':— 




Lyon—Half Share 4,066 




Lamb—Half Share 4,066 





8,132 



Rs. 

41,487 

Rs. 

41,487 


BALANCE SHEET 
As at 30 th June 1943 


Liabilities 

1 

r 

Rs. 

Asse/s 

i 

Rs. 

Sundry Creditors 


11,346 

Cash at Bank 

! 

3,450 

6% Mortgage Loan 


, 20,000 

Govt. Bonds—4J% Rs. 1,000 

i 


Accrued Interest on above 



& 5% Rs. 2,000 

Rs. 

3,000 

Capital Accounts:— 


300 

Sundry Debtors 

18,543 

! 

Lyon— 

Rs. 


Less Reserve for Doubtful 



Balance on 1st July 1942 

40,000 


Debts 

800 


Add Interest on Capital... 

2,800. 




1 17.743 

Profits—Half share ... 

4,066! 


Stock-in-Trade 


! 17,533 




Work-in-Progress 


3,200 


46,866 i 


Fixtures & Fittings 

4,000 



! 


Less Depreciation @ 5% ... 

200 







3,800 

Carried fd. Rs. 

46,866 

31,646 

Carried fd. Rs. 

48,726 
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BALANCE SHEET— Contd. 




* ” 

" * ~ 

- ' ' 




Rs. 

Rs. 

Rs. 


! 

Rs. 1 

Rs. 

Brought forward 

46,866 

31,646 

Brought forward ... 


48,726 

Less Drawings 

2,000 



Motor Lorries ... 

2,500 | 


Interest on 




Less Depreciation 

i 


Drawings 

64 



15% ... 

375 | 




2,064 


• 

! 

2,125 




44,802 

Machinery and Plant 

12,000 


Lamb — Balance on 

1st July 



Less Depreciation 



1942 


30,000 


@ 10% ... 

uoo 


Add Interest on Capital ... 

2,100 



— 

10,800 

Profits-^ share 


4,066 

i 

Freehold Property:— 







Business Premises 

. 30,000 : 




36,166 


“Lyon Chambers'’ 

. 18,000 : 


Less Drawings 

1,500 





; 48,000 

Interest on 




Premium for Lease of 



Drawings 

48 



Premises 


1,375 


— 

1,548 


Prepaid Insurance 


40 



—1 

34,618 





• 

Rs. 

1,11,066 

: 

,1 


Rs. 

11,11,066 


ADMISSION OF A PARTNER 
^ Problem 99 \J 

The following is the Balance Sheet on 31st March 1943 of Mr. O. P. prepared 
for his own use and in the accustomed way : — 

Liabilities £ Assets £ 


Creditors 

3,000 Cash 

500 

O. P. Capital 

13,500 i Debtors 

4,000 


Stock 

5,000 


Fixtures and Fittings 

750 


, Freehold Premises 

6,000 


1 Investments 

250 


£ 16,500 ! 

£ 16,500 


He decides to admit a partner, and it is arranged that the partner shall join 
on the basis of the above Balance Sheet, subject to the following modifications: — 

5 per cent to come off the Debtors. 

Stock to be taken at £4,500. 

Fixtures and Fittings to be taken at £500^ 

Freehold Premises to be taken at £7,000. 

Cash and Investments not .to be taken over by the partnership. Make the neces¬ 
sary Journal entries, and show the Balance Sheet giving effect to the above modifications. 

(Chartered Accountants.) 

Solution 

JOURNAL 


L.F. £ £ 

Profit and Loss Adjustment Account ... ... ... Dr. 950 

To Stock 500 

„ Reserve for Doubtful Debts 200 • 

„ Fixtures and Fittings 250- 

(Being the amount written off various Assets as per 
agreement). 


agreement). 
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JOURNAL— (Contd.) 


, Freehold Premises ... ... ... ... Dr. ! 

j To Profit and Loss Adjustment Account j 

! (Being the amount of appreciation in its value as agreed). 

Profit and Loss Adjustment Account ... ... ... Dr. 

To O. P. Capital Account 

| (Being transfer of Credit balance to Capital Account). 


0 P. Capital Account ... ... ... ... Dr. 

To Cash 
,, Investments 

(Being the value of Assets not taken over by the partnership). 


£ 

1,000 


£ 

1,000 


50 


50 


500 *; 

250- 


BALANCE SHEET 
As on 31st March 1943 


Liabilities £ 

Creditors On Open Accounts ... 3,000 

O. P. Capital Account ... ...! 12,800 


j_ 

£ ! 15.800 



^Problem 100 


Assets 



£ 

£ 

Sundry Debtors 

4,000 ; 


Less Reserve for 

1 j 


Doubtful Debts 

200 j! 



- 1 

3,800 

Stock-in-trade 

'' 

4.500. 

Fixtures and Fittings 

! 

500 

Freehold Premises 

,1 

7,000 


£ i 

15,800 


J. W. Jones with a capital of £110,000 commenced business as a manufacturer 
on 1st January 1938 and up to 31st December 1942 made the following profits: — 


1938 

1939 

1940 





£ 

.. 5,000 
.. 5,300 
.. 0,750 

1941 

1942 





.. 8,500 
.. 10,600 


of which he drew during the period £16,250. He arranged a partnership with 
H. Brown on the following terms from 1st January 1943: — 

To sell Brown one-half share of the business, Brown to invest cash equal to 
Jones* Capital at December 1942, and in addition to pay for one-half share of the 
goodwill of the business on the basis of three times the average profits for the last 
five years. Prepare a statement showing what sum of money Brown must invest, 
and make the necessary entries in the books of the new firm. 

(Incorporated Accountants.) 
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Solution 


Total five years'profits 

!. £ 1 

J; 36,150 j 

1 £ 

Average profit of one year 

.J 7,230 


Three times the average profit 

...|' 21,690 


Half amount of same to be brought in by Brown as Goodwill ... 


10,845 

i 

Jones' Capital on 1st January 1938 

Add Five years'profits 

... 10,000 
... 36,150 


Less Drawings during the period 

46,151 
.../16,250 

1 

Jones' Capital as at 31st December 1942 


29,900 


Brown must, therefore, bring £10,845 for 
Capital. 


Goodwill and £29,900 as 


JOURNAL 


(In Books of the New Finn) 


Sundry Assets ... ... ... Dr. 

To W. Jones' Capital Account 

(Being the total net assets brought in by Jones in the business). 


L. F. 


|! 


29,900 


£ 

29.900 


Bank ... ... ... ... Dr. 

To Goodwill 

„ Brown's Capital Account 

(Being the amount of Goodwill and Capital brought in by 
Brown as arranged). 


Goodwill Account ... ... ... Dr. 

To Bank 

(Being the amount of Goolwill withdrawn by Jones). 


40,745 l! 

! 10,845 
! 29,900 


10,845 j 


10,845 


^yroblem 1.01 

The following is the Balance Sheet of H. Perkins and F. Shepherd, trading as 
Perkins, Shepherd & Co., on 31st December 1942, profit being divided three-fifths to 


H. Perkins and two-fifths to F. Shepherd: — 

£ £ 

^ H. Perkins’ Capital Account .. 7,000 Debtors .. .. 4,400 

■X F. Shepherd’s Capital Account 4,000 Buildings .. .. 3,000 

Sundry Creditors .. 3,000 Plant .. .. 5,000 

Bank .. .. 1,600 


£ 14,000 £ 14,000 


They agree to admit a new partner, L. Brooke, on 1st 
following arrangements are made: — 

jfa) Goodwill to be created, amounting to £3.500, to be credited to Perkins and 
/ Shepherd in the same proportions as they divide profits. 

(by The buildings and plant are independently valued at £3,500 and £6,000 
respectively, the increased values to be similarly credited* to Perkins and 
Shepher^ 

(c) L. BroolJe to bring £4,000 cash as his Capital. 


/ 
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\J@) All partners to be credited with 5 per cent interest per annum on Capital, 
and to be charged 5 per cent per annum interest on Drawings, which 
amount for each partner to £30 a month, drawn at the end of the month. 

(e) Profits to be divided in the proportion of Perkins 5, Shepherd 3 and Brooke 2. 

The profits t^> 30th June 1943, before allowing interest, were £1,800JD^ 
Prepare the partners’ Balance Sheet and Capital Accounts as on 30th June 1943. 

(Incorporated Accountants.) 

Solution 

H. PERKINS—CAPITAL ACCOUNT 


1943 | 

i £ s. d. 

1943 

£ 5. d. 

June 30 ; To Drawings Account... 

180 0 0 

Jan. 1 By Balance ...' 

7,000 0 0 

„ ,, i • Interest on Drawings 

! /I 17 6 

..P. & L. Adjustment ( 


„ , f j „ Balance c/d. 

j 10,720 18 9 

A/c.—3/5ths share... 

3,000 0 0 



June 30i „ Interest on Capital ... 

*250 C 'U 0 



„ „ „ Profit & Loss Account 

652 16 3 

£ ' 

10,902 16 3 

/ £ 

10,902 16 3 



v/ 




1943 


! 


July 1 By Balance b/d. 

10,720 18 9 


F. SHEPHERD—CAPITAL ACCOUNT 


i 

1943 

! ! ,£ s. d. 

1943 


£ s. d. 

June 30 

To Drawings Account ...; 180 0 0 

Jan. 1^ 

By Balance 

4,000. 0 0 

» 1 1 

„ Interest on Drawings, 1.47 6 

>> »* 

,, P. & L. Adjustment 



,, Balance c/d. ' ... 6,359 16 3 


A/c. —2/5 tbs share ... 

2,000 0 0 


1' 

June 30 

„ Interest on Capital ... 

0( 150 "0 0 


ji 


„ Profit & Loss Account 

391 13 9 


£ ! 6,541 13 9 


£ 

6,541 13 9 



1943 



K , 

* ; 

. !i 

July 1 

By Balance b/d. 

6,359 16 3 


L. BROOKE — CAPITAL 

ACCOUNT 


1943 j 

ji £ s. d. 

1943 

| ! 

! £ s. d. 

June 30 

To Drawings Account ...l| 180 0 0 

Jan. 1 

| By Bank ...| 

1 4,000 0 0 

tf n 

„ Interest on Drawings! 1 17 6 

June 30 

| „ Interest on Capital ... 

100 U) 0 

>» i > 

„ Balance c/d. ... 4,179 5 0 


„ Profit & Loss Account 

261 2 6 


£ | 4,361 2 6 


£ 

j 4,361 2 6 



1943 





July 1 

By Balance b/d. 

| 4,179 5 0 


BALANCE SHEET 
As at 30th June 1943 


Liabilities 
Sundry Creditors 
Capital Accounts:— 

H Perkins 
F. Shepherd 
L. Brooke 


£ s.d. 
10,720 18 9 
6,359 16 3 
4,179 5 0 


21,260 

24,260 


Cash at Bank 

Debtors 

Plant 

Buildings 

Goodwill 


^ y 
6,860 
4,400 
6,000 
3,500 
3,500 


£ 24,260 


Note. —The Credit for Goodwill has been given to P. & L. Adjustment Account. 
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Of 


^foblem 102 

W. Leae-and T. Stanley are trading as partners in the firm of Lone, Stanley & 
Co., profits being shared as follows:— W. Lone 2|3rds and T. Stanley l|3rd. The 
following is the Balance Sheet of the firm on 31st December 1942: — 


Liabilities £ 

W. Lone, Capital Account .. 2,000 

T. Stanley, Capital Account .. 1,800 

Sundry Creditors .. 24,000 


£ 27,800 


Assets 

Cash 

Sundry Assets 


£ 

200 

27,600 


£ 27,800 


On 1st January 1943, they admit M. Maxwell" as a partner, on the following 
terms: —Profits are to be divided as to 3j6ths to W. Lone, 2|6ths to y T. Stanley, 
and l|6th to M. Maxwell. M. Maxwell to bring £1,000 as his capital, ^(c) A Good¬ 
will Account is to be raised for £1,800, this sum to be credited to the old partners. 

W. Lone is at liberty to withdraw £400 of his capital on 1st January 1943, v(e) M. 
Maxwell to have a salary of £400 per annum out of profits, (jf) Interest to be allowed 
on partners’ Capital Accounts at the rate of 5 per cent jpe? annum. No interest on 
ordinary drawings to be taken into account. . Each partner is at liberty to draw 
£40 a month in anticipation of profits (in the'case of M. Maxwell the £40 is in 
anticipation of profits, and salary). Assume that all transactions mentioned above 
have been carried out.. The profits for the year ended 31st December 1943, before 
making any allowance for M. Maxwell’s salary or for interest on partners’ capital, 
amounted to £2,510 Show the partners’ Capital Accounts as on 31st December 1943. 

(Lancashire & Cheshire Institute.) 


Solution 


W. LONE—CAPITAL ACCOUNT 


1943 


£ 

1943 , /■ ; 

Jan. 1 By Balance U ... 

Jan. 1 

To Bank 

400 , 

Dec. 31 

„ Drawings Account 

480 

' „ „ ,, Goodwill—2/3rds share ...' 


1 „ Balance c/d. ... 

1 

i 

3,360 

Dec. 31 . ,, Interest 
„ „ | ,, Profit & Loss Account— 

3/6 ths share ... 


j £ 

4,240 

' £ i 

1944 i 


1 i 

L . 1 


Jan. 1 j By Balance b/d. jj 


£ 

2.000 . ^ 
of2oo - 

140 ^ 
900 


4,240 


3,360 


T. STANLEY—CAPITAL ACCOUNT 


1943 

1 

i 

£ 

,1943 

j;j 

Dec. 31 

To Drawings Account ...j 

480 

^an. 1 

By Balance ...|j 

,, „ 

„ Balance c/d. ..J 

2,640 

99 »* 

„ Goodwill—l/3rd share ...|| 



1 

Dec. 31 

„ Interest ...' 




»> >> 

,, Profit & Loss Account— 


i 



2/6ths share 


£ 

3,120 


£ 




1944 

\ 




Jan. 1 

’ By Balance b/d. 


£ v 
1,800 

600 

120 

600 


3,120 


2,640 
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M. MAXWELL—CAPITAL ACCOUNT 


1943 ! j| 

£ 

„ 1943 


; £ 

Dec. 31 : To Drawings Account i 

480' 

Jan. 1 

By Bank 

1,000 

i „ Balance c/d. 

1,270 

Dec. 31 

„ Salary 

400 

I 



,, Interest 

50 




,, Profit & Loss Account— 


j 1 



l/6th share 

300 

i 

£ : 

1,750 


£ 

1,750 



1944 



i i 


Jan. 1 

By Balance b/d. 

1,270 

^ Note. —Interest on Capital is 

to be 

calculated after adding Goodwill amount to 

the Capitals of original partners, and in case of W. Lone, after deducting £400 drawn 

A)y him on 1st January. 
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The following is the Balance 

Sheet of Messrs. Long and Short on 31st December 

1941: — 





Liabilities 

£ 


Assets 

£ 

Trade Creditors 

2,875 

Cash 

in hand 

12 

Reserve Fund 

2,000 

Freehold Land and Buildings 

8,000 

Mr. Long, Loan Account 

2,500 

Plant and Machinery 

6,000 

Midland Bank 

1,387 

i Stock-in-trade 

5,400 

i Mr. Long, Capital Account 

14,300 

Book Debts 

11,050 

Mr. Short, Capital Account .. 

7,100 

i Investment on account of Reserve 

Profit and Loss Account 

1,800 

*> 

Fund 

1,500 

£ 

31,962 v 



£ 31,962 


They made a profit of £3,800 to 31st December 1942 before charging interest on 
Capital at 5 per cent, net profits being divisible into Long seven-tenths, Short three-tenths. 
At the latter date it is decided to admit Mr. Thin into partnership upon the conditions 
that he pays £2,000 for a fifth share of Goodwill (which he acquires in equal propor¬ 
tions, from the partners who withdraw the cash for same) and contributes £5,000 
as his share of Capital. In 1943, the profits were £4,200. Prepare the Capital Account 
of each partner at 31st December 1943 and raise a Goodwill Account as it will appear 
in the books. (Incorporated Accountants.) 


Solution 


LONG’S CAPITAL ACCOUNT 


1942 \ £ s. d. 

1942 j 

;/ £ s. d. 

Dec. 31 i To Bank ...,! 1,000 0 0 

Jan. 1 ! By Balance 

Y 15,560 0 0 

„ „ „ Balance c/d. ... j 19,586 0 0 

Dec. 31 „ Interest 

v/778 0 0 

: 

,, „ ' „ JProfit and Loss 

. 

1 | 

„ „ I Account 

1,848 ‘ 0 0 

1 

„ *> Reserve Fund 

1,400 0 0 * 

1 '! 

1 ,,yGoodwill 

1,000 0 0 

, £ ! 20,586 0 0 

£ 

! 20,586 0 0 

1943 : 

1943 : 


Dec. 31 ; To Balance c/d. ... j 22,065 6 0 

Jan. 1 ! By Balance b/d. 

19,586 0 0 


Dec. 31 | „ Interest 

979 6 0 


„ ,, „ Profit and Loss 

i 

; > 

Account 

1,500 0 0 

£ ii 22,065 6 0 

1 £ 

22,065 6 0 


1944 | 


_____ _J . _ 1 _ 

Jan. 1 By Balance b/d. 

22,065 6 0 
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SHORT’S CAPITAL ACCOUNT 


1942 


If 

£ 

s. 

d. 

1942 | 


f£ 

s. 

d. 

Dec. 31 

To Bank 

...,! 

1,000 

0 

0 

Jan. 1 i 

By Balance 

7,640 

0 

0 

>/ ii 

„ Balance c/d. 

9,414 

0 

0 

Dec. 31 1 

• f tf 

„ Interest 

„ Profit and Loss 

382 

0 

0 





- 




Account 

792 

0 

0 







n >> 

,, Reserve Fund 

600 

0 

0 







ff M 

„ Goodwill 

1,000 

0 

0 



£ ,i 

10,414 

0 

0 


£ 

I 10,414 

0 

0 

1943 


r 




1943 





Dec. 31 

To Balance c/d. 

... 1 

10,384 

14 

0 

Jan. 1 

By Balance b/d. 

9,414 

0 

0 


1 




Dec. 31 

„ Interest 

' 470 14 

0 







• 1 I' 

„ Profit and Loss 

I 






► 




Account 

500 

0 

0 



£ 1 

10,384 

14 

0 


£ 

10,384 

14 

0 


1 

1 




1944 
Jan. 1 

i By Balance b/d. 

I 

10,384 

14 

0 



THIN’S 

CAPITAL ACCOUNT 




1943 


!| 

£ 

S. 

d. 

1942 


! £ 

s. 

d. 

Dec. 31 

To Balance c/d. 


5,750 

0 

0 

Dec. 31 

By Bank 

; 5,000 

0 

0 


s 




1943 
Dec. 31 

! „ Interest 
„ Profit and Loss 

! 250 

0 

0 










Account 

500 

0 

0 



£ 

5,750 

0 

0 

1944 
Jan. 1 

£ 

. 5,750 

0 

0 



jj 




By Balance b/d. 

5,750 

0 

0 


GOODWILL ACCOUNT 


1942 I 

Dec. 31 To Long's Capital Account j 
„ „ „ Short’s „ ,, 


£ 1942 

1,000 Dec. 31 By Bank 

1,000 


£ 2,000 


£ 

2,000 


£ 1 2,000 


Notes—(1) The balances on Long’s and Short’s Capital Accounts on 1st January 
1942 are arrived at after crediting them with their respective shares of profit for 
the year 1941. 

(2) As the original partners are foregoing future profits in equal proportions, 
the Goodwill amount is divided equally between them and not in the profit-sharing 
proportions. 




TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 



A and B are equal partners, and on 
follows: — 


Liabilities 

£ 

Sundry Creditors 

.. 5,000 

Bank Overdraft 

.. 1,500 

A’s Capital Account 

.. 2,100 

B’s 

.. 1,600 


£ 10,200 


30th June 1943 their Balance Sheet stood as 


Assets 

£ 

Stock-in-trade 

.. 3,500 

Sundry Debtors 

.. 6,100 

Fixtures and Fittings .. 

.. 250 

Cash in hand 

.. 50 

Investments 

.. 300 

£ 10,200 


It is arranged that C shall be taken into partnership, and as a result of the 
negotiations, it is agreed (as between A and B only) to make the following adjustments 
in the above Balance Sheet: — 

(a) To write off Bad Debts amounting to £1,500, 

(b) To write down the Fixtures and Fittings to £100.^ 

(c) To depreciate the Stock-in-trade by 15 per cent. 

(d ) To write off Loss upon Investments by 25^ per cent. 

(e) To create a Goodwill of £1,000. 

C then introduces £1,000 as his third share of the capital, to which amount it 
has been agreed that, that of the other partners shall be adjusted. State what entries 
will be necessary to carry out these transactions and prepare an amended Balance 
Sheet of the firm immediately after C has become a partner. 

(Incorporated Accountants.) 

Solution 


JOURNAL 



~ 1 

;L.F. 

£ 

£ 

Profit and Loss Adjustment Account ... 

To Sundry Debtors 
„ Fixtures and Fittings 
„ Stock 

„ Investment Apcount 

(Being the amounts written off the various assets as 
arranged). 

- 

Dr. 


2,250 

1,500 

150 
525- 
75 w 

■ ■ 

Goodwill Account 

To Profit and Loss Adjustment Account 
(Being the credit taken for Goodwill as agreed). 

Dr. 


- 1,000 

1,000 - 

A’s Capital Account 

Dr. 


625 

625 


To Profit and Loss Adjustment Account 
j (Being the adjustment of loss on revaluation of assets). 


| 

1 

| 

1,250 

i Bank 

! To C’s Capital Account 

j (Being the Capital brought in by C). 

Dr. 


I 1,000 

1 

! 

1,000 

i 

i A’s Capital Account 

To Banfa 

! (Being the amount withdrawn by A to bring down his Capital 
equal to C's as agreed). 

Dr. 

i 

I 

! 

475 

475 

; Bank 

j To B's Capital Account 

I (Being the amount brought in by B to make up his Capital 
| equal to C's). 

Df . 

i 

| 

, 25 

i 

1 1 

25 
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1 bALa^ce sheet of a, b and c 


e* y$>7~ 

Liabilities s. d. 


Sundry Creditors 
Bank Overdraft 
On Open Accounts 

Capital Accounts:— 
A 
B 
C 


1,500 0 0 
5,000 0 0 


£ 5. d. 


6,500 0 0 


1,000 0 0 II 
1,000 0 0 1 
1,000 0 0 I! 


;! 3,000 0 0 


£ 9,500 0 0 


H 


Assess 

Cash in hand 
„ at Bank 
Investments 
Sundry Debtors 
Stock 

Fixtures & Fittings 
Goodwill 


£ 5. d. 


50 0 0 
1 550 0 0 
225 0 0 
4,600 0 0 
2,975 0 0 
100 0 0 
1,000 0 0 


9,500 0 0 


^Problem 105 


A and B are partners in A and B’s Coal Stores, and they share profits and 
losses equally. On 31st December 1942, they had Capital in the business—A, £3,100 
and B, £2,600. The assets and liabilities of the firm, as on that date, stood at the 
following figures in the books:—Office Furniture and Fittings, £320; Coal Trucks, 
£930; Trade Creditors, £848; Cash at Bank, £1,166; Carts, Plant * and Horses, 
£476; Bills Payable, £652 ; Sundry Debtors. £3,720 ; Cash in hand, £18; and 
Stock of Coal, etc., £570. They agree to take into partnership C. a Coal Agent, as 
from 1st January 1943 on the following terms :—Profits and Losses to be shared—A, 
2|5ths, B, 2|5ths and C 115th. C was to bring into partnership “Book Debts” amounting 
to £560 ( less a Reserve for Bad Debts of 5 per cent), and the Goodwill of his 
connection, valued at £310 ; while his Capital in the new firm was to be £1,000, the 
balance of which he was to pay in cash on signing the Articles of Partnership on 1st 
January 1943. It was further agreed between A, B and C that the following adjust¬ 
ments should be made in the figures as shown on A and B’s Balance Sheet on. 
31st December 1942:—The Coal Trucks were to be taken at £1.000. and the Carts, 
Plant and Horses at £550 as the result of an independent valuation ; a Bad Debt 
Reserve of 7i per cent was to be deducted from outstanding Debtors ; the Goodwill 
of the old firm (A and B) was to be taken at £455; and A was to be paid out 
from the Bank Balance such a sum as would make his Capital equal to B’s. The 
Agreement was carried out. (a) Make Journal entries necessary to complete the above 
adjustments ; and (b) draw up a Balance Sheet showing the position of the new firm 
as on 1st January 1943. 


Solution 


(a) 


JOURNAL 


l 

Sundry Debtors ... ... ... ... Dr. 

Goodwill ... ... ... ... „ 

Bank ... ... ... ... „ 

To C's Capital Account 
,, Reserve for Bad Debts 

(Being the Book Debts, Goodwill and Cash brought in 
by C, as per arrangement). 


I Coal Trucks ... ... ... ... Dr. 

| Carts, Plant and Horses * ... ... ... „ 

Goodwill ... ... ... ... „ 

i To Profit and Loss Adjustment Account 
I (Being the adjustment in the values of above assets 
brought into the new Firm's Account). 


L.F 


ii 

£ 5. d. ji £ 5. d. 

560 0 0 ! 

310 0 0 
158X) o; 

il,000 0 0 

;! 28 o o 


70 0 0i: 

,1 74 0 0 
* 455 0 Oil 

■> 599 0 0 


I 


| Profit and Loss Adjustment Account ... Dr. 

To Reserve for Bad Debts 
(Being the provision made for Doubtful Debts). 


279 0 O', 

, 279 0 0 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


JOURNAL -Contd. 


Profit and Loss Adjustment Account 

... Dr. 

To A's Capital Account 


,, B s „ »» 


(Being the transfer of credit balance of Profit and Loss 

Adjustment Account to the original 
Capital Accounts). 

partners' 

A’s Capital Account... 

... Dr. 

To Bank 


(Being the amount paid out to A to make 

his Capital 

Account equal to B's). 


£ 5. d. 

320 0 0 


500 0 0 


£ 5. d. 

160 0 0 
160 0 0 


500 0 0 


Messrs. A, B & C 
(b) BALANCE SHEET 

As at 1st January 1943 


Liabilities 

i 

£ | 

i £ 

Sundry Creditors 

. 


On Open Accounts 

848 | 


Bills Payable 

652 8 



— 

1,500 

Capital Accounts:— 

A 

... 2,760 ! 


B 

... 2,760 


C 

... 1,000 



— 

6,520 


1 



£; 

1 8,020 




Assrte £ | £ 


Cash in hand 


18 

Cash at Bank 


824 

Sundry Debtors 

Less Reserve for Bad 

4,280 


Debts 

307 



— 

3,973 

Stock 


570 

Furniture and Fittings 


320 

Coal Trucks 


1,000 

Carts, Plant and Horses 


i 550 

Goodwill 


\/765 


£ 

j 8,020 



106 


On 1st January 1943, Abraham and Bhagwanji, who were trading in partnership 
sharing 7(12ths and 5|12ths respectively, take in Cooverji giving him 116th share. 
Over and above his Capital, Cooverji brings in Rs. 96.000 as his Goodwill for the l[6th 
share which he has acquired 1! 24th from Abraham and 4.'8th from Bhagwanji. The 
Cash brought in by Cooverji as his Capital as well as for his share in Goodwill is 
credited in one separate account in his personal name. On j£lst December 1943, their 
Trial Balance stood as follows : — 


Machinery 

Rs. 

.. 6,00,000 

Furniture 

40,000 

Stock 

.. 1,20,000 

Debtors 

.. 2,00,000 

Abraham’s Drawings 

32,000 

Bhagwanji’s Drawings 
Cooverji’s Drawings 

52,000 

8,000 

Cash on hand 

28,000 


Rs. 10,80,000 


Rs. 

Abraham's Capital .. .. 3,36,000 

Bhagwanji’s Capital .. 2,40,000 

Cooverji’s Account (Personal) .. 2,24,000 

Creditors 48,000 

Current Year’s Profit .. 2,32,000 


Rs. 10,80,000 


Interest on drawings is to be ignored but interest on Capital Accounts is to be 
allowed at 5 per cent per annum after the necessary adjustments therein as regards 
the Goodwill cash brought in by Cooverji. Prepare the Balance Sheet of the firm as 
on 31st December 1943, showing full details in the Capital Accounts of the three partners. 
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Solution 

BALANCE SHEET OF MESSRS. ABRAHAM, BHAQWANJI AND COOVERJI 

As at 31 st December 1943 


Liabilities & Capital ; 

Creditors ... ... 

Capital Accounts:— 

Abraham— Rs. 

Balance on 1st Jan. 1943... 3,36,000 
Add —Jth Share of Good¬ 
will 


24,000 


U 


Int. @ 5% p.a. 
13/24ths Share of 

Profit. 


Less Drawings 


3,60,000 

18,000j 

1,04,OOOj 


4,82,000 

32,000 


Bhagwanji— 

Balance on 1st Jan. 1943... 2,40,000 
Add —Jths Share of 

Goodwill ... 72,000 

3 , 12 , 000 ' 

„ Int. @5% p.a. ... 15,600 

„ 7/24ths Share of Profit 56,000 


Less Drawings 


3,83,600 

52,000 


Cooverji— 

Cash paid on 1st Jan. 1943 2,24,0001 
Less Goodwill ... 96,000! 


Vl,28,000 

Add Int. @ 5% p.a. ... 6>,400 

„ l/6th Share of Profit 32,000 


Less Drawings 


1,66,400 

8 , 000 ! 


Rs. 


Rs. 

48,000 


4,50,000 


3,31,600 


1,58,400 


9,88,000 


As$£/$ & Property 


Cash on hand 

Debtors 

Stock 

Furniture 

Machinery 


Rs. 

28,000 

2,00,000 

1,20,000 

40,000 

6,00,000 


Rs. 9,88,000 


Note. —The profit of Rs. 2,32,000 is adjusted as under before distribution amongst 
the partners: — 


Rs. 

Current Year’s Profits .. .. .. 2,32,000 

Less Interest on Capital— Rs. 

Abraham .. .. .. 18,000 

j Bhagwanji .. .. 15,600 

j Cooverji .. 6,400 

. - 40,000 


Divisible amongst Partners 


Rs. 1,92,000 


Abraham to take -7112 — L|24 = 13|24ths, Bhagwanji, 5|12 — 1[8 = 7|24ths, and 
Cooverji l|6th, according to the new arrangement. 

10 
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^Problem 107 

Keshav, Pendharkar and Chapekar have been working in partnership sharing, 
profits in proportions of 3|5, 1|5 and 1|5 respectively. 


On 31st March 1943, their Balance Sheet showed as follows: — 



Liabilities 

Rs. 

Assets 


Rs. 

Creditors 


5,000 

Cash 


2,000 

Capitals: — 

Rs. 


Sundry Debtors 

5,000 


Keshav 

15,000 


Less Reserve 

500 


Pendharkar 

7,500 




4,500 

Chapekar 

7,500 


Slock 


20,000 



30,000 

Fixtures and Fittings 


1,000 




Lease 


7,500 


Rs. 

35,000 


Rs. 

35,000 



PROBLEMS IN ADVANCED ACCOUNTING 


They admit A in partnership on condition that he should take a fourth share 
in the business and contribute proportionate capital. He is also required to bring in 
Rs. 3,000' as his share of Goodwill. On a subsequent date, the entire concern is sold 
to Y who pays Rs. 20,000 for Goodwill. 

Show the Capital Accounts of Keshav, Pendharkar. Chapekar and A, firstly on 
the assumption that A brings the Goodwill amount in Cash, and secondly on the 
assumption that he does not bring Goodwill amount in Cash. 


Solution 


(a) When A brings his share oj Goodwill in Cash , and the same is 
withdrawn by the partners : — 


To Bank 

Balance c/d. 


To Balance Payable 


KESHAV'S CAPITAL ACCOUNT 


Rs. 

1,800 

15,000 


Rs. 16,800 


24,000 


Rs. 24,000 


By Balance b/fd. 

Goodwill Account—3/5ths Share... 1 

Rs. 


By Balance b/d. 

,, Goodwill Account-9/'20ths Share 

Rs. 


Rs. 

15.000 
. 1,800 


16,800 


15,000 
9,000 u/ 

24,000 


PENDHARKAR’S CAPITAL ACCOUNT 



Rs. 


Rs. 

To Bank 

600 

By Balance b/fd. 

7,500 

„ Balance c/d. 

7,500 

„ Goodwill Account — l/5th Share... 

600 

Rs. 

8,100 

Rs. 

8,100 •'* 

To Balance Payable 

! 10,500 

By Balance b/d. 

7,500 



„ Goodwill Account—3/20ths Share 

3,000 

Rs. 

10,500 

Rs. 

10,500 
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CHAPEKAK’S CAPITAL ACCOUNT 



Rs. 


Rs. 

To Bank 

600 

By Balance b/fd. 

7,500 

„ Balance c/d. 

7,500 

,, Goodwill Account — l/5th Share... 

600* 

Rs. 

8,100 

Rs. 

8,100 

To Balance Payable 

10,500 

By Balance b/d. 

„ Goodwill Account—3/20ths Share 

7,500 

3,000 

Rs. 

10,500 

Rs. 

10,500 


A’S CAPITAL ACCOUNT 


To Balance Payable 

... 

Rs. 

I 15,000 

By Bank 

„ Goodwill Account—5/20ths Share 

Rs. 

10,000 

5,000 


Rs. 

15,000 

Rs. 

15,000 

.... ... - - .. ... 

—___ 

______ 




GOODWILL ACCOUNT 



Rs. 

Rs. 


; Rs. 

To Keshav's Capital — 

3/5ths Share 

„ Pendharkar's Capital — 
l/5th Share 

„ Chapekar’s Capital — 
l/5th Share 

1,800 

600 

600 I 

3,000 

By Bank 

3,000 


! 




Rs. 

3,000 

Rs. 

3,000 

To Keshav's Capital — 

9/20ths Share 
„ Pendharkar’s Capital — 
3/20ths Share 
,. Chapekar’s Capital — 
3/20ths Share 

„ A’s Capital — 5/20ths Share 

| 

."i 

j 

... 

9,000 

3,000 

3,000 

5,000 

By Bank 

20,000 


Rs. 

20,000 

Rs. 

20.000 




< 



(b) When A brings his share of Goodwill in Cash, and the same is not 
withdrawn by the old proprietors : — 


To Keshav’s Capital— 
3/5ths Share 

,» Pendharkar's Capital— 
l/5th Share 

„ Chapekar's Capital— 
l/5th Share 


GOODWILL ACCOUNT 
Rs. 


Rs. 

1,800 

600 

600 


Fs. 


3,000 


3,000 


By Bank 


Rs. 

3,000 


Rs.i 3,000 

1 '■ i Tor 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


GOODWILL ACCOUNT— Contd. 



1 

! Rs. 


Rs. 

To Kcshav’s Capital— 
9/20ths Share 
„ Pendharkar’s Capital— 
3/20ths Share 
„ Chapekar's Capital— 
3/20ths Share 
„ A's Capital—5/20ths 
Sharfe 

... 9,000 

... 3,000 

... 3,000 

... 5,000 

.. 

t 

1 20,000 

By Bank 

j 

i 

i 

20,000 


Rs. 

20,000 

R ,| 

20,000 


KESHAVS CAPITAL ACCOUNT 


To Balance c/d. 

... 

Rs. 

16,800 

By Balance b/fd. 

„ Goodwill Account — 3/5th Share ... 

Rs. 

15,000 

1,800 


Rs. 

16,800 

Rs. 

16,800 

To Balance Payable . 

... 

25,800 

By Balance b/d. 

„ Goodwill Account — 9/20ths Share 

16,800 

9,000 


Rs. 

25,800 

Rs. 

25.800 

_____ ________ 





• 

PENDHARKAR’S CAPITAL ACCOUNT 


To Balance c/d. 


Rs. 


Rs. 


i 8,100 

By Balance b/fd. 

„ Goodwill Account—l/5th Share ... ; 

7,500 

600 


Rs. 

8,100 

Rs. 

8.100 

To Balance Payable 

... 

11,100 

By Balance b/d. 

., Goodwill Account—3/20ths Share... 

1 8,100 
3,000 

• 

Rs. 

11,100 

Rs. 

11,100 


To Balance c/d. 


To Balance Payable 
f 


CHAPEKAR’S CAPITAL ACCOUNT 



By Balance b/fd. 

„ Goodwill Account—l/5th Share .. 

Rs. 

By Balance b/d. 

„ Goodwill Account—3/20ths Share 

Rs. 


Rs. ' 
7,500 
600 

| 8,100 

8,100 

3,000 

11,100 


11.100 
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A’S CAPITAL ACCOUNT 


To Balance Payable 


Rs. 


Rs. 

16,000 


16,000 


By Bank ... 

„ Goodwill Account—5/20ths Share... 

Rs. 


Rs. 

11,000 

5,000 


16,000 


(c) When A does not bring his share of Goodwill in Cash, and the 
oodwill Account, being raised in the books, is allowed to stand as an asset: 


GOODWILL ACCOUNT 


To Sundries 


Rs. 

12,000 


Rs. r 12,000 


•*1 


To Balance b/d. 

„ Balance transferred— Rs. 

Keshav's Capital—9/20 3,600 ! 

Pendharkar's ,, —3/20 1,200 ! 

Chapekars „ -3/20 1,200 j 

A's „ —5/20 2,000 j 


Rs. 


12,000 


8,000 


20,000 


By Balance c/d. 


By Bank Account 


Rs. 


Rs. 

12,000 


12 , 00 a 


20,000 


Rs. ; 20,000 


KESHAV’S CAPITAL ACCOUNT 


To Balance c/d. 


To Balance Payable 


Rs. 

... 22,200 


Rs. 22,200 
.. 25,800 

Rs. !' 25,800 


By Balance b/fd. ... 

„ Goodwill Account—3/5th Share ... 

Rs. 

By Balance b/d. 

„ Goodwill Account—9/20ths Share... 

Rs. 


Rs. 

15,000 

7,200 


22,200 

22,200 

3,600 

25,800 


PENDHARKAR’S CAPITAL ACCOUNT 



l 

Rs. 


Rs. 

To Balance c/d. 


9,900 

By Balance b/fd. 

„ Goodwill Account—l/5th Share ... 

! 7,500 

| 2,400 


Rs. 

i 9,900 

Rs. 

9,900 

To Balance Payable 

... 

| 11,100 

1 

By Balance b/d. ... ...; 

„ Goodwill Account—3/20ths Share 1 

9,900 

1,200 


Rs. 

1 11,100 

Rs. 

11,100 


_ 

I__ 
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CHAPEKAR’S CAPITAL ACCOUNT 



Rs'. 


Rs. 

To Balance c/d. 

9,900 

By Balance b/fd. 

7,500 



„ Goodwill Account—l/5th Share ... 

2,400 

Rs. 

9,900 

Rs. 

9,900 

To Balance Payable 

11,100 

By Balance b/d. 

9,900 



„ Goodwill Account — 3/20ths 




Share 

1,200 

Rs. 

11,100 

Rs. 

11,100 


A’S CAPITAL ACCOUNT 


To Balance Payable 


! 

Rs. 


Rs. 

i 

16,000 

By Bank 

„ Goodwill—5/20ths Share 

| 14,000 

j 2,000 

Rs. 

16,000 

Rs. 

i 16,000 

_ 

___ 

__ _ __ _ ___ 

1 


( d ) Where Goodwill is not brought in Cash, 
Account, after being raised in the books , is immediately 
the partners (including the new partner ):— 


and the Goodwill 
written back to all 


GOODWILL ACCOUNT 





s y 

-ST' __ 

~"" ~ : ” 



Rs. 



Rs. 





Rs. 


To Sundries 

...1 

12,000 

By Keshav's Capital—9/20ths 






SliSre 

5,400 



i 


„ Pendharkar's Capital— 






3/20ths Share 

1,800 





„ Chapekar's Capital— 






3/20ths Share 

1,800 





„ A's Capital—5/20ths Share 

3,000 





- 


12,000 


Rs. j 

12,000 


Rs. 

12,000 

To Keshav's Capital—9/20ths 



By Bank 


20,000 

Share 

9,000 





„ Pendharkar's Capital— 






3/20ths Share 

3,000 





„ Chapekar’s Capital— 






3/20ths Share 

3,000 





„ A's Capital—5/20ths Share 

5,000 






• 

20,000 





Rs. 

20.000 


Rs. 

20,000 
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KESHAV’S CAPITAL ACCOUNT 


!, 

Rs. 


Rs. 

To Goodwill Account—9/20ths Share ... 

„ Balance c/d. ... ...j 

5,400 

16,800 

By Balance b/fd. 

„ Goodwill Account—3tf5ths Share j 

15,000 

7,200 

Rs. 

22,200 

Rs. '! 

22,200 

!, 

„ Balance Payable ... ...* 

25,800 

i 

,, Balance b/d. 

„ Goodwill Account—9/20ths Share ; 

16,800 

9,000 

Rs. 

25,800 

Rs. 

25,800 


i 

I 


PENDHAHKAR’S CAPITAL ACCOUNT 


! 

j Rs. 

i 

“ Rs. 

To Goodwill Account—3/20ths Share ... 1,800 

„ Balance c/d. ... .. 8,100 

By Balance b/fd. 

„ Goodwill Account—l/5th Share ... 

7,500 
i 2,40Q 

Rs. 

9.900 j 

Rs. 

L 9 ’W° 

i 

„ Balance Payable 

j 11,100 

By Balance b/d/ 

„ Goodwill Account—3/20ths Share i 

8,100 

3,000 

Rs. 

j. 11,100 

Rs. 

i 11,100 



i .. ..... . _ 

CHAPEKAR’S CAPITAL ACCOUNT 

To Goodwill Account—3/20ths Share .. 
„ Balance c/d. 

1 

! Rs. 

j 1,800 
| 3,100 

By Balance b/fd. 

„ Goodwill Account—l/5th Share ... 

Rs. 

7,500 

2,40^ 

Rs. 

j 9.900 

Rs. 

| 9,900 

To Balance Payable 

! 

11,100 

By Balance b/d. 

„ Goodwill Account—3/20ths Share... 

8,100 
| 3,000 

Rs. 

1 11,100 

Rs. 

11,100 

_ __ 1 _ _ . 7 _ 

A’S CAPITAL ACCOUNT 


To Goodwill Account—5/20ths Share .. 
„ Balance c/d. 

II 

1! Rs. 

!l 3,000 
11,000 

By Bank 

Rs. 

14,000 

i 

Rs. 

14,000 

Rs. 

; 14,000 

To Balance Payable 

16,000 

By Balance b/d. 

„ Goodwill Account—5/20ths Share.. 

. ! 11,000 
,'i 5,000 

Rs. 

■j 16,000 

Rs. 

16,000 

— . .... .._.. .. -- 

.1 ... 

’1 _ ... ... _ . __ 

1 


NoxE.-r-The above solution requires to be studied most carefully, inasmuch as 
it serves to show how each partner’s Capital Account would be adjusted under each 
of the following circumstances : — 


(a) Where the incoming partner brings his share of Goodwill in cash and the 
same is withdrawn by the old proprietors ; 

•(b) Where the incoming partner brings his share of Goodwill in cash but the 
same is not withdrawn by the old proprietors and is retained in the business as 
additional capital; 
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(c) Where the incoming partner does not bring his share of Goodwill in cash 
but a Goodwill Account is raised and the same is allowed to stand as an asset from 
year to year ; 

(d) Where the incoming partner does not bring his share of Goodwill in cash 
and a Goodwill Account is raised, but the same is written back to the Capital Accounts 
of all the partners (including the new-comer). 

* It must be noted that in this case if the incoming partner is required to bring 
capital bearing any specific proportion to the capital of the firm, the capitals of the 
other partners for this purpose would be the amounts standing to their accounts 
after the credit in respect of Goodwill has been given to them. 


RETIREMENT OR DEATH OF A PARTNER 

^Problem 108 

Smith and Robinson carried on business in partnership, 
^hey dissolved the partnership and Smith retired. 

Their Balance Sheet at that date was as follows : — 


On 3lst December 1943, 


Liabilities £ 

Sundry Creditors and Reserves .. 10,000 
Bills Payable . .. 5,000 

Loan on Mortgage of Freehold 
Property, contra 3,000 

Smith—Capital Account .. 21,000 

Robinson—Capital. Account .. 14,000 


£ 53,000 


Assets 

£ 

Freehold Land and Buildings 

.. 5,000< 

Fixed Plant and Machinery 

.. 12,000- 

Loose Plant and Tools 

.. 4,000 

Patterns and Models .. 

.. 2,000 

Stock-in-trade 

.. 15,000 

Sundry Debtors and Reserves 

.. 11,000 _ 

Bills Receivable 

.. 2,500 

Cash in Hand 

300 

Cash at Bank 

.. 1,200 

£ 53,000 


Profits and losses were shared in the proportions of Smith two-thirds and Robinson 
one-third. 

Robinson agreed to take over the business on the following terms: — 

The Freehold Land and Buildings were to be taken over by Smith at the amount 
stated in the Balance Sheet, subject to the Mortgage, and Robinson was to rent the 

premis es on a repairing lease at £250 per annum . -—- 

Revaluations were to be made which resulted as follows : — 


Fixed Plant and Machinery, £10,000; Loose Plant and Tools, £4,400; Patterns 
and Models, £1,800; and Stock-in-trade, £12,000.^^ 

Smith agreed to allow the amount due to him (less £300 which was to be paid 
to him in cash) to remain as a loan to Robinson at 5 perl cent interest. 

Make out Robinson’s Balance Sheet, after the transactions have been completed. 

(Chartered Accountants.) 

Solution 

ROBINSON’S BALANCE SHEET 


As at 31st December 1943 


Liabilities 

1 

£ i 

£ 

Assets 

"f 

I 

£ 

Sundry Creditors:— 

i 


Cash at Bank 


1,200 

For Bills Payable 

5,000! 


Bills Receivable 


2,500 

On Open Accounts 

10,000’ 

15,000 

Sundry Debtors and Reserves 
Stock-in-trade j 

Loose Plant and Tools ^ 
Patterns and Models 


11,000 

12,000 

Smiths' Loan Account 
Robinson—Capital Account:— 

. 14,000 

. 1,600 

£ 

15,500 


4,400 

1,800 

Balance 

Less Profit and Loss 
Adjustment Account 

i 

12,400 

42,900 

Fixed Plant and Machinery j 

£ 

10,000 

42,900 






_ 


Notes. — (1) The Profit and Loss Adjustment Account, if prepared, will show a 
Loss of £4,800 which will be shared by the partners in the ratio of 2:1. 
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(2) The amount of Smith’s Loan, as shown in the Balance Sheet of Robinson, 
viz. £15,500, is arrived at as follows: — 


£ 

Credit Balance of his Capital Account .. 21,000 

Less Value of Freehold Land and Buildings £ 
taken over by him 5,000 

Less Loan on Mortgage of same 3,000 


Loss oh ' Adjustment—2|3rds share 
Amount pauj^in Cash . ^ . 


jforohl etrf* 109 


2,000 

3,200 

300 


5,500 
£ 15,500 


rtn^Sha, C wis 1 — j ' 


A, B and C carry on business in partnership C wishes to retire 
A and B agree to carry on the business, taking^bver the assets at a valuation 
agreed by the three partners, and discharging the liabilities of the firm. The following 
is the position of the firm as on 30th September 1943, the date of dissolution : - 




£ • 



£ 

Sundry Creditors 

.. 18,900 

Plant 


.. 4,000 

Loans 

.. 7,000 

Fixtures 


500 

Capital Accounts: — 


Furniture 


250 

A 

.. 3,000 

Stock-in-trade 


.. 10,000 

B 

.. 4,000 

Sundry Debtors 


.. 18,000 

C 

.. 1,000 

Bills Receivable 


.. 4,000 

Profit and Loss Account 

.. 3,000 

Cash in hand 


50 



Cash at Bank 


100 


£ 36,900 

i 


£ 36,900 


The agreed values of the Assets, are as follows: — 

Plant £3,050. Fixtures £350. Furniture £150. Stock-in-trade less 20 per 
cent discount. Sundry Debts (less Discounts and Bad Debts) £15,000. Provision for 
Doubtful Bills £1,000. 

(a) Prepare Balance Sheet showing the position of the new firm of A and B 
on taking over the business. 

( b) Also the Capital Accounts and Balance Sheet of A, B and C after the above 
valuation and dissolution adjustments have been made. The profits and losses are 
divisible on the basis of Capital originally contributed. 

(Incorporated Accountants.) 

Solution 

BALANCE SHEET OF A AND B 


Liabilities 


£ 

* Assets 

£ 

£ 

Sundry Creditors 

i 


Cash in hand 


50 

For Loans 

... 7,000 


„ at Bank 


100 

On Open Accounts 

... 18,900 


Bills Receivable 

4,00*6 




25,900 

Less Reserve 

1,000 ( 


C's Account * ... 

... ... 

475 


— 

3,000 

Capital Accounts:— 



Sundry Debtors 

18,000 


A 

... 1,425 


Less Reserve for Doubt¬ 



B 

... 1,900 


ful Debts 

3,000 

1 



3,325 



' 15,000 


j 


Stock-in-trade 

... 

8,000 



i 

Furniture 


150 




Fixtures 


| 350 



| 

Plant 


3,050 

i 


£ 

29,700 

|i 


£ 

29,700 
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A’S CAPITAL ACCOUNT 


To P. & L. Adjustment Account 
„ Balance c/d. 

... 

£ 

1 

1,575 

1,425 

By Balance b/fd. 


£ 

3,000 


£ 

3,000 


£ 

3,000 



i 

1 

By Balance b/d. 

... 

1,425 


B’S 

UAPITAI 

, ACCOUNT 




! 

J 

£ 


i 

£ 

To P. & L. Adjustment Account 

1 

2,100 

By Balance b/fd. 


4,000 

„ Balance c/d. 

£ ! 

! 

! 

i 

1,900 

L 4 ±°9°. 

j 

J 

By Balance b/d. 

£ 

4.000 

1,900 


C’S CAPITAL ACCOUNT 


£ £ 

To Profit and Loss Adjustment Account 525 By Balance b/fd. ' ... ...;| 1,000 

„ Balance—transferred to C's Account: 475 jj 

£ j, 1,000 £ 1,000 


C’S ACCOUNT 


j; '“.~ 


* 

£ 

ji 

By Balance—transferred from Capi¬ 


!i_ 

tal Account 

j 475 


BALANCE SHEET OF A, B AND C 


Liabilities 

* , i 

i £ ! 

i 

n"~ 

1 £ 

AsStffS 

£ | £ 

Sundry Creditors 

I 


Cash in hand 

i 50 

For Loans 

| 7,000 


„ at Bank 

100 

On Open Accounts 

| 18,900 


Bills Receivable 

4,000 


j- 

25.900 

Less Reserve 

1,000 

Capital Accounts 

£ 



— -- 3,000 

A—Balance 

3,000 1 


Sundry Debtors 

18,000 

Less Adjustments 

1,575 


Less Reserve for 

i 

— 

- 1,425 


Doubtful Debts 

3,000 I 

B—Balance 

4,000 



- 15,000 

Less Adjustments 

2,100 


Stock 

10,000 . 

— 

1,900 ; 


Less Written off 

2,000 





-1 8,000 

Carried over £ f 3,325 

25,900 

Carried over £ 

26,150 
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BALANCE SHEET— Contd. 


if 



£ 

£ 

i 

£ | 

£ 

Brought fid. 

3,325 

25,900 

Brought fid . 

i 

26,150 

C—Balance 1,000 



Furniture 

250 


Less Adjustments 525 



Less W ritten off 

100 


— -- 




-1 

150 



3,800 

Fixtures 

500 | 



j 475 


Less Written off 

150 






— 

350 


1 


Plant 

4,000 

| 


1 ! 


Less W ritten off 

950 



i 

I 



,- 

! 3,050 


i £ ■ 

29,700 


, £ 

29,700 


Note. —The Loss on adjustment, after deducting the Profit of £3,000 (as per the 
Balance Sheet) will be £4,200, and this will be shared by all the partners in their 
profit-sharing proportions.,' 

^Problem 110 


The partners in the firm of A and B agree to dissolve on 31st December 1943, 
and the Balance Sheet stated at that date was as follows : — 


Liabilities 

£ 


Assets 

£ 

Trade Creditors 

.. 10,000 

Stock-in-trade 


.. 11,500 

Union Bank 

500 

Warehouse and 

Office Fixtures, 

Bills Payable 

.. 2,300 

Fittings, etc. 
Book Debts' 

400 

A—Capital 

.. 10,700 


.. 17,100 

B—Capital 

.. 3,500 

Bills Receivable 

£2,800 under 


Profit and Loss Account 

. . 3,000 

! Discount 





1 Goodwill 

i 


.. 1,000 


£*30,000 

I 


£ 30,000 


Profits are divisible in the proportions of A 4j7, B 3,7 ; 5 per cent interest 
being allowed on Capital and no interest charged on Drawings, which were upon the 
basis of £500 per annum each> A is to retain the busi nses premises, and undertakes 
to discharge all liabilities and to .take over assets with liberty to B to carry on business 
elsewhere ; B is to take 114th of the stock in part-payment of his capital, and to leave 
in the business for one year a sum of £500 as a guarantee against any bad debts 
or liabilities on bills unSer discount, and to receive or pay any balance in cash, any 
amount received being derived from book debts. 

Prepare A’s Balance Sheet showing position after the dissolution and the com¬ 
pletion of these transactions. 

(Incorporated Accountants.) 

Solution 

BALANCE SHEET OF A 


Liabilities 

" !! 

£ 1 

£ 

Assets ! 

£ 

Sundry Creditors:— 



Book Debts 

1 17,100 

Union Bank 

500 


Stock 

; 8,625 

On Open Accounts 

10,000 1 


Warehouse and Office Fixtures, 

For Bills Payable 

2,300 i 


Fittings, etc. 

! 400 


j! 

12,800 

Goodwill 

^000 

B—Loan Account 


v 1,285 


B—Guarantee Account 

j 

500 



A's Capital Account 

j 

12,540 




£ ! 

1 

27,125 

£ 

27,125 


Note.—T here is a Contingent Liability for Bills Receivable under discount 
amounting to £2,800. 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Notes. —(1) It is assumed that Drawings of £500 by each partner have been 
made and are deducted from their respective Capitals. As Interest on Capital is always 
calculated on the opening Capitals (without taking into account the Drawings), before 
calculating the Interest, £500 must be added to each of the partners’ Capitals. 

(2) The Profits after the deduction of Interest on Capital will be £2,240, of 
which B’s share will be £960. 

(3) The amount of B’s Loan, as shown in the Balance Sheet of A, viz. £1,285, 


is arrived at as follows : — \ 

£ 

B’s Capital as per Balance Sheet .. .. 3,500 

Add Interest on Capital .. .. 200 

Profits—3|7ths share .. .. 960 

£ 4,660 

Less Value of lj4th Stock taken over 2,875 


Amount transferred to Guarantee Account 500 

- 3,375 

£ 1,285 


(4) The amount of A’s Capital is arrived at after adding his share of Profits and 
Interest on his Capital. 

problem 111 

The following was the Balance Sheet of a firm upon dissolution of partnership, A 
retiring and B continuing the business. The partners’ shares as to Capital and Profits 
were A, 4hree-fourths and B, one-fourth. 


£ l £ 

O AO A ion 


Capital—A 
„ B 

Loan from A 
Creditors 

Reserve 


.. 9,000 

.. 3,000 \ 

.. 2,000 
.. 1,800 
.. 1,200 | 

Freelfold 

Debtors 

Cash 

Stock 

t 

.. 12,000 
.. 3,000 
.. 1,000 
.. 1^000 



£ 17,000 



£ 17,000 


A agreed tq buy the Freehold for £10,000. 

The Stock was taken over by B at 10.. per cent discount. 

The Debtors realized 86 per cent of their value. 

The costs of the Liquidation exclusive of the above deficiencies were £470. 

What did each partner receive ? Show Cash Account, Liquidation Account and 
the Partners’ Accounts. 

(Chartered Accountants.) 

Solution 

CASH ACCOUNT 


To Balance 

„ Liquidation Account 
—Debtors 

tt A’s Capital Account 

£ 


£ s. d. 

| 

£ s. d. 

1,000 0 0 

By Creditors .. i 

1,800 0 0 


,, Cost of Liquidation 

470 0 0 

2,580 0 0 

„ B's Capital Account ,. j 

1,652 10 0 

342 10 0 



3,922 10 0 


3,922 10 0 


T _ . _ 

..... ___ 
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LIQUIDATION ACCOUNT 


j £ s. d. 

By A’s Capital Account— | 

Freehold Purchase 10,000 0 0 ^ 

„ B's Capital Account— | 

Stock Purchase ...! 900 0 0 ~ 

„ Cash —Debtors ...j 2,580 0 0 

„ Loss 

£ s. d. ; 

A-Jth 2,242 10 0 j 

B-ith 747 10 0 I 

-1 2,990 0 0 

£ | 16,470 0 0 


A’s LOAN ACCOUNT 


j £ s. d. \ £ s. d . 

To A's Capital Account — i 

Transfer ... ... i 2,000 0 0 By Balance ... ...: 2,000 0 0 


A’s CAPITAL ACCOUNT 


1 

£ s. d. 

* 

£ s. 

d. 

To Liquidation Account- 


By Balance b/fd. ... 

9,000 0 

0 

Freehold purchased 

10,000 0 0 

„ Reserve 

9<fc 0 

0 

„ Liquidation Account—Loss 

2,242 10 0 

„ Loan Account— Transfer ... 

2,000 0 

0 


„ Cash 

342 10 

0 

£ ; 

12,242 10 0 

£ 

12,242 10 

0 

|; 






B’s CAPITAL ACCOUNT 


£ 5. d. 

To Liquidation Account- 

Stock purchased ... 900 0 0 

„ Liquidation Account — Loss 747 10 0 
„ Cash ... ... 1,652 10 0 

£ i 3,300 0 0 


£ s. d. 

By Balance b/fd. ... ... 3,000 0 0 

„ Reserve ... ... 300 0 9 ' 


£ 3,300 0 0 


| £ s. d. 

i # 

To Freehold ... ... 12,000 0 0 

„ Debtors ... ... 3,000 0 0 

„ Stock ... ... 1,000 0 0 

M Cash—Cost of Liquidation ... i 470 0 0 


£ 16,470 0 0 




blem 112 


A and B carried on business as Pottery Manufacturers at Hanley, under the style 
of A, B & Co. They dissolved partnership on 31st March 1944. A retiring from <the 
business and B continuing to carry it on under the same style and purchasing A’s share 
therein at the amount shown as his Capital at 31st March 1944, after a proper revaluation 
of the Assets. 


The firm’s Balance Sheet at 31st December 1943, was as follows: — 
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Liabilities 

£ 

Assets 

£ 

Sundry Creditors 

5,000 j 

Land and Buildings 

10,000 

Bills Payable 

1,500 

Plant and Machinery .. . 1 

6,000 

Mortgage on Land and Building 

i 

Loose Tools and Plant .. 

3,000 

@4% . 

7,500 i 

% Stock-in-trade 

9,000 

A—Capital 

14,500 

Sundry Debtors after providing 

B- „ . 

9.500 ] 

for Bad Debts and Discounts .. 

7,500 



Bills Receivable 

1,000 



Cash in hand and at Bank 

1,500 

£ 

38,000 

£ 

38,000 


Profits and Losses both of Capital and Revenue were divided in the proportions 
of A, two-thirds, and B. one-third. 

The revaluations at 31st March resulted ns follows:—Land and Buildings, £9,100; 
Plant and Machinery, £5,600 ; Loose Plant and Tools, £3,500; Stock-in-trade, £8,000. 
The other assets at that date were agreed as follows:—Sundry Debtors (after providing 
for Bad Debts and Discounts), £8.500; Bills Receivable, £600 * Cash in hand and at 
Bank, £2,000. 

The Liabilities were:—Loan on Mortgage at 4%, £7.500 (interest paid to 31st 
December 1943) ; Bills Payable, £1,000 : Sundry Creditors, £3.500. 

Make out the necessary Adjustment Account and Balance Sheet at 31st March 1944. 

* (Chartered Accountants.) 

Solution 

PROFIT AND LOSS ADJUSTMENT ACCOUNT 


To Land and Buildings 
„ Plant and Machinery 
„ Stock-in-trade ... 

„ Bills Receivable ... 

M Interest on Mortgage 
„ Profits:— 

A's Capital £ s. d. 

Account 816 13 4 
B's Capital 

Account 408 6 8 


£ 


BALANCE SHEET OF A, B & CO. 
As at 31st March 1944 


Liabilities 


i 

£ 5. 

d. 

Assets 

! £ 

s. 

d. 

Loan on Mortgage ... 


1 

7,500 0 

0 

Cash in hand and at Bank 

: 2,000 

0 

0 

Sundry Creditors 





Bills Receivable 

i 600 

0 

0 

On Open £ 

5. 

d. 



Sundry Debtors after pro- 




Accounts 3,500 

0 

0 



viding for Bad Debts and 




On Bills Payable 1,000 

0 

0 



Discounts 

8,500 

0 

0 

Outstanding for 


i 



Stock-in-trade 

1 8,000 

0 

0 

Interest on Loan 75^ 0 

o ; 



Loose Tools and Plant 

3,500 

0 

0 

- r 

— 

— 

4,575* 0 

0 

Plant and Machinery 

5.600 

0 

0 

A’s Account. 


...;! 

15,316 13 

4 

Land and Buildings 

| 9,100 

0 

0 

B's Capital Account:— 









Balance ... 9,500 

0 

0 







Add Profits ... 408 

6 

8 ; 








— 

-!; 

9,908 6 

8 







£ 1 

jl« 

37,300 0 

0 

£ 

j 37,300 

0 

0 


£ s. d. ! £ s. d . 

900 0 0 By Loose Plant and Tools ... 500 0 0 

400 0 0 „ Sundry Debtors .. 1,000 0 0 

1,000 0 0 „ Cash in hand and at Bank... 500 0 0 

400 0 0 „ Bills Payable ... ... >500 0 0 

75^0 0 „ Sundry Creditors ... a/1,500 0 0 


1,225 0 0 

4.000 0 0 £ 4,000 0 0 
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^/froblem 113 

Black and White have been in business together for three years ending 31st 
December 1943, at which date they agree to dissolve partnership. Black takes over the 
business and agrees to pay White £1,800 for his share of the Goodwill. Black has 
drawn out £500 each year, and White £650 each year. Black’s Capital at the start was 
£3,000 and White’s £4,000. The profits of each year were £1,000, £1,200 and 
£1,350 respectively. There was no Deed of Partnership and no arrangement as to 
interest on Capital. Draft Capital Accounts (in White’s show the amount he will receive 
on going out) and Profit & Loss Account in Black and White’s books, and Goodwill 
Account in Black’s books. (National Union of Teachers.) 


Solution 


IN THE BOOKS OF BLACK AND WHITE 


BLACK’S CAPITAL ACCOUNT 


1941 

Dec. 31 To Drawings Account 
„ ,, ,, Balance c/d. 


y 

1942 

Dec. 31 To Drawings Account 
„ | „ Balance c/d. 


1943 

Dec. 31 To Drawings Account 
tt „ | „ Sundry Assets 
m t* tt Goodwill 


1 



; £ 

| ,i 

1941 ! 

£ 

500 

Jan. 1 1 By Bank 

3,000 

... 3,000 

Dec. 31 „ Profit & Loss Account 

500 

£ 3,500 

£ 

3,500 


1942 


500 

Jan. 1! By Balance b/d. 

3,000 

... 3,100 

Dec. 31 ,, Profit & Loss Account 

600 

£ 3,600 

• £ 1 

3,600 


1943 1 

i 

500 

Jan. 1 By Balance b/d. ... 

i 3,100 

... 7,100 

Dec. 31 „ Profit & Loss Account 

675 

... j 3,600 

„ „ „ Goodwill 

, 1,800 

i 

,, „ ' „ Bank 

5,625 ( 

£ 11,200 

c 

11,200 

i ir " 


1 


WHITE’S CAPITAL ACCOUNT 


1941 | 

Dec. 31 | To Drawings Account 
„ „ I „ Balance c/d. 


1942 
Dec. 31 


To Drawings Account 
„ Balance c/d. 


1943 

Dec. 31 To Drawings Account 
•» tt Bank 


£ 

650 

3,850 


1941 

Jan. 1 By Bank 

Dec. 311 „ Profit & Loss Account 


£ 4,500 


650 
... 3,800 


1942 

Jan. 1 1 By Balance b/d* 

Dec. 31, „ Profit & Loss Account 


£ 


4,450 


1943 

650 Jan. 1 By Balance b/d. 

5,625 Dec. 31 „ Profit & Loss Account 

„ „ j „ Goodwill 


£ 

4,000 

500 


4,500 


3,850 

600 


4,450 


i 3,800 
675 

! 1,800 
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PROFIT AND LOSS ACCOUNT 


— 

• 





1941 


£ 

1941 ! 


£ 

Dec. 31 

To Black’s Capital Account ... 

500 

Dec. 31 

By Balance 

1,000 

tf H 

,, White’s „ 

500 





£ 

1,000 


£ 

1,000 

1942 

j 

i 

1942 



Dec. 31 

To Black’s Capital Account ... 

600 

Dec. 31 

| By Balance 

1,200 

>> >» 

,, White’s „ 

: 600 





i £ 

1,200 


1 £ 

1,200 

1943 

i 


1943 



Dec. 31 

To Black's Capital Account ... 

675 

Dec. 31 

By Balance 

1,350 

„ >, 

„ White's „ 

675 





£ 

1,350 


£ 

1,350 


GOODWILL ACCOUNT IN BLACK’S BOOKS 


1944 



r 


Jan. 1 

To Capital Account 

••• 

3.600 

1 

1 


Note.— It is assumed that Black has brought in the necessary amount to pay off 
White. 


j' 


Toblem 114 

The Balance Sheet of A, B and C on 31st December 1941, that is, the date of A’s 
retirement, was as follows : — 



Liabilities Rs. 


Assets 

Rs. 

Creditors 

. 25,000 

Leasehold 


.. 30,000 

Capital: — 

Rs. 

Stock 


.. 80,000 

A 

.. 60,000 

Debtors 


.. 20,000 

B 

.. 40,000 

Cash 


.. 5,000 

C 

.. 10,000 




* 1,10,000 





Rs. 1,35,000 



Rs. 1,35,000 


Under the terms of the Partnership Deed A was to receive, for the year succeeding 
his retirement, of the share of profits which he was receiving at the date of 

retirement, for leaving nis Capital in the business as a loan. 

On 1st January 1942, D was admitted a partner and paid into the firm Rs. 30,000, 
of which Rs. 10,000 was for Goodwill to be retained in the firm. 

D, was to receive one-fourth share of the net profits remaining after charging A’s 
proportion as stated above, and B and C were to share the remainder in the same relative 
proportions as before. The profit of 1942 was Rs. 40,000 before charging 5 per cent 
Interest on A’s Loan and on the partners’ Capital Accounts. 

Prepare a statement showing the division of profits for 1942. Also state the 
respective shares of B, C and D in the profits for the year 1943. 
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Solution 


STATEMENT OF PROFIT AND LOSS (SHOWING DISTRIBUTION) 



Rs. a. p. 


Rs. a. p. 

To Interest on A's Loan 
„ „ on Capital :— 

Rs. 

B ... 2,250 

C ... 750 

D ... 1,000 

M A's Loan Account—l/6th 
Share of Profit 
„ Balance c/d. 

3,000 0 0 

4,000 0 0 

! 5,500 0 0 

27,500 0 0 

By Balance 

40,000 0 0 

Rs. 

40,000 0 0 

Rs. 

40,000 0 0 

To D's Capital Account—ith 




Share 

„ B's Capital Account—3/8ths 
Share 

„ C's Capital Account—3/8ths 
Share 

| 6,875 0 0 

10,312 8 0 

10,312 8 0 

By Balance b/d. 

27,500 0 0 

Rs. 

j 27,500 0 0 

Rs. 

27,500 0 0 

. 

i_—_ 

- . . . 



The shares of B, C and D in the profits of the firm (after charging all interest 
and A’s share of profits) are 8, jf and 2/8 respectively. 

Problem 115 f 

Hope and Home, equal partners as Manufacturers* Agents, dissolved partnership 
on 30th September 1943. By the Deed of Dissolution each partner took over certain 
agencies and had to account to the other for any commission received by him but 
due to the partnership. Certain disputes having arisen, you were, on 1st March 1944, 
instructed to examine the books of Hope and of Home and found as follows: — 

Hope had received in Commission on account of the late firm Rs. 1,550, and 
Home had similarly received Rs. 300. Hope had paid Rs. 275 for Rent, Rates, etc. 
due by the late firm and had received Rs. 295 for Goods from certain debtors of 
the firm, and Home had paid Rs. 472 to certain creditors of the firm. The Stock in 
hand included in the September Balance Sheet had been valued at Rs. 950, of which 
Hope took Rs. 220, and Horne Rs. 730. Hope had paid Rs. 500‘ to Horne on account. 
Draw up a final account of settlement. 

Solution 


Hope and Horne 
ADJUSTMENT ACCOUNT 



Rs. 


Rs. 

To Rent, Rates, etc. (Hope) 

275 

By Commission (Hope) 

1,550 

„ Creditors (Horne) 

472 

„ „ (Horne) 

300 

„ Balance c/d. 

2,348 

„ Sundry Debtors (Hope) 

295 



„ Stock (taken by partners) 

950 

Rs. 

3,095 

Rs. 

3,095 

To Hope —one half 

1.174 

By Balance b/d. 

2,348 

M Home —one half 

1,174 



Rs. 

2,348 

Rs. 

I 

2,348 


n 
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HOPE’S ACCOUNT 



Rs. 


Rs. 

To Commission 

1,550 

By Rent, Rates, etc. 

275 

„ Sundry Debtors 

295 

„ Horne's Account 

500 

i. Stock 

220 

„ Adjustment Account 
„ Balance due to Home 

j—» 

CT> £» 

Rs. 

2,065 

Rs. 

2,065 


HORNE’S ACCOUNT 


i 

| Rs. 


Rs. 

To Commission 

| 3C0 

By Sundry Creditors 

472 

„ Stock 

730 

„ Adjustment Account 

1,174 

„ Hope's Account 

500 



Balance due by Hope 

116 



Rs. 

1,646 

- - - - 

Rs. 

1,646 


^foblem 116 

The Balance Sheet of Arthur, Baldwin and Curtis, who were sharing profits 
in proportion to their Capitals, stood as follows on 31st December 1943: — 


Liabilities 


Rs. 

Rs. 

Sundry Creditors 


6,900 

Capital Accounts: — 

Arthur 

20,000 


Baldwin 

15,000 


Curtis 

10,000 

45,000 


Assets 



Rs. 

Rs. 

Cash at Bank 


5,500 

Sundry Debtors 

5,000 

Less Reserve 

100 

4,900 

Stock 


8,000 

Plant and Machinery 


8,500 

Factory Land and Building 

25,000 


Rs. 51,900 


Rs. 51,900 


Mr. Baldwin retires and the following readjustments of the Assets and Liabilities 
have been agreed upon before the ascertainment of the amount payable by the firm 
to Mr. Baldwin : — 

(1) That Stock be depreciated by 6 per cent. 

(2) That the Reserve for Doubtful Debts be brought up to 5 per cent on Debtors. 

(3) That the Factory Land, and Building be appreciated by 20 per cent. 

(4) That a provision of Rs. 770 be made in respect of outstanding Legal Charges. 

(5) That the Goodwill of the entire firm be fixed at Rs. 10,800 and Mr. Baldwin’s 

share of the same be adjusted into the accounts of Arthur and Curtis who are going 

to share in future in the proportions of five-eighths and three-eighths respectively (no 
Goodwill Account is to be raised). 

(6) That the entire Capital of the firm, as newly constituted, be fixed at Rs. 28,000 
between Arthur and Curtis in' the proportion of five-eighths and three-eighths, after 
passing entries in their accounts for Goodwill (i.e. actual cash to be paid off to, or to 
be brought in by the continuing partners as the case may be). 

Pass Journal entries necessary to give effect to the above arrangements and 
prepare the Balance Sheet of Arthur and Curtis, transferring Baldwin’s share of Capital 
and Goodwill to a separate Loan Account in his name. 

(GJD.A.) 
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Solution 


JOURNAL ENTRIES 





L.F. 

Rs. 

Rs. 


Profit and Loss Adjustment Account ... 

To Stock 

„ Reserve for Doubtful Debts 
„ Outstanding Liabilities 

(Being some of the assets depreciated and outstanding 
liabilities brought into account.) 

Dr. 


1,400 

480 

150 

770 


Factory, Land and Building 

To Profit and Loss Adjustment Account 
(Being Land and Building appreciated by 20%.) 

Dr. 


5,000 

5,000 

* 

Profit and Loss Adjustment Account ... 

To Arthur's Capital 
► „ Baldwin's „ 

„ Curtis's „ 

(Being profit on adjustment transferred to partner's Capital 
Accounts in profit-sharing proportions.) 

Dr. 


3,600 

1,600 
! 1,200 
800 


Arthur's Capital Account ... 

Curtis’s „ „ 

To Baldwin's Capital Account 

(Being the amount of Goodwill payable to Baldwin as his 
share on retirement transferred to the remaining partner’s 
Capital Accounts in their future profit-sharing proportions.) 

Dr. 

it 


2,250 

1,350 

3,600 


Baldwin's Capital Account... 

To Baldwin’s Loan Account 

(Being the balance standing on Baldwin's Capital transferred 
to his Loan Account.) 

Dr. 


19,800 

19,800 


Arthur's Capital Account ... 

To Bank 

(Being cash withdrawn by Arthur to bring up his Capital to 
the agreed amount.) 

Dr. 


1,850 

1,850 


Bank 

To Curtis's Capital Account 

(Being cash brought in by Curtis to bring up his Capital to 
the agreed amount.) 

Dr. 


1,050 

1,050 


Arthur and Curtis 
BALANCE SHEET 
to at 1st January 1944 


Liabilities 

| 

Rs. 

Assets 

Rs. 

Rs. 

Sundry Creditors 

... 

6,900 

Cash at Bank 


4,700 

Outstanding Creditors for Expenses ... 

770 

Sundry Debtors 

5,000 


Baldwin's Loan Account 


19,800 

Less Reserve for Doubtful 



Capital Accounts 

Rs. 


Debts 

250 


Arthur 

... 17.500 



— 

4,750 

Curtis 

... 10,500 


Stock 


7.520 



28,000 

Plant and Machinery 

... 

8.500 




Factory, Land and Building 

... 

„ 30,000 


Rs. 

55,470 


Rs. 

55.470 




• 




J>dblem 117 $ 

X, Y and Z carry on a business in partnership sharing profits and losses in 
the proportions of their capitals. Their Balance Sheet on 31st March 1943 was as 
follows 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 



Liabilities 

Rs. 

Assets 


Rs. 

Bills Payable 


5,000 

Cash in hand 


250 

Creditors 


15,000 

Cash at Bank 


5,000 

Loan 

Capitals: — 

Rs. 

20,000 

Bills Receivable 

Rs. 

3.000 

X 

30,000 


Debtors 

35,500 


Y 

20,000 

! 

Less Reserve for Doubt 



Z 

10,000 

60,000 

ful Debts 

5,000 

30,500 

20,750 

£5bo 



Stock 

Furniture 






Plant and Machinery 


38,000 


Rs. 

1,00,000 

1 

Rs. 

1,00,000 


On 1st April 1943, Y retires from the business and his share is ascertained on 
the following revaluation of the assets: —Stock to be taken at Rs. 26,750 and the 
Reserve for Doubtful Debts is to be maintained at Rs. 2,000.' The amount of Goodwill 
of Y’s share is agreed upon at Rs. 10,000. X and Z pay out Y bringing in the necessary 
amount of cash required to do so in the proportions of their capitals. 

They then admit A on the basis of the adjusted Balance Sheet. A is to take 
a fifth share in the profits and bring in proportionate amount of Capital. Valuation 
of Goodwill, for the purpose of the amount to be brought in by A, was the same as 
at the time of Y’s retirement. 

Show the Balance Sheet as adjusted on Y’s retirement, and show the amount A 
will have to bring in as Capital .and Goodwill. 

Solution 

BALANCE SHEET OF X AND Z 
As on 31 st March 1943 


Liabilities and Capital 

j 

1 

Rs. 

Assets and Property 

Rs. 

Bills Payable ... 

Creditors 

Loan 

X's Capital Account:— 
Balance 

Add £ Profits on 
Adjustment 

Rs. 

30,000 

4,500 v 

5,000 

15,000 

20,000 

I 

i- 

Cash in hand 

Bills Receivable 

Rs. 

Debtors 35,500 

Less Reserve for Doubt¬ 
ful Debts 2,000 

250 

3,000 

QQ RAH 



26,750 

2,500 

38,000 

Less fths Goodwill 

34,500 

7,500 


Furniture 

Plant and Machinery 

Add Cash brought in ... 

27,000 

21,000 

48,000 

i! 

■ 

\ 

J 



Z’s Capital Account 

Balance 

Add l/6th Profits on 
Adjustment 

10,000 

1,500 , 

\* 

| 

1 

Less Jth Goodwill 

11,500 

2,500 


tl 

Add Cash brought in 

9,000 ! 
7,000 

16,000 








Rs. 

1,04,000 

Rs. ! 

1 

j 1,04,000 


Y’s share of Goodwill was agreed at Rs. 10,000 and as Y’s share of profits was 
one-third, the Goodwill of the firm was worth Rs. 30,000. A will have, therefore, 
to bring in qpe-fifth share of the Goodwill, Rs. 6,000. He will also have to bring 
in Rs. 16,000 as his share of Capital, which will be equal to one-fifth of the total 
Capital of the new firm X, Z and A. 
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pfottlem 118 

X, Y and Z were in partnership under a contract which expired on 30th June 
1943. They were unable to come to terms for renewal of the contract, and agreed 
to dissolve the partnership as on that date. The business was put up for sale as 
a going concern by private tender among the partners. X and Y made a joint offer 
and became the purchasers at the price of Rs. 1,40,000. By the conditions of sale, 
the purchasers took over the whole Assets and Liabilities of the firm. The amount 
due to the retiring partner was to be paid as to one-third in cash and as to two- 
thirds in equal instalments by bills at three and six months from 1st July 1943 with 
interest at 6 per cent per annum. 

The books of the firm were kept by Single Entry, and after examination and 
adjustment, the following figures were brought out as at 30th June 1943: — 

Factory Buildings, Rs. 35,000 ; Machinery and Plant, Rs. 70,000; Designs and 
Cards, Rs. 10,000; Sundry Debtors, Rs. 85,000; Bills Receivable, Rs. 10,000; Cash, 
Rs. 9,000; X’s Drawings, Rs. 4,500 ; Y’s Drawings, Rs. 3,500 ; Z’s Drawings, Rs. 2,750 ; 
and Sundry Creditors, Rs. 76,000. 

The Capital, of the partners, as shown by the Balance Sheet of 30th June 1942, 
was respectively, X Rs. 72,000, Y Rs. 47,000 and Z Rs. 32,000. The Stock on hand at 
30th June 1943 amounted to Rs. 20,000. 

Under the Partnership Deed, the partners were entitled to interest on Capital at 
the rate of 6 per cent per annum and to the following salaries: — 

X Rs. 5,000, Y Rs. 4,000 and Z Rs. 3,000, and these are to be allowed for. Profit 
and loss was shared in the proportions of X five-tenths, Y three-tenths and Z two- 
tenths. 

Prepare (1) Statement showing the amount divisible among the partners on the 
year’s working ; (2) Balance Sheet at 30th June 1943, giving effect to the sale ; and (3) 
Statement of Z's Account, showing the settlement with him. 

Solution 




(1) STATEMENT SHOWING PROFIT AND LOSS 

As at 30 th June 1943 


Sundry Creditors 


Rs. 

76,000 

Capitals as at 1st July 1942 

Rs. 


X 

72,000 


Y 

47,000 


Z 

32,000 


Excess of Assets over Liabilities and 

1,51,000 

Capital—being profit c/d. 


22,750 


Rs. 

2,49,750 

To Partners' Salaries 



X 

5,000 


Y 

4,000' 


Z 

3,000 



-! 

12,000 

To Interest on Capitals 



X 

4,320 


Y 

2,820 

1 

Z 

1,920 



— 

9,060 

To Net Profit transferred to 



X's Capital—5/10ths 

845 


Y's „ —3/10ths 

507 


Z's „ —2/10ths 

338 

1,690 

— 


Rs. 

22,750 



| 

Rs. 

Factory Buildings 

1 

35,000 

Machinery and Plant 

...1 

70,000 

Designs and Cards 

j 

10,000 

Stock 

•••! 

20,000 

Sundry Debtors 


85,000 

Bills Receivable 

.. j 

10,000 

Cash 

Drawings:— 

Rs. ! 

9,000 

X 

... 4,5001 


Y 

... 3,500! 


Z 

... 2,7501 
—! 

10,750 


Rs. 1 

! 

2,49,750 

By Profit b/d. 


22,750 


22,750 


Rs. 
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(2) BALANCE SHEET OP MESSRS. X, Y AND Z 

As at 30 th June 1943 


Liabilities 



Rs. a. p. 



Rs. a. p. 

Bills Payable 



20,386 9 6 

Messrs. X and Y ... 


1,40,448 9 6 

Capitals 







X's Account:—* Rs. 

as. p. 





Balance 72,000 

0 

0 





Add Interest 4,320 

0 

0 





„ Salary 5,000 

0 

0 





„ Net Profit 845 

0 

0 


i 



82,165 

0 

0 





Less Drawings 4,500 

0 

0 





77,665 

0 

0 





Less Loss on 







Realization 11,500 

0 

0 






— 

— 

66,165 0 0 




Y's Account— 




* 



Balance 47,000 

0 

0 





Add Interest 2,820 

0 

0 





„ Salary 4,000 

0 

0 





„ Net Profit 507 

0 

0 





54,327 

0 

0 





Less Drawings 3,500 

0 

0 





50,827 

0 

0 





Less Loss on 



i 




Realization 6,900 

0 

0 






— 

— 

43,927 0 0 




Z's Account- 







Balance 32,000 

0 

0 





Add Interest 1,920 

0 

0 





„ Salary 3,000 

0 

0 





„ Net Profit 338 

0 

0 





37,258 

0 

0 





Less Drawings 2,750 

0 

0 





34,508 

0 

0 





Less Loss on 







Realization 4,600 

0 

0 


— 



29,908 

0 

o 1 





Add Interest on 







Bills Payable 448 

9 

6 





30,356 

9 

6 





Less Amount of 







Bills given 20,386 

9 

6 






— 


9,970 0 0 





Rs. 

1,40,448 9 6 


Rs. 

1,40,448 9 6 
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(3) Z’S CAPITAL ACCOUNT 


1943 


Rs. a. p. 

1942 


Rs. a. p. 

June 30 

To Drawings 

2,750 0 0 

July 1 

By Balance b/fd. 

32,000 0 0 


„ Realization Ac* 


1943 




count — Share 


June 30 

„ Salary 

3,000 0 0 


of Loss 

4,600 0 0 


„ Interest on Capital 

1,920 0 0 

»» ft 

„ Balance c/d. 

29,908 0 0 

ii i* 

„ Share of Profit 

338 0 0 


Rs. 

37,258 0 0 


Rs. 

37,258 0 0 

June 30 

To Bank 

9,970 0 0 

June 30 

By Balance b/d. 

29,908 0 0 

»» ii 

„ Bills Payable 

20,386 9 6 

ii »• 

„ Interest 

448 9 6 


Rs. 

30,356 9 6 


Rs. 

1 

30,356 9 6 


Note. —As the total Capital at the end as ascertained on the basis of the then 
total Assets, viz. Rs. 2,39,000 minus the Liabilities, viz. Rs. 76,000, is Rs. 1,63,000, and 
as the business is taken over by X and Y at Rs. 1,40,000, there is a Loss on Realization 
of Rs. 23,000, which is to be shared by all the partners in their profit-sharing proportions. 

^Problem ll»v^ J 

Jamshedji, Sultanbhoy and Cowasji were in partnership sharing profits in the 
proportions of five, four and three. The Balance Sheet of the firm, as on 31st December 
19 v 43, was as follows : — 


Capital Accounts: — 

Rs. 

Jamshedji 

67,965 

Sultanbhoy 

47,560 

Cowasji 

30,585 

Sundry Creditors 

20,845 


Rs. 1,66,955 



Rs. 

Goodwill 

20,000 

Fixtures 

4,100 * 

Stock 

78,650 

Sundry Debtors 

46,750 

Cash 

17,455 


Els. 1,6^.955 


On account of his ill health, Jamshedji gave notice that he wished to retire. The 
partners entered into a Dissolution Agreement as on 31st December 1943, the terms 
of which were as follows : — 

(a) The Profit and Loss Account for the year ended 31st December 1943, which 
showed a net profit of Rs. 24,000, was to be re-opened. Sultanbhoy was to be credited 
with Rs. 2,000 as bonus, in consideration of the extra work which had devolved upon 
him during the year. The profit-sharing basis was to be revised as from 1st January 
1943, as follows: — 

Jamshedji 3, Sultanbhoy 4, Cowasji 4. 

(b) Goodwill was to be taken at two years’ purchase of average profits of the 
five preceding years. The Fixtures were to be revalued by an independent valuer. A 
Reserve of 2 per cent was to be made for Doubtful Debts, and the remaining assets 
were to be taken at their book values. 

The valuations arising out of the above agreement were—Goodwill Rs. 28,400; 
Fixtures Rs. 5,490. 

Sultanbhoy and Cowasji agreed, as between themselves, to continue the business, 
sharing profits in the ratio of 4:3, and decided to write off Goodwill, to retain the 
Fixtures on the books at the revised value, and to increase the Reserve for Doubtful 
Debts to 6 per cent. 

Give Journal entries necessary to give effect to the above arrangements, and 
prepare the Balance Sheet of the remaining partners immediately following the retire¬ 
ment of Jamshedji. 
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Solution 


JOURNAL ENTRIES 


1943 
Dec. 31 


L.F. 


Jamshedji's Capital Account ... ... Dr. 

Sultanbhoys's Capital Account ... „ 

Cowasji's Capital Account ... ... „ 

To Protit and Loss Adjustment A/c_ 

(Being profit for the year ending this date 
alieady transferred to partners' Capi¬ 
tal Accounts, now written back.) 


Rs. a. p. 

10,000 0 0 
8,000 0 0 
6.000 0 0 


Rs. a. p. 


24,000 0 0 


Profit & Loss Adjustment Account ... Dr. 

To Suitanbhoy's Capital Account 
(Being the amount of bonus due to him, as 
per Dissolution Agreement between 
the partners.) 


2,000 0 0 


2,000 0 0 


Goodwill Account ... ... Dr. 

Fixtures Account ... ... „ 

To Reserve for Doubtful Debts A/c. 

„ Profit and Loss Adjustment A/c. 

(Being the re-valuation of Goodwill and 
other assets, at the time of dissolution.) 


8,400 0 0 I 
1,390 0 0 i 

| 935 0 0 

, 8,855 0 0 


Profit & Loss Adjustment Account ... Dr. 
To Tamshedji's Capital Account 
„ Suitanbhoy's Capital Account 
„ Cowasji's Capital Account 
(Being the balance of the former account 
distributed amongst the partners in 
the new proportions of 3 : 4 : 4.) 


30,855 0 0 


8,415 0 0 
11,220 0 0 
11,220 0 0 


Suitanbhoy’s Capital Account ... Dr. j 

Cowasji's Capital Account ... ... „ i 

To Goodwill Account 
„ Reserve for Doubtful Debts A/c. 

(Being the amount of Goodwill written 
back, and further provision made 
for Doubtful Debts, as per agree¬ 
ment between the continuing 
partners.) j 


I 17,297 2 
j 12,972 13 


4 

8 


28,400 0 0 
1,870 0 0 


Messrs. Sultanbhoy & Cowasji 
BAUVNCE SHEET 
As at 1st January 1944 




Rs. 


Rs. 

Rs. 

Sundry Creditors 


20,845 

Cash 


17,455 

Jamshedji's Loan Account... 

66,380 

Sundry Debtors 

46,750 


Capital Accounts:— 

Rs. a. p. 

1 

Less Reserve for Doubt- 



Sultanbhoy 

35,482 13 8 

i 

ful Debt9 

2,805 


Cowasji 

22,832 2 4 

1 


— 

43,945 

- 


58,315 

Stock 

... 

78,650 



— 

Fixtures 

... 

5,490 


Rs. 

1,45,540 


Rs. 

1,45,540 





PARTNERSHIP ACCOUNTS 


169 


Problem 120 

The Balance Sheet of M, N and O, who are sharing profits and losses in the 
proportions of half, one-third and one-sixth respectively, was as follows on 30th 
June 1940:— 


Liabilities 

Rs. 

Bills Payable 

6,400 

Sundry Creditors 

12,500 

Capitals: — 

Rs. 

M 

40,000 

N 

25,000 

O 

20,000 

85,000 

Profit and Loss Account 

4,500 

Rs. 1,08,400 


Assets 

Rs. 

Cash in hand 

150 

Cash at Bank 

25,500 

Bills Receivable 

5,400 

Book Debts 

17,800 

Stock 

22,300 

Furniture 

3,500 

Plant and Machinery 

9,750 

Buildings 

24,000 

Rs. 1,08,400 


M retires from the business from 1st July 1940 and his share in the firm is to 
be ascertained on a re-valuation of the assets as follows : —Stock, Rs. 20,000 ; Furniture, 
Rs. 3,000; Plant and Machinery, Rs. 9,000; Buildings, Rs. 20,000; and Rs. 850 are to 
be provided for Doubtful Debts. 

The Goodwill of the firm is agreed to be valued at Rs. 6,000. 

M is to be paid Rs. 11,050 in cash on retirement and the balance in three equal 
yearly instalments with interest at 5 per cent per annum. 

Show the necessary accounts required to give effect to the above, the Balance 
Sheet of the continuing partners and the account of M till it is finally closed. 


Solution ^ j>° 

PROFIT AND LOSS ADJUSTMENT ACCOUNT 




Rs. 

• 

ij 

|i 

Rs. 

To Stock 


2,300 

By Profit & Loss Account-Transfer i! 

4,500 

„ Furniture ... 


500 

„ Loss Transferred to 

; j 


„ Plant and Machinery ... 


750 

Capitals:— 

Rs. j 


„ Buildings 

.. 

4,000 

M—i Share 

1,950 i 


„ Reserve for Doubtful Debts 


850 

N—Jrd „ 

1,300 >| 





O—l/6th „ 

650 r 





-- 

- ,i 

3,900 


Rs. 

8,400 


Rs. j! 

it 

8.400 


GOODWILL 

ACCOUNT 





Rs. 


" 

Rs. 

To Capital Accounts 

Rs. 


By Capital Accounts 

Rs. 


M—J Share 

3,000 


N—§rds Share 

4,000 


N—§rd „ 

2,000 


O-Jrd „ 

2,000 


O—l/6th „ 

1,000 




6,000 



6,000 





Rs. 

6,000 


Rs. 

6,000 

m 

M’s 

CAPITAL ACCOUNT 





Rs. 



Rs. 

To Pifcfit and Loss Adjustment Account 

1,950 

By Balance b/fd. 


! 40,000 

„ M's Loan Account—Transfer 

. 

41,050 

. „ Goodwill Account—J Share 


3,000 

++ — 

Rs. 

43,000 


• Rs. 

43.000 
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N*s CAPITAL ACCOUNT 


To P. & L. Adjustment Account 
„ Goodwill Account—§rds Share 
» Balance c/d. 

Rs. 

1,300 

4,000 

21,700 

By Balance b/fd. 

„ Goodwill Account—Jrd Share 

Rs. 

25,000 

2,000 

Rs. 

27,000 

Rs. 

27,000 



By Balance b/d. 

21,700 


O’s CAPITAL ACCOUNT 


i 

To Profit and Loss Adjustment Account 
„ Goodwill Account—Jrd Share 
„ Balance c/d. 

Rs. 

650 

2,000 

18,350 

By Balance b/fd. 

„ Goodwill Account—l/6th Share ... 

Rs. 

20,000 

1,000 

Rs. 

21,000 

Rs. 

21,000 



By Balance b/d. 

18,350 


BALANCE SHEET OF N AND O 
As on 30 th June 1940 


Liabilities 


Rs. 

Bills Payable 

Sundry Creditors 

Ms Loan Account 

... 

6,400 

12,500 

41,050 

Capitals 

Rs." 

N 

21,700 


0 

18,350 

40,050 




Rs. 

1 . 00.000 




Rs. 

Cash in hand 

... 

150 

Cash at Bank 


25,500 

Bills Receivable 

Rs." 

5,400 

Book Debts 

Less Reserve for 

17,800 


Doubtful Debts 

850 

16,950 

Stock 


20,000 

Furniture 


3,000 

Plant and Machinery 


9.000 

Buildings 


20,000 


Rs. 

1,00,000 


M’s LOAN ACCOUNT 


1940 


ii Rs. 

July 1 
1941 

To Bank 

. 

11,050 

June 30 

„ Balance c/d. 

Rs. 

31,500 

42,550 

1941 




July 1 

To Bank 


11,500 

1942 



June 30 

„ Balance c/d. 

Rs. 

21.500 

32.500 




1940 
July 1 

1941 
June 30 


1941 
July 1 

1942 
June 30 


By M's Capital Account 
M Interest 

By Balance b Id. 
^Interest 


Rs. 


Rs. 


Rs. 

41,050 
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M’S LOAN ACCOUNT— Contd. 


1942 


Rs. 

1942 


July 1 

To Bank 

11,000 

July 1 

By Balance b/d. 

1943 



. 1943 


June 30 

„ Balance c/d. 

10,500 

June 30 

„ Interest 


Rs. 

21,500 


Rs. 

1943 



1943 


July 1 

To Bank. 

10,500 

July 1 

By Balance b/d. 


Rs. 

10,500 

1 

Rs. 


500 


10,500 


t^Troblem 121 y • j? . ,'— 

Brown and Smith are partners. The Partnership Deed provides i nter alia: — 

(1) That the Accounts be balanced on 31st December in each year. 

(2) That the^ profits be divided_£s_ followa -!— Br ow n ono 4iahL_Smith one-third, 

and carried to allesg!Te--Acc<mn __ - ■- 

(3) TKaFlrTlhe event of the death of a partner, his executors be entitled to be^ 
paid out: — 

(a) The Capital to his credit at date of death. 

( b) His proportion of Reserve at date of last Balance Sheet. 

(c) His proportion of profits to date of death based on the average profits 
of the last three completed years. 

(d) By way of Goodwill his proportion of the total profits for the three 
preceding years. 

On 31st December 1942„ the Ledger Balances were : — 

Brown’s Capital | 9,000 

Smith’s Capital j 6*000- 

Reserve j 3,000 

Creditors * | 3,000 

Bills Receivable 2,000 j 

Investments 5,0001 

Cash .. 14,0001 


£ 21,000|21,000 


The profits for three years were:—1940, £4,200; 1941, £3,900 and 1942, £4,500. 
Smith dies on 1st May 1943. 

Show the accounts as between the firm and Smith’s Executors as on May 1st, 1943. 

(Chartered Accountants.) 

Solution 


SMITH’S EXECUTORS IN ACCOUNT WITH BROWN AND SMITH 


To Balance c/d. 

£ 

12,800 

By Capital at date of death 
„ Reserve Account—2/5ths 
„ Proportion of Profits 
„ Goodwill 

£ 

6,000 

1 1,200 
560 
5,040 

£ 

12,800 

£ 

12,800 



By Balance b/d. 

12,800 
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Notes.—( a) The proportion of Profit: 
Profit of 1940 
,,1941 
,,1942 


/. Average Profit — £4,200. 

Average Profit for four months = £1,400. 

/. Smith’s Share = 2|5ths of £1,400 = £560. 

(b) Smith’s Goodwill: 

Profits for three preceding years =: £12,600. 2|5ths share of £12,600 = £5,040. 

problem 122 

A, B and C were partners. Their Partnership Deed provided that they were to 
share profits thus : —A 26 per cent, B 34 per cent and C 40 per cent; and that if 
a partner died, his Capital should remain in the business for a stated period at a fixed 
rate of interest, but that the deceased partner’s share should be credited with an amount 
for Goodwill, based upon one and a half year’s average profits, for the five years 
prior to his death, but be subject to a deduction of 5 per cent from the book debts. 
C died, and the profits of the firm for the five years were agreed at £1,600, £2,800, 
£2,400, £3,600 and £2,000 respectively, and the book debts at £12,000. 

Prepare a statement showing the amount of Goodwill to be credited to C’s Account 
and give the Journal entries in the firm’s books necessary to carry out the transactions. 

(Chartered Accountants.) 


4,200 

3,900 

4,500 


£ 12,600 



Solution 


STATEMENT SHOWING THE AMOUNT OF GOODWILL 


Total Profits for 5 years prior to death 

Average for one year 

One and half year’s average 
*Less 5% from Book Debts 

Total Amount of Goodwill 

C’s share of it (40%) 



£ s. d. 

1 

12,400 0 0 

... i 

j 2,480 0 0 

1 

* 3,720 0 0 

i 

600 0 0 

£ 

3,120 0 0 

... = J* 1,248 0 0 


- = 

__ , _ 


JOURNAL 


L.F. 

Goodwill ... ... ... ... ... Dr. 

To C’s Capital Account 

(Being C’s share of Goodwill to be credited to his account as per 
agreed valuation). 


£ 

1,248 


£ 

1,248 


^Problem 123 

In the partnership agreement between L, M and O, who were sharing profits i, 
i and £, the Goodwill was to be valued on the death of any partner on the basis 
of such partner’s share of 2 years’ profits calculated on the average of 5 years’ profits 
immediately preceding the year of death less 10 per cent. The firm’s profits were 
Rs. 15,000 in 1938, Rs. 25,000 in 1939, Rs. 40,000 in 1940 and loss of Rs. 5,000 in 1941 
and Rs. 2,000 in 1942. The deceased partner’s share of profits for the period of his 
lifetime in the year of death was to be based on the average of the profits of the 
previous three years plus 10 per cent. 
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L died on 31st May 1943. His Capital Account showed a credit of Rs. 10,000 
on 1st January 1943 and he had drawn Rs. 1,500 since that date. 

Show the amount of Goodwill and the share of profits payable to him. 


Solution 


The Goodwill of the Firm : 

Profits for 1938* 

„ 1939. 

„ 1940 


Rs. 

15,000 

25,000 

40,000 

80,000 


Less Loss for 1941 
„ „ 1942 

Net Profits 


Rs. 

5,000 

2,000 


7,000 
Rs. 73,000 


Average profits for one year will be 73,000 5 

Therefore profits for two years 
Less 10 per cent 

Goodwill of the firm 

Half Share of L 


Rs. 

= 14,600 

= 29,200 

= 2,920 

= 26,280 


Rs. 13,140 


Profits of the firm upto 31st May 1943 will be : — 

Profits for 1940 Rs. 40,000 

Less Loss for 1941 and 1942 „ 7,000 


Net Profits 


Rs. 33,000 


Therefore average profits for one year will be 33,000 ~ 3 
Plus 10 per cent 

Profits for twelve months 

Profits for 5 months, therefore, are 

Therefore L’s Share, viz. half, is 


L’s Capital on 1st January 1943 
Add his share of Goodwill 
„ „ Profits 


Rs. 13,140 0 0 
„ 2,520 13 4 


Less Drawings 

Amount payable to his Legal Personal Representative 


y^Problem 124 ^ 



Rs. 

a. 

P- 

— 

11,000 

0 

0 


1,100 

0 

0 


12,100 

0 

0 


5,041 

10 

8 

Rs. 

2,520 

13 

4 

Rs. 

10,000 

T 

0 


15,660 

13 

4 

Rs. 

25,660 

13 

4 


1,500 

0 

0 

Rs. 

24,160 

13 

4 


Vasant and Madhav entered into partnership on 1st January 1940, the former 
introducing a capital of Rs. 60,000 and the latter of Rs. 20,000. They effect a policy 
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of insurance for Rs. 25,000 upon their joint lives in order to enable the survivor in 
case of the death of one, to pay out in cash, part of the other's interest. The net 
profits, before charging interest on capital as at the beginning of each year at 5 per 
cent per annum and on drawings (averaged at 2 per cent per annum), were as follows: — 


Year 

Net Profit 



Vasants 


Madhav* s 





drawings 


drawings 


Rs. 

a. 

P- 

Rs. a. 

P- 

Rs. a. p. 

1940 

25,000 

0 

0 

• 6,000 0 

0 

3,000 0 0 

1941 

26,100 

0 

0 

6,600 0 

0 

3,300 0 0 

1942 

26,547 

8 

0 

7,000 0 

0 

3,500 0 0 


Profits to Vasant two-thirds and to Madhav one-third. The premium of insurance, 
which is Rs. 2,000, is charged as a business expense. 

On 31st March 1943 Vasant died. According to the terms of the Partnership 
Deed his executors are entitled to receive his share of the capital as it stood on 31st 
December 1942, plus his three months’ share of profit calculated upon the previous 
year’s rate of profits and share of Goodwill which is reckoned at*two-thirds of the 
previous three years’ profits after adjusting interest on capital and drawings but with¬ 
out deducting the premium paid on the insurance policy. 

Make up Vasant’s Account including these adjustments and showing the amount 
for which Madhav shall have to account to his executors. (G.D.A.) 


Solution 


VASANT’S CAPITAL ACCOUNT 


1940 


Rs. a. p. 

1940 


Rs. a. p. 

Dec. 31 

To Drawings 

6,000 0 0 

Ian. 1 

By Bank 

60,000 0 0 


„Interest on 


Dec. 31 

„ Interest on 

. 


Drawings 

120 0 0 


Capital 

3,000 0 0 


„ Balance c/d. 

71,000 0 0 


„ Profit and Loss 



■| 



Account—irds 






Share 

14,120 0 0 


Rs. 

77,120 0 0 


Rs. 

77,120 0 0 

1941 



1941 



Dec. 31 

To Drawings 

6,600 0 0 

Jan. 1 

By Balance b/d. 

71,000 0 0 


„ Interest on 


Dec. 31 

„ Interest on 



Drawings 

132 0 0 


Capital 

3,550 0 0 


„ Balance c/d. 

82,150 0 0 


„ Profit and Loss 






Account—§rds 






Share 

14,332 0 0 


Rs. 

88,882 0 0 


Rs. 

88,882 0 0 

1942 



1942 



Dec. 31 

To Drawings 

7,000 0 0 

Jan. 1 

By Balance b/d. 

82,150 0 0 


lf Interest on 


Dec. 31 

„ Interest on 



Drawings 

140 0 0 


Capital 

4,107 8 0 


„ Balance c/d. 

93,215 13 4 


., Profit and Loss 





* 

Account—§rds 






Share 

14,098 5 4 


Rs. 

1,00,355 13 4 


Rs. 

1,00,355 13 4 







Mar. 31 

To Executors of Va¬ 


1943 




sant—Transfer ... 

93,215 13 4 

Jan. 1 

By Balance b/d. 

93,215 13 4 
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^EXECUT 


ORS OF VASANT (DECEASED) ACCOUNT 


To Balance c/d. 

Rs. a. p. 
1,45,340 10 2 

1943 
Mar. 31 

| Rs. 

1,45,340 10 2 

1Q4Q ! 


_ 

April 1 j 


Rs. a. p. 


— Transfer .J, 93,215 13 4 
„ Profit and Loss j 
Account — ! 

Share for 3 I 
months ...i 4,424 9 4 

„ Life Policy—§rds 

Share ... 16,666 10 8 

„ Goodwill — 

§rds Share (of 

Rs. 46,550-5-4) 31,033 8 10 

Rs. I 1,45,340 10 2 


April 1 By Balance b/d. ...|j 1,45,340 10 2 


Notes. — (1) For a proper understanding of the above Accounts, it is necessary to 
look into the working of the following two Accounts also. 


MADHAV S CAPITAL ACCOUNT 



i 

Rs. , 

a. 

p. 



Rs 

a. 

p. 

1940 

!! 




1940 




Dec. 31 

To Drawings 

3,000 

0 

0 

Jan. 1 

By Bank 

20,000 

0 

0 


„ Interest on 




Dec. 31 

„ Interest on Capital 

1,000 

0 

0 


Drawings ... 1 

60 

0 

0 


„ Profit & Loss l! 





„ Balance c/d. ...j 

25,000 

0 

0 


Account— £rd 
Share 

7,060 

0 

0 


Rs. 

28,060 

0 

0 


Rs. ; 

28,060 

0 

0 






1941 

;j 




1941 





Jan. 1 





Dec. 31 

To Drawings 

3,300 

0 

0 

Dec. 31 

By Balance b/d. 

25,0C0 

0 

0 


„ Interest on 





„ Interest on Capital 

1,250 

0 

0 


Drawings ... 

66 

0 

0 


„ Profit & Loss | 





„ Balance c/d. 

30,050 

0 

0 


Account — Jrd 
Share ... j 

7,166 

0 

0 


Rs. 

33,416 

0 

0 


Rs. 

33,416 

0 

_0^ 

1942 





1942 


• 



Dec. 31 

To Drawings 

3,500 

0 

0 

Jan. 1 

By Balance b/d. 

30,050 

0 

0 


„ Interest on 




Dec. 31 

„ Interest on Capital 

1,502 

8 

0 


Drawings ... 

70 

0 

0 


„ Profit & Loss 




„ Balance c/d. 

35,031 

10 

8 


Account — |rd 
Share 

7,049 

2 

8 


Rs. 

38,601 

10 

8 


Rs. 

_38,60_1_ 

10 

8 




1943 
Jan. 1 

By Balance b/d. 

35,031 

10 

8 
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PROFIT & LOSS ACCOUNT 


1940 

."" 1 

Rs. 

a. 

P- 

1940 


Rs. 

a. 

P. 

Dec. 31 

To Interest on Capital 

4,000 

0 

0 

Dec. 31 

By Balance 

25,000 

0 

0 


„ Vasant’s Capital 





,, Interest on 





Account — §rds 





Drawings ... 

180 

0 

0 


Share ...! 

14,120 

0 

0 







„ Madhav’s Capital 










Account —Jr d ! 










Share 

7,060 

0 

0 







Rs. 

25,180 

0 

0 


Rs. 

25,180 

0 

0 

1941 





1941 





Dec. 31 

To Interest on Capital 

4,800 

0 

0 

Dec. 31 

By Balance 

26,100 

0 

0 


„ Vasant’s Capital 





„ Interest on 





Account — Jrds 





Drawings ... 

198 

0 

0 


Share 

14,332 

0 

0 







„ Madhav's Capital 










Account — Jrd 

i 









Share 

7,166 

0 

0 


i 




i 

Rs. 

26,298 

0 

0 


Rs. 

26,298 

0 

0 

1942 

! 




1942 

1 




Dec. 31 

To Interest on Capital 

5,610 

0 

0 

Dec. 31 

By Balance 

26,547 

8 

0 


„ Vasant’s Capital 





„ Interest on 





Account — §rds» 





Drawings ...j 

210 

0 

0 


Share 

| 14,058 

5 

4 







- „ Madhav’s Capital 










x c Account —Jrd 










$hare 

| 7,049 

2 

8 







Rs. 

26,757 

8 

0 


Rs. 

26,757 

8 

0 



1 ’ 



j 


1 


(2) The amount of profit credited to Vasant’s Capital Account on his death 
is based upon the last year’s profits without taking into consideration interest on 
Capital for the period of three months since the last Balance Sheet. 




Problem 125 


\ A and B entered into partnership on 1st January 1937, for a term of five years, 
each investing Rs. 7,500 and agreeing to share equally. Shortly after the termination 
of the partnership A died, and the accounts taken at 1st January 1942 showed as follows: 



Rs. 


RS. 

A’s Drawings 

.. 8,938 

A’s Capital 

7,500 

B’s Drawings 

.. 3,472 

B’s Capital 

7,500 

Stock 

.. 8,750 

Sundry Creditors 

4,058 

Plant 

.. 3,750 

Profit and Loss Account 

.. 22,115 

Furniture 

.. 1,250 



Cash at Bank 

566 



Mortgages 

.. 2,500 



Bills Receivable 

.. 2,000 



Accounts Receivable 

.. 9,947 




Rs. 41,173 


Rs. 41,173 


The surviving partner took over Stock, Plant and Furniture, at the values stated, 
continued the business under his own name, acting as agent of the Firm in realizing 
the remaining assets, On 1st January 1943, he reported to his late partner’s executors 
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PARTNERSHIP ACCOUNTS 


that he had collected Rs. 6,500 of the Accounts Receivable, Rs. 1,250 of the Bills 
Receivable, and had received Rs. 93-12-0 Interest on Mortgages. His expenses had 
been Rs. 125 for Salaries,* Its. 275 for Lawyer’s and Accountant’s charges, and Sundry 
Expenses Rs. 50. He had made allowances to Customers, amounting to Rs. 340, and 
had discharged the whole of the liabilities to Sundry Creditors by payments amounting 
to Rs. 3,853. 

Prepare accounts showing the position of the Capital Accounts as at 1st January 
1943 and a Balance Sheet as on the same date. Deal only with the figures set out. 

(G D.A.) 

Solution 


BANK ACCOUNT 


1942 


Rs a. p. 

1943 


Rs. a. p. 

Jan. 1 

To Balance b/fd. 

566 0 0 

Jan. 1 

By Realization Ac- 


1943 




count—Salaries 

125 0 0 

Jan. 1 

„ Accounts Receiv- 



„ Realization 



able 

6,500 0 0 


Acc o unt — 



„ Bills Receivable .. 

1,250 0 0 


Lawyer's and 



„ Realization Ac* 



Accounta n t' s 



count—Interest 



Charges 

275 0 0 


on Mortgage ... 

93 12 0 


„ Realization Ac¬ 






count—Sundry 






Expenses 

50 0 0 





„ Creditors 

3,853 0 0 





„ Balance 

4,106 12 0 


Rs. 

8,409 12 0 


j Rs. 

i 

8,409 12 0 


REALIZATION ACCOUNT 



Rs. a. p. 


Rs. a. p. 

To Bank—Salaries 
„ Bank — Lawyer's and Ac* 

125 0 0 

By Bank—Interest on Mortgage... 
„ Sundry Creditors — 

93 12 0 

countant's Charges 
„ Bank—Sundry Expenses 
„ Sundry Debtors — Allowances... 

275 0 0 
’ 50 0 0 

340 0 0 

Allowances 
„ Loss:— 

J—Executors of A 
(deceased) Ac¬ 
count 245 10 0 

J — B's Capita] 

Account 245 10 0 

205 0 0 

491 4 0 

Rs. 

790 0 0 

,TWr-r.rrr 

Rs. 

790 0 0 


B’S CAPITAL ACCOUNT 


1942 


Rs. a. p. 

1942 


Rs. a. p. 

Jan. 1 

To Drawings 

3,472 0 0 

Jan. 1 

By Balance b/fd. 

7,500 0 0 


„ Assets taken 



,, Profit and Loss 



over:— Rs. 



Acco unt — 4 



Stock 8.750 



Share 

11,057 8 0 


Plant 3,750 






Furniture 1,250 







13,750 0 0 




1943 






Jan. 1 

,, Realization Ac¬ 






count-Loss J 






Share 

245 10 0 





,i Balance 

1,089 14 0 





• Rs. 

18,557 8JJ 


R,| 

18,557 8 0 







12 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


EXECUTORS OF A (DECEASED) ACCOUNT 


1942 
Jan. 1 

To Drawings 

Rs. a. p. 
8,938 0 0 

1942 
Jan. 1 

By Balance 

Rs. a. p. 
7.500 0 0 

1943 
Jan. 1 

„ Realization A c - 
count—Loss J 
Share 
>( Balance 

245 10 0 
9,373 14 0 

„ Profit and Loss 
Account—J 
Share 

11,057 8 0 


Rs. 

18,557 8 0 


Rs. 

18,557 8 0 


BALANCE SHEET 
As at 1st January 1943 


Capital and Liabilities 

Rs. a. p. 

Assets and Property 

Rs. a. p. 

Executors of A (deceased) ...| 

J 9,373 14 0 

Cash at Bank 

4,106 12 0 

B*s Capital ... ...! 

| 1,089 14 0 

Bills Receivable 

750 0 0 

| 

1 

Accounts Receivable 

3,107 0 0 



Mortgages 

2,500 0 0 

Rs. 

10,463 12 0 

Rs. 

10,463 12 0 

__ _ — ...... .... — . 

■ - 




blem 126 



Under the terms of a Partnership Deed between Ardeshir and Burjor, the surviv¬ 
ing partner is to pay the estate of the deceased partner one-third share of the profits 
for seven years. Interest to be paid at the rate of 5 per cent per annum on any 
balance of that share remaining unpaid six months after the date of each Balance 
Sheet of the business, the accounts of which are to be made up half-yearly. 


The deceased partner’s estate is also to receive interest at 5 per cent on the amount 
standing on the credit of his Capital Account at the date of the death. 

Ardeshir died in December 1939, and Rs. 12,000 was the amount standing to his 

credit 


The profits of the business for six half-years ending December 31st, 1942, were 
stated as follows : — 

To June 1940 Rs. 18,000, December 1940 Rs. 24,000 ; June 1941 Rs. 27,000, December 
1941 Rs. 33,000; June 1942 Rs. 27,000, December 1942 Rs. 21,0(00. 

Burjor paid over the share of Ardeshir’s profits up to December 1941, but up 
to June 1943 nothing further had been received from him in respect of the 1942 profits 
or in respect of Rs. 12,000 and Interest. 

The representatives of Ardeshir agree to accept his share in the future four years* 
profits on the basis of the average profits of the preceding three years; this is, 
provided the balance thus ascertained is paid off in cash subject to a rebate of Rs. 10,000: 

Prepare a full account, showing the amount due from Burjor, who has fixed 
June 30th, 1943, as the date of settlement. 
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Solution 


IN THE BOOKS OF THE EXECUTORS OF ARDESHIR 
SHARE IN THE BUSINESS OF ARDESHIR AND BURJOR 


1940 


"“I 

Rs. 

a. 

p. 

1940 


Rs. 

a. 

p. 

Jan. 1 

To Balance 


12,000 

0 

0 

June 30 

By Bank 

6,000 

0 

0 

June 30 

#, Interest on 





Dec. 31 


8,000 

0 

0 


Rs. 12,000 for 

6 months 


300 

0 

0 

1941 





Dec. 31 

„ Profits 

... 

6,000 

0 

0 

June 30 

By Bank 

9,000 

0 

0 

Interest on 





Dec. 31 

»» 

11,000 

0 

0 


Rs. 12,000 for 

6 months 


300 

0 

0 

1942 





1941 

„ Profits 

„ Interest on 

... 

8,000 

0 

0 

June 30 

By Rebate agreed upon 
„ Balance owing (tc 

10,000 

0 

0 

June 30 






be paid off in cash) 

87,391 10 

8 


Rs. 12,000 for 

6 months 


300 

0 

0 







„ Profits 


9,000 

0 

0 






Dec. 31 

„ Interest on 










Rs. 12,000 for 

6 months 


3Q0 

0 

0 







„ Profits 


11,000 

0 

0 






1942 
June 30 

„ Interest on 











Rs. 12,000 for 

6 months 


300 

0 

0 







„ Profits 


9,0U0 

0 

0 






Dec. 31 

„ Interest on 










Rs 12,000 for 

6 months 


300 

0 

0 







„ Interest on 











Rs. 9,000 for 

6 months 


225 

0 

0 







„ Profits 

... 

7,000 

0 

0 






1943 
June 30 

„ Interest on 





m 






Rs. 12,000 for 

6 months 


300 

0 

0 







„ Interest on 











Rs. 9,000 for 

6 months 


225 

0 

0 







„ Interest on 











Rs. 7,000 for 

6 months 


175 

0 

0 







„ 4 years’ Profits- 

-§rd" 










of 4 times the aver¬ 
age profits for the 
years 1940 to 1942... 

66,666 

10 

8 








Rs. 

1 1,31,391 10 



Rs. 

|| 1.31.391 10 

8 

,_ 



1 



Jl 


^Problem 127 

Messrs. Ramrao, Jagdeorao and Dalpatram carry on a business in partnership 
sharing profits and losses in proportions of 7|16, 5|l6 and 1|4. The Balance Sheet of 
the firm on 31st December 1940 was as follows: — 
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TYPICAL PROBLEMS IN 

ADVANCED ACCOUNTING 



Liabilities * Rs. 

Assets 

Rs. 

Bills Payable 

2,350 

Cash in hand 

250 

Creditors 

.. 5,450 

Cash at Bank 

580 

Loans 

.. 14,200 

Bills Receivable 

1,850 

Capitals:—* 

Rs. 

Stock-in-trade 

.. 9,570 

Ramrao 

22,750 

Debtors 

.. 20,250 

Jagdeorao 

15,250 

Furniture 

., 2,100 

Dalpatram 

12,000 

Plant and Machinery 

.. 6,800 


- 50,000 

Leasehold Building 

.. 30,600 


Rs. 72,000 

1 

Rs. 72,000 


Profits for the year ended 31st December 1940 were Rs. 12,000. Mr. Dalpatram 
dies on 30th April 1941. The Partnership Deed provides that Goodwill of the business 
is to be calculated on the basis of three times the average profits of the past 5 years. 
Profits for the previous years were as follows: — 

Year 1936 .. .. Rs. 28,600 Year 1938 .. Rs. 20,000 

,,1937 .. .. „ 27,400 „ 1939 17,000 


It is agreed between the surviving partners and the Executor of the deceased 
partner that the share of profits of the deceased from 1st January 1941 till his death 
may be ascertained on the basis of the last year’s profits. The Executor agrees to 
receive the amount due to the deceased at Rs. 4,750 on settlement (i.e. the date of 
death), and the balance with interest at 9 per cent in 4 six-monthly instalments. 


Show the amount due to the deceased partner’s estate and also show the Executor*^ 
Account till the full amount due is paid to him with interest. 


Solution 

Statement showing the amount due to the deceased partner: 
Profits for 5 years are : — 

• 

1936 

1937 

1938 
1939T 
1940 


Rs. 1,05,000 


Rs. 

.. 28,600 
.. 27,400 
.. 20,000 
.. 17,000 

.. 12,000 


Average profits, therefore, are 1,05,000 ~ 5 = 21,000 x 3 = Rs. 63,000 Goodwill. The 
deceased’s share of Goodwill is 63,000 -f- 4 = Rs. 15,750. 

Profits for 1940 = Rs. 12,000. Profits for 4 months are, therefore, Rs. 4,000. The 
deceased’s share of profits for the 4 months ending 30th April 1941 is, therefore, 
Rs. 1,000. 


DALPATRAM’S CAPITAL ACCOUNT 


1941 
April 30 

' 

1 

To Executor of 

Dalpatram Account i 
—Transfer ...! 

i 

Rs. 

28,750 

1941 
Jan. 1 
April 30 

By Balance 

„ Profits—ith Share ... 
„ Goodwill—Jth Share 

Rs. 

12,000 

1,000 

15,750 


i Rs - 

28,750 


Rs. 

28,750 


i ! 


___ i 
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EXECUTOR OF DALPATRAM’S ACCOUNT 


1941 

1 

Rs. 

1941 

j 

Rs. 

April 30 

To Bank ... ...j 

4,750 

April 30 

By Dalpatram's Capital j 


Nov. 1 

,, ,, ... ...| 

7.080 


Account—Transfer ...! 

28,750 

Dec. 31 

„ Balance c/d. ... ..J 

18,000 

Nov. 1 

„ Interest ... ...j 

1,080 


Rs. || 

| 29,830 


Rs. 1 

29,830 

1942 


s 

1942 



May 1 

To Bank 

6,810 

Jan. 1 

By Balance b/d. ...! 

18,000 

Nov. 1 

,, y, ... ...' 

„ Balance c/d. ... 

6,540 

May 1 

„ Interest ... ...j 

810 

Dec. 31 

6,000 

Nov. 1 

| „ „ ... ...j: 

540 


Rs.; 

19,350 


RS. i; 

19350 

1943 



1943 

| 


May 1 

To Bank 

6,270 

Jan. 1 

j By Balance b/d. 

6,000 




May 1 

i „ Interest 

i 

270 


Rs. 

6,270 


Rs. i 

j 6.270 

—. 

- _ - 

_ i 


J _ 1 



AMALGAMATION OF FIRMS 

problem 128 

Mr. A. Bath and Mr. B. Wells carry on separate businesses of a similar nature, 
and agree to terms of partnership on the basis of amalgamation. The following is 
a statement^ of their respective positions : — 

Bath 


Liabilities 
Sundry Creditors 

Mrs. Bath Loan at 4 per cent 
A. Bath, Capital 

£ 

.. 1,180 
.. 2,000 
.. 9,820 

Stock 

Book Debts 
Trade Fixtures 
Cash in Bank 
Cash in hand 

Assets 


£ 

4,200 

8,050 

150 

580 

20 


£ 13,000 



£ 

13,000 


Wells 




Liabilities 

Creditors 

Union Bank 

Mortgage on Leasehold 

B. Wells, Capital 

£ 

.. 800 
.. 1,500 

.. 1,000 
.. 7,280 

Assets 

Stock-in-trade 

Book Debts 

Trade Fixtures 

Life, Policy Premium paid 
Leasehold of Premises 


£ 

1,800 

6,400 

200 

180 

2,000 


£ 10,580 



£ 

10,580 


It is agreed that each partner shall bring into the partnership £10,000 in cash 
or its equivalent, business being carried on in Well’s premises, of which it is agreed 
that the lease shall be treated in account as worth £3,500. The trade fixtures of 
Mr. Bath are sold out and produce £70, the loss being borne by the partnership; 
and it is agreed that all private liabilities and assets are to disappear from the 
partnership books. After necessary adjustments, prepare the partnership Balance Sheet. 

(Incorporated Accountants.) 
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Solution Messrs. Bath and Wells 


BALANCE SHEET 
As at . 


Liabilities 

Mortgage on Leasehold 


£ 

1,000 

Assets 

Cash at Bank 


£ 

y 70 

Sundry Creditors 

... 

1,980 

Book Debts 


v^.450 

Current Accounts:— 

£ 


Stock 


-6,000 

Bath 

1,180 


Trade Fixtures 


yS'200 

Wells 

60 


Leasehold Premises 


3,500 

Capital Accounts 

Bath 

Wells 

10,000 

10,000 

£ 

1,240 

20,000 

24,220 


£ 

n/ 

24,220 


Note.— The amounts standing to the Current Accounts of Mr. Bath and Mr. Wells 
In the Combined Balance Sheet (of the new firm) are arrived at as follows: — 


£ 

Bath —Capital as per his Balance Sheet 9,820 

Add Private liability transferred (Mrs. Bath’s Loan) .. 2,000 


11,820 

Less £ Share of Loss on sale of Trade Fixtures .. 40 


11,780 

Of which he is able to withdraw 600 


11,180 

Amount of Capital as agreed 10,000 


Balance transferred to his Current Account £ 1,180 


Wells —Capital as per his Balance Sheet 7,280 

Add Private liability transferred (Union Bank Overdraft) 1,500 
Appreciation in the value of Leasehold 1,500 


10,280 

Less Private asset transferred (Life Policy) 180 

£ Share of loss on sale of Bath’s Trade Fixtures 40 

- 220 


10,060 

Amount of Capital as agreed 10,000 


Balance transferred to his Current Account £ 60 


Problem 129 


EUis and Brown are partners, sharing profits equally, in a business similar to 
that carried on by Smith. In order to avoid competition, they decided to amalgamate 
the two businesses by taking over the Assets and Liabilities of Smith, and admitting 
him into partnership with them as from 31st December 1943. The Balance Sheet 
at that date of each business was as follows:— 


Ellis and Brown 


Liabilities £ 

Ellis-Capital .. 6,000 

Brown—Capital .. .. 4,500 

Creditors .. 3,700 

£ 14,200 


Assets £ 

Cash at Bank .. 2,500 

Debtors .. 8,600 

Stock .. 3,100 


£ 14,200 










PARTNERSHIP ACCOUNTS 183 



Smith 


Liabilities 

£ 

Assets 

£ 

Creditors 

.. 7,500 

Cash at Bank 

.. 1,350 

Bills Payable 

.. 2,650 

Debtors 

.. 5,500 


Stock 

.. 2,000 



Smith — Capital overdrawn 

.. 1,300 


£ 10,150 


£ 10,150 


The new partnership was to be carried on as Ellis, Brown and Smith, and it 
was agreed between all the parties that the Book Debts and Stock of the business 
of Ellis and Brown were to be reduced by 10 per cent to cover Bad Debts and old 
Stock for the purposes of the amalgamation, and that Smith was to be credited with 
such a sum for Goodwill as would make his Capital in the new business equal to 
one-third of the joint Capital of Ellis and Brown therein. Prepare the Balance 
Sheet of Ellis, Brown and Smith after giving effect to these arrangements. 

(Chartered Accountants.) 


Solution 


Ellis, Brown and Smith 
BALANCE SHEET 
As at 31st December 1943 


£ 

3,850 

13,240 

4,790 

4,410 


26,290 


Note. —The figure of Goodwill, viz. £4,410, is arrived at as follows : — 

£ 

Capital of Ellis and Brown 10,500 

Less Loss on Adjustment 1,170 



£ 1 

£ 


£ 

Sundry Creditors:— 

i 


Cash at Bank 


On Open Accounts 

11,200 


Sundry Debtors 

14,100 

„ Bills Payable 

2,650 


Less Reserve 

860 



13,850 



Capital Accounts 



Stock 


Ellis 

5,415 


Goodwill 


Brown 

3,915 




Smith 

3,110 






12,440 




£ 

26,290 


£ 


Combined Capital of Ellis and Brown in the new firm £ 9,330 


^This is three times the Capital required of Smith, as Smith must have one-third 
of the joint Capital of Ellis and Brown. Smith’s Capital in the new firm, therefore, 
must be £3,110, but on the contrary there is a deficiency of £1,300. This necessitates 
a credit being given to his Capital Account for £4,410 , the corresponding debit for 
which goes to Goodwill Account. 




TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


IMr 

>JProblem 130 


The respective Balance Sheets of C and D at the date of amalgamation are 
as follows:— 


C 


Liabilities 

£ 

Assets 


£ 

Capital 

.. 18,000 

Cash 


130 

Sundry Creditors 

8,220 

Bank of England 

.. 

8,640 



Stock 


8,370 



Sundry Debtors 


6,730 



Shares Account— 





XL Spinning Co. 


2,006 



Office Fixtures 

•• 

350 


£ 26,220 


£ 

26,220 


D 




Liabilities 

£ 

Assets 


£ 

Capital 

.. 17,500 

Cash 


260 

Bills Payable 

.. 7,650 

Bank (Current Account) 


6,750 

I. C. & M. Bank Overdraft 

3,740 

Stock 

.. 

7,980 



Sundry Debtors 


7,200 



Shares Account: — 

£ 




A Spinning Co. 

1,000 




B 

2,000 




c 

1,500 




D 

2,000 






6,500 



Office Fixtures 


200 


£ 28,890 


£ 

28,890 


It is agreed: — 

(a) That the Capital of the new firm shall be £32,000 divided equally. 

(b) That the shares shall be taken in at the following figures: — 

£ 

XL Spinning Co. 2,000 

A „ 800 

B „ .. .. 1,750 

C „ .. .. 1,350 

D „ .. .. 2,000 

(c) That the debts of both firms be taken over less 10 per cent. 

(d) That the business shall be carried on at the office of C whose 
fixtures are to be taken in at £200, The fixtures belonging to D 
are sold for cash £75, which is to be brought into accoi^^ 

(e) That all other assets to be taken at face value. 

You are required to prepare the Balance Sheet of the new film, explaining how 
the adjustments, which are required, should be effected. 

(Incorporated Accountants.) 


Solution 

The following Journal entries will explain the adjustments for opening the books 
of the new firm:— 
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Sundries 

Cash in hand ... ... ... ... ... Dr. 

Cash at Bank 
Sundry Debtors 
Shares—XL Spinning Co. ... 

Stock 
Fixtures 

To Sundry Creditors 
ip Reserve for Bad Debts 
„ C's Capital Account 
„ C's Current Account 


! L.F. 


(Being the values.of C's assets and liabilities taken over by the 
firm as per agreement.) 

Sundries:— 

Cash in hand ... ... ... ... ... Dr. 

Cash at Bank ... 

Sundry Debtors 
Shares—A Spinning Co. 

B „ 

C „ 

D 

Stock 

To Bills Payable 
#, Bank Overdraft 
„ Reserve for Bad Debts 
„ D’s Capital Account 
„ D's Current Account 


(Being the values of D’s assets and liabilities taken over by the 
firm as per agreement.) 


C and D 

BALANCE SHEET 


Liabilities 

Sundry Creditors 
Bank Overdraft 
Bills Payable 
On Open Accounts 

Current Accounts 
C 
D 

Capital Accounts 
D 


£ 

3,740 
7,650 
8,220 !| 


1,177 
55 i 


16,000 

16,000 


19,610 

1,232 

32,000 


52.842 


/! 


Assets 

Cash in hand 
Cash at Bank 
Shares 

XL Spinning Co. 

A ,, ,, . 

B „ „ 

C . 

D 

Sundry Debtors 
Less Reserve for Bad 
Debts 

Stock 

Fixtures 


130 

8,640 

6,730 

2,000 

8,370 

200 


8,220 ' 
673 
16.000 
1,177 


26,070 11 26,070 


335 

6.750 
7,200 

800 

1.750 
1350 
2,000 
7,980 


7,650 

3,740 

720 

16,000 

55 


28,165 | 28,165 


£ 

2,000 

800 

1,750 

1,350 

2,000 


13,930 

1,393 


465 

15,390 


7,900 


12,537 

16,350 

200 


52,842 


Problem 131 

On 1st January 1943, A and B, who had previously been engaged in competitive 
businesses, agreed to become partners and amalgamate. The Balance Sheets of the 
two firms on 31st December 1942, were as follows: — 
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Liabilities 

Creditors 
Bills Payable 
Capital 


Liabilities 

Creditors 

Bank 

Capital 


A’s Balance Sheet 


£ 

.. 3,000 

6,000 

.. 100,000 

Assets 

Stock 

Debtors 

Premises 

Plant and Machinery 

Bank 

Furniture and Fixtures 
^^tfational War Bonds 

£ 

.. 50,000 
.. 30,000 
.. 20,000 
.. 5,000 

1,500 
500 

.. 2,000 

£ 109,000 


£ 109,000 

B’s Balance Sheet 


£ 

Assets 

£ 

.. 25,000 

Stock 

.. 75,000 

.. 10.300 

Debtors 

.. 45,000 

.. 105,000 

Plant and Machinery 

.. 20,000 


Furniture 

300 

£ 140,300 


£ 140,300 


A valuation of the assets of both businesses was made, and it was agreed that 
the Premises and Plant and Machinery belonging to A should be taken over by the 
new firm at £25,000 and £10,000 respectively. B was to be credited with £5,000 as 
the value of certain Patent Rights he possessed, which became the property of the 
partnership and which were not included in his Balance Sheet. All the other assets 
were taken over at the values stated in the respective Balance Sheets, except the 
National War Bonds belonging to A, which were not taken over. Both men undertook 
to discharge their own Liabilities, and it was agreed that A should introduce Cash to 
make his Capital equal to that of B. Prepare Capital Accounts of A and B, embodying 
the above arrangements, as also a Balance Sheet of the new firm. 

(B. Com.) 


Solution 


A’S CAPITAL ACCOUNT 
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Messrs. A and B 
BALANCE SHEET 
As at 1st January 1943 


Liabilities 


£ 

Assets 


£ 

Capital Accounts 

£ 


Cash at Bank 


29.800 

A 

... 145,300 


Sundry Debtors 


75,000 

B 

... 145,100 


Stock 


125,000 



290,600 

Patent Rights 


5,000 




Furniture and Fixtures ... 


800 




Plant and Machinery 

##l 

30.000 




Premises 

... 

25,000 


£ 

290,600 

i - 


£ 

290,600 








JOINT-LIFE POLICY 


Problem 132 

As a provision for repayment of Capital and Goodwill in the event of death of one 
of the partners, the firm of Sen and Gupta arranged for a Joint-Life Policy of partners 
of the face value of Rs. 30,090, the annual premium payable being Rs. 1,200. Hie 
premium is paid each year on 1 0th April from 1940 out o f profits, and the Policy 
Account is maintained in the books of the firm on the surrender value basis, which 
was as under: — 

1940, Nil; 1941, Rs. 120 ; 1942, Rs. 250 ; 1943, Rs. 450. Sen dies on 10th December 
1943 and the policy money is realized on 31st December 1943. 

Show how the Joint-Life Policy Account and the Joint-Life Policy Reserve 
Account will appear in the firm’s books year after year, and how the same will be 
finally adjusted, assuming that the financial period closes on 31st December, and the 
partners share profits in proportions of three-fifths and two-fifths. Give also the 
necessary Journal entries. 

Solution 


JOURNAL ENTRIES 


1940 
April 10 

Joint-Life Policy Account 

To Bank 

(Being the payment of premium.) 

Dr. 

L.F. 

jj 

Rs. | 
1,200 ' 

1 

Rs. 

1,200 

Dec. 31 

Profit and Loss Appropriation Account ... 

To Joint-Life Policy Reserve Account 
(Being the provision for premium made out of 
divisible profits.) 

Dr. 

! 

! 

! 1,200 

1,200 

! 

Joint-Life Policy Reserve Account 

To Joint-Life Policy Account 
(Being the entry to bring down the latter account to 
its surrender value.) 

Dr. 


1,200 

j 

1,200 

1941 
April 10 

Joint-Life Policy Account 

To Bank 

(Being the payment of premium.) 

Dr. 


1,200 

1,200 

Dec. 31 

Profit and Loss Appropriation Account ... 

To Joint-Life Policy Reserve Account 
(Being the provision lor premium made out of 
.divisible profits.) 

1 

Dr. 

i 

! 

1 

1,200 

1,200 

1 

1 
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JOURNAL ENTRIES— Contd. 


Dec. 31 

Joint-Life Policy Reserve Account 

To Joint-Life Policy Account 
(Being the entry to bring down the latter account 
to its surrender value.) 

Dr. 

i 

L.F. 

i R do 

Rs. 

1,080 

1942 
April 10 

Joint-Life Policy Acco unt 

To Bank 

(Being the payment of premium.) 

Dr. 


1,200 

1,200 

Dec. 31 

Profit and Loss Appropriation Account ... 

To Joint-Life Policy Reserve Account 
(Being the provision for premium made out of 
divisible profits.) 

Dr. 


1,200 

1 

1,200 

>» tt 

Joint-Life Policy Reserve Account 

To Joint-Life Policy Account 
(Being the entry to maintain the Policy Account at 
its surrender value.) 

Dr. 


1,070 

1,070 

1943 
April 10 

Joint-Life Policy Account 

To Bank 

(Being the payment of premium.) 

Dr. 

1 

! 

1,200 ! 

j 

i i 

1,200 

Dec. 31 

Bank 

1 To Joint-Life Policy Account 

l (Being the policy amount realized on death of 
j Mr. Sen.) 

Dr. 

! 

i 

i i 

i 

30,000 

j 

| 30,000 

»» n 

Joint-Life Policy Reserve Account 

To Joint-Life Policy Account 
(Being the entry to close the former Account.) 

Dr. 

1 

1 

250 

t 

250 

f 

tt tt i 

Joint-Life Policy Account 

To Sen’s Capital Account 
„ Gupta’s Capital Account 

(Being the balance on Joint-Life Policy Account now 
! transferred to the Capital Accounts of the 

Partners in their profit-sharing proportions.) 

Dr. 

1 

1 

i 

i 

1 

28,800 

! 

! i 

i_ _j 

I 17,280 

11.520 


JOINT-LIFE POLICY ACCOUNT 





1940 

! 

Rs. 

1940 


Rs. 

April 10 

To Bank 

1,200 

Dec, 31 

By Joint-Life Policy Re- 


1941 



1941 

' serve Account 

1,200 





April 10 

To Bank 

1,200 

Dec. 31 

By Joint-Life Policy Re- 






serve Account 

1,080 




tt tt 

„ Balance c/d. 

120 

1942 

Rs. 

1,200 

1942 

Rs. 

1,200 





Jan. 1 

To Balance b/d. 

120 

Dec. 31 

By Joint-Life Policy Re¬ 


April 10 

„ Bank 

1,200 


serve Account 

1,070 



1 -.--. 

tt a 

„ Balance c/d. 

250 


, Rs. | 

I 1,320 

1943 

Rs. 

1,320 

1943 





Jan. 1 

To Balance b/d. 

250 

Dec. 31 

By Joint-Life Policy Re¬ 


April 10 

„ Bank ...i 

1,200 


serve Account 

250 

Dec. 31 

„ Sea’s Capital Account ...1 

17,280 


„ Bank 

30,000 

»t it i 

„ Gupta's Capital Account...[ 

11,520 





Rs. 

30,250 


I 

30,250 
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JOINT-LIFE POLICY RESERVE ACCOUNT 


1940 
Dec. 31 

To Joint-Life Policy Account 

Rs. 

1,200 

1940 
Dec. 31 

By Profit and Loss Appro¬ 
priation Account 

Rs. 

1,200 

1941 
Dec. 311 

99 99 

To Joint-Life Policy Account 
>f Balance c/d. 

1 

1,080 

120 

1941 
Dec. 31 

By Profit and Loss Appro¬ 
priation Account ...j 

1,200 


Rs. j 

1,200 


Rs. 

1,200 

1942 
Dee. 31 

»» n 

i 

To Joint-Life Policy Account 
| „ Balance c/d. ...j 

| ! 

1,070 

250 

1942 
Jan. 1 
Dec. 31 

By Balance b/d. 

„ Profit and Loss Appro¬ 
priation Account 

120 

1,200 


Rs. 

1,320 


Rs. 

1,320 

1943 
Dec. 31 

j To Joint-Life Policy Account 

_250 

1943 
Jan. 1 

By Balance b/d. 

i 250 


'J 


\ 


PARTNERSHIP DISSOLUTION ACCOUNTS 
-^Problem 133 ... 

A, B and C carried on business in partnership and on 31st December 1943, their 
Balance Sheet was as follows : — 


Liabilities 

£ 

Asset. 1 ? 

£ 

Sundry Creditors 

.. 4,500 

Land and Building 

.. 4,000 

A—Loan 

.. 6,000 

Plant and Machinery 

.. 8,000 

Capital Accounts : — 


Loose Plant and Tools 

.. 1,500 

A 

.. 12,000 

Stock-in-trade 

.. 10,000 

B 

.. 10,000 

Sundry Debtors 

.. 14,000 

C 

.. 7,500 

£ 40,000 

Cash at Bank and in Hand 

.. 2,500 

£ 40,000 


They decide to dissolve the partnership as at 31st December 1943. A retires, and 
B and C continue the business/ and agree Jo purchase A*s share Jin the Capital jof the 
firm in the proportions ifT which they share profits and losses. Profits and losses are 
shared:— A two-fifths, B two-fifths and C one-fifth. A agrees to allow his loan to 
remain in the business. 

^ For the purposes of the dissolution, Goodwill is valued at £5,000, and the Assets 
are to be taken as follows: — 

Land and Buildings £4,500. 

Plant and Machinery as in the Balance Sheet, subject to 10 per cent depreciation. 

Loose Plant and Tools as in the Balance Sheet. 

Stock-in-trade at £9,000. 

^ Sundry Debtors as in the Balance Sheet, subject to £1,100 provision for Bad 
Debts, and an allowance of 5 per cent for discounts and costs of collection. 

The liability to Sundry Creditors is taken over by B and C subject to an 
allowance of £200 for discounts. 

B and C continue to share profits and losses in the same proportions as heretofore. 

Draw up the Realization Account and the Balance Sheet of B and C as on 1st 
January 1944. 

(Chartered Accountants.) 
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Solution 


REALIZATION ACCOUNT 



£ 

1 

£ 

To Plant and Machinery 

800 v> 

^By Goodwill ... ... ...j 

5,000 

„ Stock*in trade ...» 

1.O00J 

,, Land and Buildings ... ...I 

500 

„ Reserve for Bad Debts ...j 

1,100'' 

/ „ Reserve for Discounts on ! 

■ 

„ „ for Discounts and Costs | 


y • Creditors ... i 

200 

of Collection ...» 

645 

/ 1 


„ Capital Accounts:— 


i 


A--2/5ths Share 

862 



B—2/5 „ „ 

862 



C—-l/5th ,. ... 

431 



i 




£ j 

5,700 

'o' £ 

5,700 


/ 


BALANCE SHEET OF B AND C 
As on 1st January 1944 


Liabilities £ s. d. 

£ S . d . 

Assets £ s. d. 

£ s. d. 

Sundry Creditors 4,500 0 0 


Cash at Bank 


Less Reserve 


and in hand 

2,500- 0 0 

for Discount 200 0 0 


Sundry 



4,300 0 0 

Debtors ... 14,000 0 0 


A—Loan 


Less Reserve 


Account 

6,000 0 0 

for Bad 


B’s Capital 


Debts ... 1,100 0 0 


Account 




Balance on 


12,900 0 0 


31st Dec. 


Less Reserve 


1943 ... 10,862 0 0 

i 

for D i s- 


Add Amount 


counts etc.... , 645 0 0 

l 

brought in 



12,255 0 0 

to pay A ... 8,574 13 4 


Stock-in-trade 

9,000 0 0 


19,436 13 4 

Loose Plant 


C's C a p i t a 1 


and Tools ... 

1,500 0 0 

Account:— 


Plant and 


Balance on 


Machinery... 

7,200 0 0 

31st Dec. 


Land and 


1943 ... 7,931 0 0 


Buildings ... * 

4,500 0 0 

Add Amount 


Goodwill 

5,000 0 0 

brought in 




to pay A ... 4,287 6 8 





12,218 6 8 



£ 

41,955 0 0 

£ 

41,955 0 0 




I 


^Problem 134 ' 

A, B and C have been carrying on business as wholesale grocers and they share 
profits seven-fifteenths, five-fifteenths and three-fifteenths respectively. On 31st December 
1943, they dissolve partnership. The Balance Sheet of the firm on that date was 
as follows:— 
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Liabilities 


Rs. 

Assets 

Rs. 

Sundry Creditors 


2,500 

Land and Buildings 

.. 7,500 

Loan from A at 5 per cent 

6,000 

Plant and Fittings 

.. 2,250 

Capitals: — 

Rs. 


Stock-in-trade 

.. 10,650 

A 

9,000 


Horse, Cart and Harness 

.. 1,000 

B 

6,000 


Sundry Debtors 

.. 3,000 

C 

2,500 


Cash at Bank 

.. 1,600 



17,500 




Rs. 

26,000 


Rs. 26,000 


A and B wanted C to join them in floating the concern as a private company 
but C refused and A and B arranged to pay C out and then to form the company. 

The arrangements between A, B and C were as follows: —A and B took over 
the liabilities at book figures plus Rs. 500 allowed for realization expenses; they also 
took over die cash; and the Horse, Cart and Harness were sold for cash realizing Rs. 740. 
The other assets A and B agreed to take over as follows:—Land and Buildings 
Rs. 10,000; Plant and Fittings less 10 per cent; Stock less 20 per cent; Debtors at 
Rs. 2,115. 

A and B, having paid the realization expenses Rs. 500 and having paid out'/ 
C by providing the required cash in the same proportions as they share profits and losses 
inter se, proceed to sell the assets, as they stand, to the Harbour Grocery Co., Ltd., 
for Rs. 12,000 cash and Rs. 12,000 in fully paid-up shares. * The latter A and B take 
in the same proportions as they share profits and losses. 

A and B then pay off the liabilities themselves and close the partnership books. 

You are required to show only (a) the Bank Account, ( b) the Capital Accounts, 
(c) the Realization Accounts, (d) the Harbour Grocery Co., Ltd. Account. Assume 
that all the above transactions are put through and completed on 31st December 1943. 

(GD.A.) 

Solution 


BANK ACCOUNT 



Rs. a. p. 


Rs. a. p. 

To Balance b/fd. 

1,600 0 O' 

By Realization Expenses of , 


„ Horse, Cart and Harness 

740 0 0 

/ A and B ... j 

500 0 0 ^ 

„ A's Capital Account 

210 0 0 

C's Capital Account ...1 

2,200 0 0 

„ B’s Capital Account 

150 0 0 

/ 


Rs. 

2,700 0 0 

Rs. 

2,700 0 0 

To Harbour Grocery Co., Ltd. ... 

12,000 0 0 

By Realization Account:— | 




Sundry Creditors 

2,500 0 0 



,, A’s Loan Account 

6,000 0 0 



„ A's Capital Account 

2,291 10 8 



„ Capital Account 

1,208 5 4 

Rs. 

12,000 0 0 

Rs. 

12.000 0 0 


A’S CAPITAL ACCOUNT ^ 


To Loss on Realization ... I 

,, Shares in Harbour Grocery ! 

Co., Ltd., fully paid ... | 
» Bank ... .... 

Rs. 


Rs. a. p. 

700 0 0' f By Balance b/fd. 

„ Bank 

7,000 0 0 „ Profits on Sale to Harbour 

2,291 10 8 f Grocery Co., Ltd. 


Rs. a. p. 

9,000 0 0 ■ 
210 0 0 * 

781 10 8 v 

9.991 10 8 


9,991 10 8 
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B’S CAPITAL ACCOUNT 


To Loss on Realization 
„ Shares in Harbour Grocery 
Co., Ltd., fully paid 
„ Bank 


Rs. 


1 '■*— ■■ ' -- 

1 Rs. a. p. 

/ 

By Balance b/fd. ... 

Rs. a. p. 

500 0 O' 

6,000 0 0 

. 5,000 0 0 
. 1,208 5 4 

„ Bank . 

w „ Profits on Sale to Harbour 
^ Grocery Co., Ltd. 

150 0 0 

558 5 4 

6,708 5 4 

Rs. 

6,708 5 4 

_ -__ 




REALIZATION ACCOUNT IN THE BOOKS OF A, B AND C w 


To Land and Buildings 
„ Plant and Fittings 
„ Stock-in-trade 
„ Horse, Cart and Harness 
Sundry Debtors 
(A and B Realization Account 
Expenses 

A and B Realization Account: - 
Creditors 


»» 

r 


: | Rs. 

. i 7,500 
. 2,250 

. I 10,650 
. | 1,000 
.j| 3,000' 

.] 500 

.! 2,500 


Rs. 27,400 


By Sundry Creditors ... 

,, Bank—Horse, Cart and Harness... 
0 A and B's Realization Account 


Land and Building 
Plant and Fittings 
Stock 
Debtors 

Loss on Realization 
A's Capital A/c.—7/15ths 
B's „ „ 5/15 „ 

C's „ „ 3/15 „ 


Rs. 

2,500 
740 , 


10,000 
2,025 Jb 
8,520 Hr 
2,115 4 ^ 

T 22,660 


700 

500 

300 


Rs. 


1,500 


27.400 


C’S CAPITAL ACCOUNT ^ 



If Rs - 



'Rs. 

To Loss on Realization 

...|| 300 

By Balance b/fd. 


2,500 

„ Bank 

...II 2,200 



Rs. 2,500 


Rs. 

2,500 

... . .... . 

_____.. !l__i 

_ 

_ _ 



K 

REALIZATION ACCOUNT IN THE BOOKS OF A AND B ^ 



Rs. 

Rs. 

To Realization A/c. of A, B & C 

f 

Land and Building 
Plant and Fittings 
Stock 

Debtors 

.. 10,000 
2,025 
8,520 
2,115 

V 

„ Bank—Creditors 

22,660 
; 2,500' 

„ „ Expenses 

•• ... 

| 500' 

„ A's Capital Account— 
7/12ths Profit 

.. 781 10 8 

Y 

„ B's Capital Account— 
5/12ths Profit 

,.558 5 4 

Rs. 

i 1,340 
27,000 


By Realization AccountRs. • 

Sundry Creditors ... 2,500 lY 

Expenses ... 500 j 

-1! 3,000 

„ Harbour Grocery Co., Ltd. ...;i 24,000 


.i 


Rs. 

27,000 

__1 

1 • 
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HARBOUR GROCERY CO., LTD. 


To Realization Account of A & B 

Rs. 

Rs.^ 

24,00(T 

By Bank 

„ Shares:— Rs. 

A's Capital A/c.—7/12ths 7,000 
B's Capital A/c.—5/12ths 5,000 

Rs. 

12,000 

12,000 

Rs. 

24,000 

24,000 



Problem 135 X 




The Balance Sheet of a firm 

on 31st December 1943, was as follows: — 


Liabilities 

£ 

Assets 

£ 

Partner A’s Capital 

5,000 

Freehold Property 

.. 8,000 

„ B’s 

4,000 

Investments 

.. 2,000 

„ C’s „ 

3,000 

i Book Debts 

.. 1,000 

Trade Creditors 

2,000 

Cash at Bank 

.. 3,000 


i 


£ 14,000 £ 14,000 


Partnership profits and losses were divided equally. The partnership was dissolved 
as on 31st December 1943. The Trade Creditors were paid at 5 per cent discount. 
A agreed to take over the Freehold Property at £9,000, B the Investments at £500, and 
C the Book Debts at £600. 

Show the final Partnership Accounts. 

(Chartered Accountants.) 


Solution 


REALIZATION ACCOUNT 


I 

j 

£ 

s. 

d. 




£ 

s. 

d . 

To Freehold Premises ... j 

8,000 

0 

0 

By Sundry Creditors ... 



2,000 

0 

0 

„ Investments 

2,000 

0 

0 

,, A's Capital Account 


t 




„ Book Debts 

1,000 

0 

0 

(Freehold Premises) 



9,000 

0 

0 

Bank (Creditors) ... 

1,900 

0 

0 

,, B’s Capital Account 





r 

i 



(Investments) 

,, C's Capital Account 


1 

o 

© 

0 

0 





(Book Debts) 

„ Loss:— 

£ 5 . 

d. ; 

600 

0 

0 


. 



A’s Capital Account 

266 13 

4 ! 








B's 

266 13 

4 





i 



C's 

266 13 

4 

800 

0 

0 

\ 

1 _ 






£ 

12,900 

0 

0 



£ 

12,900 

0 

0 










'BANK ACCOUNT 



£ 5. d. 


£ s. d. 

To Balance b/fd. ... 

3,000 0 0 

By Realization Account — 


,» A's Capital Account 

4,266 13 4 

Sundry Creditors 
„ B's Capital Account 
u C s tt tt •" 

1,900 0 0 
3,233 6 8 
2,133 6 8 

£ 

7,266 13 4 

£ 

7.266 13 4 


13 





194 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


A’S CAPITAL ACCOUNT 


;l 

£ s. d. 

a 

! T3 

«/j 

1 

To Realization Account— j| 


|| 

By Balance b/fd. ... ... | 

5,000 0 0 

(Freehold Premises) ... 1 

9,000 0 0 

„ Bank ... ... ' 

4,266 13 4 

„ Realization Account—Jrd 1 




Loss ... ... ■; 

266 13 4 



£ 

9,266 13 4 

£ | 

9,266 13 4 


B’S CAPITA] 

L ACCOUNT 


j 

£ $. d. 


£ s. d. 

To Realization Account— j 


By Balance b/fd .... 

4,000 0 0 

(Investments) 

500 0 0 

! 


„ Realization Account — §rd 


1 


Loss 

266 13 4 



„ Bank 

3,233 6 8 



£ { 

4,000 0 0 

£ 

4,000 0 0 


C’S CAPITAL ACCOUNT 



£ s. d. 

1 

£ s. d. 

To Realization Account— 


By Balance b/fd. ... 

3,000 0 0 

(Book Debts) 

600 0 0 



,, Realization Account—Jrd 




Loss 

266 13 4 



„ Bank 

2,133 6 8 



£ J 

3,000 0 0 

_ __ _ ■ 

£ 

3,000 0 0 


Problem 136 ^ , y. \ • 

Jones, Brown and Robinson were partners in a business, profits and losses being 
divided thus—Jones two-fifths, Brown two-fifths and Robinson one-fifth. The partnership 
was dissolved as on 31st December 1943, upon which date the position of the firm was 
as follows : — 


Capitals: — 

£ 

£ 



£ 

Jones 

.. 3,000 


'Sundry Assets 


.. 10,620 

Brown 

.. 2,100 


Debtors : — 


£ 



5,100 

Robinson 


500 

Loans: — 



Sundry 


2,000 

Jones 

500 




- 2,500 

Smith 

800 


Cash at Bank 

• « 

120 



1,300 




Sundry Creditors 


5,840 * 




Bank Overdraft 


1,000„ 





£ 

13,240 



£ 13,240 


The expenses of the dissolution were £120. Jones took over the business, paying 
£7,850 for the Sundry Assets and £2,500 for the Goodwill. 

Prepare an account, as between the partners, showing the result of the dissolution. 

(Chartered Accountants.) 
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Solution 


To Balance b/fd. 

„ Realization Account (Sundry 
Assets) 

„ Realization Account — Goodwill ... 


To Balance b/d. 


To Sundry Assets 
„ Bank—Expenses 
„ Bank—Sundry Creditors 


BANK ACCOUNT 

| £ 

120 By Realization Account— Bank 
Overdraft 

. ! 7,850 „ ,, Realization Account — Sundry 

,;| 2,500* Creditors 

;l „ Realization Account—Dissolution 

Expenses 

„ Realization Account—Sm i t h ' s 
j Loan 

„ Jones' Loan Account 
„ Balance c/d. 


REALIZATION ACCOUNT 


10,620* By Sundry Liabilities 
120 v ' „ Bank—Sundry Assets 
7,640*. - ,, Bank—Goodwill 
„ Loss:— 

Jones—2/5ths 
Brown—2/5ths 
Robinson—l/5th 


1 , 000 * 

5,840 

120 ^ 

800 ^ 
500 v/ 
2,210 


£ : 18,380 


BALANCE* SHEET 


Capital Accounts 
Jones—Balance 
Less 2/5ths Loss 

Brown—Balance 
Less 2/5ths Loss 



Cash at Bank 
Sundry Debtors 
Robinson's Capital Account 
Debit Balance 
Add l/5th Loss 


£ ! 

10,470 

j 

1 

£ 

... 

7,640^ 


7,850 

156 

156 

78 

2,500 t 


390 

£ 

18,380 




j 

1 £ 

..j 

1 2,210 

£*” 

500 

78 

; 2,000 

I 

1 


578 

£ 

,i 4,788. 


Note.— As it is not stated as to what the Debtors realize and whether Robinson 
is in a position to bring in the amount owing by him, the exercise is only worked 
up to this stage, and the Books of Accounts are not entirely closed. 

Problem 137 * ^ 

The following Balance Sheet states the position of Messrs. Rufus and Isaacs on 
the 31st December 1943, on which date they decide to give up the business and wind 
up their affairs : — 


Liabilities £ 

Sundry Creditors .. .. 3,800 

Reserve .. .. 2,000 

Mr. Rufus—Capital .. 11,000 

Mr. Isaacs—Capital .. 8,000 


Assets 

Stock-in-trade 
Book Debts *. 

Fixtures and Fittings .. 
Machinery and Plant 
Profit and Loss Account 


£ 24,800 


£ 24,800 
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The Book Debts were collected at a cost of 7$ per cent; Stock sold for £6,000; 
Machinery, etc. for £1,400; and Fixtures and Fittings for £500. Open the necessary 
Ledger Accounts on the basis of the above Balance Sheet, and show the final closing 
of Qie books, including the withdrawal by partners of any ultimate balances due 
to them. The partners share equally. 

(Incorporated Accountants.) 


Solution 


REALIZATION ACCOUNT 


To Stock 

£ , 
7.200 

f 

By Sundry Creditors 

£ 

3,800 

„ Book Debts 

12,000 

’ „ Bank-Book Debts 

12 , 000 ' 

,, Fixtures and Fittings 

400 v 

' „ —Stock 

6,000 

„ Machinery and Plant 

1,800 v 

„ „ —Machinery 

1,400 

„ Bank—Sundry Creditors 

3,800 * 

„ —Fixtures 

500 

„ Bank—Cost of realizing Book Debts 

900 v 

- „ Loss •— £ 


£ 

26,100 

Rufus Capital Account 1,200 

Isaacs „ 1,200 

£ 

2,400 

26,100 


BANK ACCOUNT 


To Realization Account—(Book Debts) 

„ Do. —(Stock) 

„ Do. —(Machinery) . 

,, Do. —(Fixtures) ... 

£ 

12,000'- 
6,000' 
1,400 ’ 
500* 

By Realization Account—(Creditors)... 
„ Do. —(Cost of realizing 

Book Debts)... 
„ Rufus Capital Account 
ii Isaacs ,, ,, ... 

£ 

3,800^ 

900 ^ 
9,100^ 
6,100 ^ 

£ 

19,900 

£ 

j 19,900 


RUFUS—CAPITAL ACCOUNT 



£ 

r 

£ 

To Profit and Loss Account—Transfer... 

1,700* 

By Balance b/fd. 

11 , 000 '- 

„ Realization Account—Loss 
„ Bank 

1 .200' 

9,100 

" „ Reserve Account—Transfer 

1,000 * 

£ 

12.000 

£ 

12,000 


ISAACS—CAPITAL ACCOUNT 


To Profit and Loss Account—Transfer... 
„ Realization Account—Loss 
„ Bank 

£ - 

.1,700 

1.20UV 

6,100, 

By Balance b/fd. 

„ Reserve Account—Transfer 

£ 

8,000 w 
1,000 * 

£ 

9,000 

£ 

9,000 

- f - 





Problem 138 

On 1st January 1941, A, B and C were partners carrying on business as 
merchants with a Capital divided as follows:—A £30,000, B £20,000, and C £10,000. 
Each partner was to receive 5 per cent interest per annum on his Capital, and to 
share profits and losses in the following proportions: —A seven-twelfths, B one-fourth, 
and C one-sixth. 
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At 30th June 1042, it was agreed to dissolve the partnership and realize all the 
assets. In the result after all liabilities and claims had been paid with the exception 
of Law and Accountancy charges agreed at £500, there remained a balance in cash 
of £38,750. 

31st December 1942, was an agreed date between the parties for a settlement. 
Draw up a statement showing the position as at that date. 

(Incorporated Accountants.) 


Solution 


Messrs. A, B and C 
BALANCE SHEET 


As at 31st December 1942 






Liabilities 

£ s. d. 

Assr/s 

£ s. d. 

Outstanding Creditors 

500 0 O' 

Cash at Bank 

38,750 0 0 

Capital Accounts.— £ s. d. 




A ... i 16.812 10 0 




B ... . 15.062 10 0 

1 1yf-iJl 



C ... 6,375 0 0 1 





38.250 0 0 



£ 

38,750 0 0 

£ 

38,750 0 0 

• - - - — . — _ — - 

.... - -- _ 

_ _ _ _ _ . ... 

.... ____ 


A’S CAPITAL ACCOUNT 



i 

£ s. d. 


. .'. 1 

£ s. d . 

1942 



1941 



Dec. 31 

To Realization A/c.— i 

-tlTtill lc 

Jan. 1 

By Balance b/fd. 

30,000 0 0 


7/12ths Loss 

16,187 10 0 

1942 




„Balancec/d. 

16,812 10 0, 

Dec. 31 

„ Interest 

3,000 0 0* 


a v> £ 

33,000 0 0 


£ 

33.000 0 0 



•4* '- a '- 

1943 






Jan. 1 j 

By Balance b/d. 

16.812 10 0 


B’S CAPITAL ACCOUNT 




£ s. 

d. 



£ 5. 

d. 

1942 

To Realization A/c.— 



1941 




Dec. 31 



Jan. 1 

By Balance b/fd. 

20,COO 0 

0 


Jth Loss 

6.937 10 

0 

1942 


M 

», balance c/d. 

£ 

15,062 10 

0 

Dec. 31 

„ Interest 

2,0i)0 0 

Q 


22,000 0 

0 


£ 

22,000 0 

0 



i . 

A 1 n ■" 


1913 








Jan. 1 

By Balance b/d. 

15,062 10 

0 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 
C’S CAPITAL ACCOUNT 



i: 

- 

~ 



I 

£ s. d. 

' / ! 

£ s. d. 

1942 



1941 / 


Dec. 31 

To Realization A/c.— 


Jan. 1 fty Balance b/fd. ...1 

10,000 0 0 


l/6th.Loss ...;! 

4,625 u 0 

1942 1 



„ Balance c/d. ...i 

i 6,375 0 0 

Dec. 31 „ Interest .M 

r i,ooo o o 



11,000 0 0 

. £ 

11,000 0 0 


’ ! 

/ o 

1943 

1° p" 



. 

1 

Jan. 1 > By Balance b/d. 

6,375 0 0 


Note.— The total loss on Realization is £27,750, and this is arrived at by adding 
to £21,250 (difference between total Capital £60,000 and balance of Cash £38,750) 
£500 for Law and Accountancy charges and £6,000 for Interest on Capital for two years. 


Problem 139 ^ 


The Balance Sheet of Messrs. Harris and Smith stood at 31st December 1943, 
as follows : — 


Liabilities 

£ 

Assets 

£ 

Creditors 

.. 2,300 

Debtors 

.. 2,200 

Loan by Harris 

.. 3,000 

Plant and Machinery 

.. 5,000 

Capital—Harris 

.. 1,000 

Building 

.. 3,100 

Capital—Smith 

.. 4,000 




£ 10,300 


£ 10,300 


The partners share profits and losses equally. They decide to wind up the 
business as at 31st December 1943. The realization of the assets yields 75 per cent 
of the Debts, 60 per cent of the Plant and Machinery, and 70 per cent of the Buildings. 
Make out a final Balance Sheet and Capital Accounts. 

(Incorporated Accountants.) 


Solution 


REALIZATION ACCOUNT 


To Debtors 

„ Plant and Machinery 
„ Buildings 
„ Bank—Creditors 


2,200 * 
5,000' 
3,100 1 
2,300 \ ^ 


£ | 12,600 


By Creditors 
„ Bank—Debtors 
,, ,, —Plant 

„ ,, -Buildings 

,, Loss:— 

Harris—J 
Smith —i 


£ 5. d. 

...1,740 0 0 
... 1,740 0 0 


£ 


£ 

2,300^ 
1,650 
3,000 v 
2,170 u 


3,480 u 


12,600 


BANK ACCOUNT 


To Realization Account — Debtors 
,, Do. —Plant 

„ Do. — Buildings 


£ 

1,650” 

By Realization Account—Creditors ... 

£ 

2,300 

3,000 < 

„ Balance c/d. 

j 4,520 

2,170'- 

6,820 

£ 

6,820 

4,520 




To Balance b/d. 
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,? Problem 140 S 

k On 1st January 1943, L and M take Y into partnership, the terms being that 

* he shall bring in £5,000 as Capital, and that L and M shall reduce the amount of 
their Capital to £12,000 and £6,000 respectively. Profits are to be shared, one-half 
to L and one-fourth to each of M and Y. No other terms are definitely agreed upon. 
On 30th September 1943, the partnership was dissolved. A valuation of the Land 
and Buildings shows them to be worth £6,000, and L agrees to take them at that 
price, in part satisfaction of his share. The Goodwill is sold for £5,000, and the 
other assets realize their book values, the Balance Sheet at that date being as follows: — 


Liabilities 

£ 

Assets 

£ 

Creditors 

.. 7,000 

Land and Buildings 

4,000 

L—Capital Account 

.. 12,000 

Plant and Machinery .. 

.. 8,500 

L—Current 

500 

Stock 

• .. 10,200 

M—Capital „ 

.. 6,000 

Debtors 

v < .. 6,700 

M—Current „ 

300 

, Y—Current Account 

200 

Y—Capital „ 

.. 5,000 

1 Cash at Bank 

1 

.. 1,200 


£ 30,800 


£ 30,800 


Set out the Dissolution Account and show how much each partner receives. 

(Chartered Accountants.) 
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typical problems in advanced accounting 


Solution 


REALIZATION ACCOUNT 


To Land and Buildings 
„ Plant and Machinery ... 

„ Stock 
„ Debtors 
„ Bank — Creditors 
„ Profit:— 

L’s Capital Account — J 
M's „ 1 

Y’s t t ,. i 



£ 


£ 


4,0tf0 N 

* By Creditors ... 

7,000 


8,500; 

f „ L's Capital Account —(Buildings) 

6.000 


10 , 200 : 

^ „ Bank — Goodwill 

5,000 


6,700* 

„ ,, — Plant and Machinery ... 

8.500 


7,000 

^ „ „ —Stock 

10,200 

£ 


„ ,, —Debtors 

6,700 

3,500 




1,750 




1,750 





| 7,000 



£ 

43,400 

£ 

43,400 

- — - 


- _ _ 



VS CAPITAL ACCOUNT 


To Realization Account — (Freehold 
Building) 

„ Bank 

£ 

6,000 ■ 
10 ,000- 

By Balance b/fd. ... ...1 

,, Current Account 
,, Realization Account — Profit ...] 

£ 

12,000 ^ 
500 - 
3,500 _ 

£ 

16,000 

£ | 

16,000 

1 _ __ 

L _ . 


M’S CAPITAL ACCOUNT 



£ 

i 

i 

£ 

To Bank 

8,050 

By Balance b/fd. 

6,000 



„ Current Account 

300 



„ Realization Account — Profit 

1,750 

i 

£ i 

_ _i 

8,050 

£ 

8,050 

_ 


Y’s CAPITAL ACCOUNT 


To Current Account b/fd. ... 

| £ 

1 200 

By Balance b/fd. 

£ 

5,000 w- 

„ Bank 

; 6,550 

„ Realization Account—Profit 

1,750 u. 

£ 

1 6,750 

£ 

6,750 

_ 

___ 

_ _____ 



Problem 141 ’ 

Antia and Burdy are in equal partnership. Their Balance Sheet stood as: — 


Liabilities Rs. 

Antia’s Capital .. 600 

Creditors 3,900 


Assets. 

Rs. 

Machinery and Plant 

.. 1,475 

Furniture 

400 

Debtors 

500 

Stock 

625 

Cash at Bank .. 

300 

Burdy’s Drawings . 

1,200 


* i t f * 
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The Assets were realized as follows: — 

Stock Rs. 350, Furniture Rs. 200, Debtors Rs. 500 and Machinery Rs. 700. 

The cost of collecting and distributing the estate amounted to Rs. 150, Antia’s 
private estate is not sufficient even to pay his private debts, whereas in Burdy’s private 
estate there is a surplus of Rs. 50. 

Prepare a Realization Account, Bank Account and Profit & Loss Account and 
Creditors’ Account showing what dividend is paid to Creditors. (B.Com.) 


Solution 


REALIZATION ACCOUNT 


To Sundry Assets:— 
Machinery ... 
Furniture ... ' • 

Debtors 
Stock 

„ Bank—Cost of Realization 


Rs. 


1,475 

400 

500 

625 


Rs. 


Rs. 


Rs. 

| 

By Bank:— 

Stock 

350 - 


Furniture ... 

200 ' 


Debtors 

500*' 


Machinery... 

7001 

3,000 

^ — 

-1 

150 

^ ,, Loss transferred as under :— 



Antia's Capital Account 

700 


Burdy's Capital Account 

700 

3.150 


Rs. 



_f 


Rs. 


1,750 ^ 

1,400 ^ 
3,150 


BANK ACCOUNT 




Rs 

Rs. 


Rs. 

To Antia's Capital— 



By Sundry Creditors* Account 

1,950 w 

Transfer 

100 


„ Burdy’s Capital 

... 1,850 

1,950 




Rs. 

1950 

Rs. 

1.950 





_ 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Problem 142 


4 


Cama, Norton and Madhavji are in partnership as Solicitors in Bombay, Nagpur 
and Calcutta, dividing profits: Cama one-half, Norton and Madhavji one-fourth each. 

On 31st December. 1943 their Trial Balance showed as under : — 



Rs. 

Rs. 

Furniture and Fittings : — 



Bombay 

.. 4,000 


Nagpur 

.. 2,000 


Calcutta 

.. 2,000 


Debtors (including costs accruing): — 



Bombay 

.. 12,000 


Nagpur 

.. 8,000 


Calcutta 

.. 6,000 


Creditors 

.. 

5,000 

Cash at Bank 

! 6,900 


Drawings: — 


Cama 

.. 12,700 


Norton 

.. 5,500 


Madhavji 

.. 6,000 


Capital, 1st January 1943: — 



Cama 


15,000 

Norton 


8,000 

Madhavji 


7,000 

Profit for the year 


30,100 


Rs. 65,100 

i 

65,100 


On this date they decided to dissolve the partnership under the following 
arrangements : — 

Cama to take over the Bombay assets and all liabilities, and to pay Norton 
and Madhavji each Rs. 3,000. Norton is to take over the Nagpur assets, and Madhavji, 
the Calcutta Assets. Furniture and Fittings are to be reduced by 20 per cent and 
Debtors by 10 per cent. Interest on Capital is to be allowed at 5 per cent. Cash at 
Bank is to be applied in adjusting the final balances between them. 

Prepare statements showing the distribution of Profits and the Partners’ Accounts. 


Solution 


STATEMENT OF PROFIT AND LOSS (SHOWING DISTRIBUTION) 


Rs. 

To Depreciation 

Furniture @ 20% ... ... 1,600 

„ Reserve for Doubtful Debts ... 2,600 

„ Interest on CapitalRs. 

Cama ... ... 750 j 

Norton ... ... 400 j 

Madhavji ... ... 350 j 

-1,500 

„ Net Profits 

Cama —j Share 12,200 j| 

Norton—ith Share 6,100 

Madhavji—Jth Share 6,100 i' 

-r 24,400 

Rs. j 1 30,100 


By Balance b/fd. 


Rs. 

30,100 


Rs. j 30,100 
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CAMA’S CAPITAL ACCOUNT 


To Drawings Account — Transfer 
„ Furniture and Fittings (Bombay) 
„ Debtors (Bombay) 

M Norton's Capital Account 
,, Madhavji's Capital Account 
„ Bank 


Rs. 


| Rs. 

j 12,700^ ’ 
i 3,200 ' r 
| 12 , 000 »* 
! 3,000 ^ ’ 

| 3,000' r 

| 250 


34,150 


By Balance b/fd. 

,, Interest on Capital ... 

„ Profits—J Share 
„ Reserve for Doubtful Debts 
„ Creditors ... 


I Rs. 

...; 15,000 ^ 

.. , 750 * 

...I 12,200 ✓ 

...,i 1,200 - 

...j 5,000 ^ 

Rs. |! 34,150 


NORTON’S CAPITAL ACCOUNT 


To Drawings Account — Transfer 
„ Furniture and Fittings (Nagpur) 
„ Debtors (Nagpur) 

„ Bank 


Rs. 


5,5004 
1,600 vf 
8,000 
3,200 




By Balance b/fd. 

„ Interest on Capital ... 

„ Profits — £th Share ... 

„ Reserve for Doubtful Debts 


Cama's Capital Account 


Rs I 18,300 


MADHAVJI’S CAPITAL ACCOUNT 


Rs. 


8,000 ^ 

|! 400 ^ 

| 6 , 100 ^ 

! 800 ^ 

!■ 3,000 ^ 


18,300 


To Drawings Account — Transfer 
,, Furniture and Fittings (Calcutta) ... 
„ Debtors (Calcutta) 

„ Bank 


Rs. 


Rs. 

6 , 000 ^ 

1,600 

6,000 

3,450 


17,050 


By Balance b/fd. 

T , Interest on Capital ... 

„ Profits — £th Share ... 

„ Reserve for Doubtful Debts 
„ Cama's Capital Account 


! Rs. 
7,000 

...! 350 w/ 

...|| 6,100 

...» 600 

...i 3,000^ 

Rs. i| 17,050 


Problem 143 

Dinshaw and Merwan entered into partnership on 1st January 1939, Dinshaw 
bringing in cash Rs. 8,000 and Merwan bringing in nothing. The partnership agreement 
stipulated that Dinshaw was to receive 5 per cent interest on his Capital before 
dividing any profit which was divisible three-fifths and two-fifths respectively. On 31st 
December 1943, they agreed upon a dissolution. A Balance Sheet was prepared at 
31st December 1943, and stood as follows : — 


Liabilities 


Rs. 

Assets 

Rs. 

Dinshaw—Capital Account 


8,000 ^ 

Book Debts 

.. 14,000 

Nariman—Loan Account 


4,000 

Stock-in-trade 

5,700 

Sundry Creditors 


4,200 

Machinery, etc. 

2,400 

Balance of P. and L. 

Rs. 


Drawings Account—Dinshaw 

5,350 • 

Account 

10,000 . 


Merwan’s Account 

3,250 ’ 

Profit for the year 1943 

2,500 

i 





12,500 




Rs. 

28,700 


Rs. 28,700 


Dinshaw has not been credited with interest on Capital. No interest on drawings 
or undistributed profits is to be taken into account. The Book Debts realized Rs. 13,600, 
Stock-in-trade Rs. 4,900, and Machinery Rs. 2,800. An amount of Rs. 500 was also 
received for Goodwill which had not appeared in the partnership books* Write up 
the necessary accounts to give effect to the above statements, assuming that all liabilities 
are discharged and the costs of realization amounting to Rs. 300 are also paid by 
cash. Show the closing of Partners’ Accounts. The interest on Dinshaw’s Capital 
Account is to be reckoned for each year on the original figure of Rs. 8,000 and no 
interest on interest need be taken into account. 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution 


REALIZATION ACCOUNT 



Rs. 


To Book Debts ... 

14,000 « 

• By Sundry Liabilities 

„ Stock 

5,700 ' 

' ,, Bank (Sundry Assets) 

„ Machinery ... 

2,400 > 

' ,i ,, (Goodwill) 

„ Bank (Expenses) 

300 

^ „ Balance being Loss transferred 

„ „ (Creditors and Loan) 

8,200' 

f to P. and L. Account 

Rs. 

30,600 

Rs. 


Rs. 

8,200\x" 

21,300 
500 

600 

30,600 


PROFIT & LOSS ACCOUNT 


To 


M 


Dinshaw's Capital Account — 
Interest for 5 years on 
Rs. 8,000 $ 5% 

Realization Account — Loss 
transferred 

Balance transferred to Din- Rs. 
shaw's Capital Account 5,940 
Merwan's Current Account 3,960 


Rs. 


Rs. 



By Balance b/fd. 

2,000' 


600 > 

/ 

I 

j 9,900 

/ 

| 12,500 



Rs. 

12,500 


Rs 


12,500 


BANK ACCOUNT 



Rs. 


Rs. 

To Realization Account (Assets) ... 

21,300 v 

By Realization Account—Nariman’s 


„ (Goodwill) ... 

500^ 

Loan Account 

„ Realization Account—Sundry 

4,000 



Creditors 

4,200 


i 

„ Realization Account—(Expenses)...! 

300 i 

| 

1 

„ Dinshaw’s Capital Account 
„ Merwan's Current „ 

10,590 

2,710 

Rs. 

21.800 

Rs. 

21,800 

.. . .— _ .. __ .. „ _ 

- 1 

_ _ . _ 


DINSHAW’S CAPITAL ACCOUNT 



Rs. 


Rs. 

To Drawings Account—Transfer 

5,350' 

r By Balance b/fd. 

8.000 ' 

„ Bank 

10,590 

„ Interest on Capital 

2,000 * 



ft Profit and Loss Account 

5.940 v' 

Rs. 

J5,940 

Rs. 

J5940 


MERWAN’S CURRENT ACCOUNT 



Rs. 


Rs. 

To Balance b/fd. 

1,250 

By P. & L. Account 

3,960 

tt Bank 

2,710 



Rs. 

3,960 

Rs. 

3,960 


VI 
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^Problem 144 


The following items represented the book values at 31st December 1943 of the 
assets of a firm of Chemists with four branch shops: — 

Lease and Goodwill 
Furniture, Fixtures, etc. 

Stock 

Book Debts 
Cash in hand 

Bonuses accrued due from Manufacturers 
Rents paid in Advance 

The firm's liabilities at the same date were as under: — 

Sundry Creditors 

Secured Loan Creditor with Accrued Interest 
Overdraft at Bank 

The Partners’ Capital Accounts stood as follows: — 

A .. Rs. 5,020 

B .. „ 5,220 

Owing to a disagreement between the partners (who shared profits equally), it 
was mutually agreed that they should dissolve the partnership and each continue to 
trade separately. With a view to an equitable division of the partnership property, an 
Arbitrator was appointed, who awarded two of the businesses to each partner. 

The value assigned to the Lease, Goodwill, Fixtures, etc. of the two businesses 
awarded to A was Rs. 31,200, and to the Lease, Goodwill, Fixtures, etc. of the remain¬ 
ing businesses awarded to B Rs. 22,500. It was also awarded that the Stock and 
other assets should be divided equally and that the liabilities should be borne equally. 

A was directed to retain the whole of the Bonuses due from the manufacturers 
as and when received and, in order to equalize matters between the partners, to 
make a cash payment to B. 

Show the Partners’ Accounts after giving effect to the Arbitrator's award. 


Rs. 

. 25,280 
. 9,100 

. 38,210 
1,520 
70 
750 
490 

. 23,780 
. 38,300 

. 3,100 


Solution 

A’s CAPITAL ACCOUNT 


To Lease, Goodwill, Fixtures, etc. 

„ Stock 
„ Debtors 
„ Cash 

„ Expenses Prepaid 
„ Bonuses 

|i " 

Rs. 

...!! 31,200 
.J 19,105 
760 

...ji 35 

...!| 245 

.. ii 750 

| 

By Balance b/fd. ... .. 1 

„ Profit on transfer of Leases, , 
Goodwill. Furniture, etc. 

„ Sundry Creditors 
„ Loan and Accrued Interest 
,, Bank Overdraft 
,, Balance c/d. 

Rs. 

5,020 

9.660 
11,890 
19,150 
1,550 
| 4,825 


Rs. i| 52,095 

Rs. 

52,095 

To Balance b/d. - 

.. j> 4,825 

. 1 

By Bank ... ... ...! 

1 

j 4,825 


B’s CAPITAL ACCOUNT 


* 

Rs. 


Rs. 

To Lease, Goodwill, Fixtures, etc. 

„ Stock 

22,500 

19,105 

By Balance b/fd. 

„ Profit on transfer of Leases, 

5,220 

„ Debtors 

760 

Goodwill. Furniture, etc. 

9.660 

„ Cash 

35 

„ Sundry Creditors 

11,890 

„ Expenses Prepaid 

245 

„ Loan and Accrued Interest 

! 19,150 

„ Balance c/d. 

4,825 

„ Bank Overdraft 

! 1,550 

Rs. 

47.470^ 

Rs 

47,470 

To Bank 

4,825 

I 

By Balance b/d. ... ...j 

4,825 
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Note.— Total Profit on transfer of Leases, Goodwill, Furniture : — 

Rs. 

Lease and Goodwill transferred to A .. 31,200 

„ „ „ B 22,500 

53,700 

Less Book value of Leases and Goodwill .. 34,380 

Rs. | 19.320 

I - 

As Share of Profit \ of 19,320 — Rs. 9,660. 

/. B’s Share of Profit - J of 19,320 = Rs. 9,660. 

^Problem 145 J j 

A and B carrying on business in partnership admit C on the basis of equal 
division of profits, C to bring in no Capital, and in the event of dissolution to have 
no interest in the Goodwill. 

On 1st February 1944 the partnership was formally dissolved and as from that 
date the business was sold to D & Co. for Rs. 1,80,000. Of this sum Rs. 96,000 was 
in respect of Property, Plant and Machinery. The Balance Sheet of A, B and C on 
1st February 1944, was as follows : — 

Liabilities Rs. 

Creditors .. .. .. 18,000 

Capital Accounts : — 

A 60,000 

B 60,000 

Current Accounts : — 

A 1,600 

B .. .. .. 3,200 

C 3,600 

Rs. 1,46,400 Rs. 1,46,400 

You are required to draft the final Dissolution Account of A, B and C. 


Solution 

BANK ACCOUNT 


To Realization Account 


To Bank 

... 

Rs. 

83,400 

By Balance b/fd. 

„ Current Account—Transfer 
„ Realization Account—(Transfer)— 
ird Share of Profit 
£ „ „ Goodwill 

I Rs. 

! 60,000 
1,600 

8,000 

13,800 


Rs. 

j 83,400 

Rs. | 

83,400 

v___ 

... 








Assets Rs. 

Freehold Property, Plant and 
Machinery .. .. .. 72,000 

Debtors .. .. .. 44,000 

Stock-in-trade .. 28,000 

Cash at Bank .. .. .. 2,400 
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B’s CAPITAL ACCOUNT 


" 1 

To Bank ... ... ...| 

i 

Rs. 

1 

1 Rs. 

| 85,000 

By Balance b/fd. 

„ Current Account—Transfer 
„ Realization Account-(Transfer)— 
Jrd Share of Profit 
i „ „ Goodwill 

Rs. 

Rs. 

I 60,000 
! 3,200 

8,000 

13,800 

85,000 

i 85,000 



C’s CURRENT ACCOUNT 



Rs. 


Rs. 

To Bank 

11,600 

By Balance b/fd. 

3,600 



„ Realization Account—(Transfer)— 

l! 



ird Share of Profit 

8,000 

Rs. 

11,600 

Rs. 

o 

o 

to 


REALIZATION ACCOUNT 


Rs. 


To Sundry Assets 
Freehold Property, Plant 
and Machinery 
Debtors 
Stock-in-trade 
Cash at Bank 

„ Net Profit on realizing 
Assets 
A's Share 
B’s Share 
C’s Share 


Goodwill on 
Business:— 
A 
B 


Rs. 

72,000 

44,000 

28,000 

2,400 


8,000 

8,000 

8,000 


1,46,400 


Sale of 


-; s/2 4,000 

i 

. 13,800 
. 13,800 

-I 27,600 

Rs. |! 1,98,000 


By Sundry Creditors 
„ Bank 


Rs. 

18,000 

1,80,000 


Rs. 


1,98,000 


Note— The important point to be noted in this problem is the distinction between 
the Net Profit realized on sale of Assets and the amount realized on sale of Goodwill. 
One of the partners (C) does not share in the latter. 


^Problem 146 


D, E and F were partners with Capitals of Rs. 10,000, Rs. 8,000 and Rs. 4,000 
respectively, sharing profits four-ninths, three-ninths and two-ninths. During the year, 
each partner had withdrawn Rs. 2,000. The firm’s assets were then disposed of and 
realized Rs. 13,500. The liabilities amounting to Rs. 6,000 and the expenses of dis¬ 
solution amounting to Rs. 500 were paid off. Show how the balance of cash should 
be apportioned among the partners and prepare the necessary accounts. 
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Solution 


REALIZATION ACCOUNT 


To Sundry Assets 
„ Bank—Creditors 
,» „ —Expenses 



Rs. 



Rs. 

... 

22,000 

By Liabilities 


6.000 

.A 

6,000 

„ Bank—Assets realized 


13,500 


500 

„ Capital Accounts — Loss 





transferred 

Rs. 




D 4/9ths 

4,000 




E 3/9ths 

3,000 




F 2/9ths 

2,000 

9,000 





Rs. 

28,500 


Rs. 

28.500 







D’s CAPITAL ACCOUNT 


To Drawings Account 
„ Realization Account—4/9ths Loss ... 
„ Bank 


Rs. 


j Rs. 

f 

Rs. 

2,000 

Bv Balance b/fd. 

10,000 

! 4,000 



j; 4,ooo 



I 10,000 

Rs. 

10,000 


Ks CAPITAL ACCOUNT 



Rs. 

i 

Rs. 

To Drawings Account 

2.000 

By Balance b/fd. 

8,000 

„ Realization Account—3/9ths Loss ... 

3,000 



* Bank 

3,000 



Rs. 

8,000 

Rs. j 

8,000 


Fs CAPITAL ACCOUNT 



| Rs. 


Rs. 

To Drawings Account 
„ Realization Account—2/9ths Loss ... 

i 2,000 

j 2,000 

By Balance b/fd. 

4,000 

Rs. 

j| 4,000 

Rs. 

4,000 


BANK ACCOUNT 



Rs. 


Rs. 

To Realization Account—Assets realized 

13,500 

By Realization Account—Liabilities... 
„ Realization Account—Expenses ... 
„ Capital AccountsRs. 

D ... ... 4,000 

E ... ... 3,000 

6,000 

500 

7,000 

Rs. i 

1 

13,500 

Rs. 

j 13,500 


Note. —As the Capitals and the Liabilities at the date of dissolution less Drawings 
amount to Rs. 22,000, the book value of the Assets on that date must necessarily be 
the same. 


v 
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On 1st January 1943, X, Y and Z commenced business in partnership, sharing 
profits and losses in the proportions of one-half, one-third and one-sixth respectively. 
They paid into their Bank Account as their Capital Rs. 40,000, being Rs. 20,000 by X, 
Rs. 15,000 by Y and Rs. 5,000 by Z. During the year each partner withdrew Rs. 2,000 
and on 31st December 1943, they dissolve their partnership, X taking up Stock at 
an agreed valuation of Rs. 7,000, Y taking up Furniture at Rs. 1,000 and Z taking up 
Debtors at Rs. 5,000. After paying off their Creditors, there remained a balance of 
Rs. 3,000 at the Bank. 

Prepare the necessary accounts showing the distribution of the cash at the Bank, 
and of the further cash, brought in by any partner or partners as the case required. 

Solution 


1943 
Dec. 31 


1943 




1943 

'i 

1 

w Rs, 

To Drawings Account 

2,000 

Jan. 1 

By Bank 

20,000 

„ Realization Account 



i 


— Stock 

7,000 




,, Realization Account 



| 


— i Loss ... ...' 

9,000 




„ Bank 

2,000 




K,J 

20,000 


Rs. 

20,000 

Y’s CAPITAL ACCOUNT 



Rs. 

1943 

i 

1 Rs. 

j To Drawings Account 

2,000 

Jan. 1 

By Bank ... ...i 

| 15,000 

„ Realization Account 



| 

| 

— Furniture 

1,000 


] 

i 

1 

„ Realization Account 




| 

— JrdLoss 

6.000 




„ Bank 

6,000 




Rs. 

15,000 


Rs. 

15,000 


Z’s CAPITAL ACCOUNT 


'• " "i 

Rs. 

,1943 


Rs. 

To Drawings Account 

2,000 

Jan. 1 

By Bank 

5,000 

„ Realization Account 


Dec. 31 

ft ft ••• 

5,000 

— Debtors 

5,000 




„ Realization Account 1 


1 

i 


—l/6thLoss 

3,000 




Rs. 

10,000 

1 

Rs. 

1 ! 

10,000 


14 









210 


typical problems in advanced accounting 


REALIZATION ACCOUNT 


V 


1943 


Rs. 

Dec. 31 

To Sundry Net Assets 

i 

34,000 


Rs. 

i 

34,000 


1943 
Dec. 31 

By Capital Accounts: 

Rs. 

7,000 

Rs. 


X—Stock 



Y—Furniture ... 

1,000 



Z—Debtors 

5,000 

13,000 





„ Bank 

... 

3,000 


„ Capital Accounts- 

-Loss 



transf erred:— 
X£ 

9,000 



Y Jrd 

6,000 



R l/6th 

3,000 

18,000 






Rs. 

^ 34,000 


BANK ACCOUNT 


1943 


Rs. 

1943 1 

Rs. 

Dec. 31 

To Realization Account 

3,000 

Dec. 31 By X’s Capital Account 

2,000 


„ Z's Capital Account 

5,000 

,, Y s „ ,, 1 

6,000 


Rs. 

8,000 

Rs. 

j 8,000 

—_ ._< 

- --Z. , ----- 

___ ' 

i 1 



Notes.— (1) The value of net Assets (i.e. Assets miims Liabilities) is arrived at 
by adding the capitals at start and deducting therefrom the drawings. 

(2) The Loss on Realization may also be arrived at in this manner: — 

After debiting each partner with the value of the asset taken over by him, there 
remain balances on their Capital Accounts as follows: — 



Dr. 

Cr. 


Rs. 

Rs. 

X’s Capital Account 


11,000 

Y’s Capital Account 


12,000 

Z’s Capital Account 

!! 2,000 

- 

Rs. 2,000 

23,000 

2,000 



21,000 

As against this the only asset now left is 

Bank balance of 

3,000 


Therefore, Loss on Realization is Rs. 18,000 


^Problem 148 

X and Y were in partnership and agreed to dissolve. The Assets realized 
Rs. 75,000. The Liabilities were as follows: -—Sundry Creditors Rs. 45,000, Loan from 
X Rs. 20,000, X’s Capital Rs. 10,000, and Y’s Capital Rs. 15,000. They share profits 
and losses in the proportions of X three-foufths and Y one-fourth. 

Show by means of accounts how the cash realized should be distributed. 

Solution 


X’s CAPITAL ACCOUNT 



Rs. 

• 

Rs 

To Realization Account—Jths Loss ... 

11,250 

By Balance b/fd. 

10,000 



„ Bank 

1,250 

Rs. 

11,250 

Rs. 

•11,250 
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Y’s CAPITAL ACCOUNT 


To Realization Account—ith Loss 
„ Bank 

r.. 

Rs. 

3,750 

11,250 

By Balance b/fd. 

... 

Rs. 

15,000 

Rs, 

15,000 


Rs. 

15,000 




. 


REALIZATION ACCOUNT 




Rs. 



Rs. 

To Sundry Assets 

90,000 

By Sundry Liabilities 

... 

65,000 

„ Bank—Creditors 
„ Bank—X's Loan Account 

45,000 

20,000 

„ Bank—Assets realized 
„ Capital Accounts—Loss 
transferred:— 

X Jths 

Y ith 

Rs. I 
11,250 
3,750 

1 

75,000 

15,000 

Rs. 

1,55,000 


Rs. 

1,55,000 


BANK ACCOUNT 



Rs. 

• 

Rs. 

To Realization Account—Assets 


By Realization Account—Creditors ... 

45,000 

realized ... ...! 

i 75,000 

„ Realization Account—X's Loan 


„ X's Capital Account 

i 1,250 

Account 

20,000 



„ Y's Capital Account 

11,250 

Rs. 

; 76,250 

Rs. 

76,250 

i 


- v - —- 

— 


Note.—A s the Capital and Liabilities at the date of dissolution amount to Rs. 90,000, 
the total book* value of the Assets on the same date must be the same. 


GARNER r. MURRAY- DECISION 
y Problem 149 



State the principle laid down by Mr. Justice Joyce in the case of Garner v. 
Murray for the adjustment of Partners’ Accounts, when one partner is in debit after 
the realization of Assets. What was the practice before this decision ? 

Illustrate your answer by a case where A, B and C are three partner who divide 
profits equally. On the dissolution of the partnership, the Balance Sheet stands thus: — 


A 

Liabilities 

£ 

2,000 

Assets 

Cash at Bank 

£ 

1,500 

B 


500 

C 

400 / 



£ 2,500 

| Loss on Realization 

1 T? ~ . 

600^ 

£ 2,500 


Solution 


The principle laid down in Garner v. Murray is that a loss arising 
through the default of one of the partners must be distinguished from an 
ordinary trade loss, and must be borne by the other partners in proportion 
to their capitals. 
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Before this decision, such a loss was borne by the other partners in 
the same proportions as they shared profits and losses. 

After the adjustment of the Loss on Realization, and after the solvent 
partners have brought in cash their respective share of such loss, the Balance 
Sheet will stand as follows : — 


Liabilities 

£ 

Assets 

£ 

A 

2,000 

Cash at Bank 

1,900 

B 

500 

C's Deficiency 

600 

£ 

2,500 

£ 

2^500 


Following the decision in Garner v. Murray , A will receive £1,520 
and B £380 in respect of their Capitals, the loss from C’s Deficiency being 
borne by them in the ratio of 4 to 1. 

Under the* practice before this decision, A would have received £1,700 
and B £200 in respect of their Capitals, the loss from C’s Deficiency being 
borne by them as they shared profits and losses, i.e. equally. 


\J Problem 15®V^ 


The partnership of A, B and C who are sharing profits and losses in the 
proportions of four-ninths, two-ninths and one-third is dissolved on 1st April 1943. 
Their Balance Sheet on 31st March 1943, was as follows: — 


Liabilities 

Rs. 

Assets 


Rs. 

Sundry Creditors' 

. • . • 

4,500 

Cash in hand 


500 

Bills Payable 


2,050 

Cash at Bank .. .., 


3,250 

A’s Loan 

. . 

2,000 ^ 


Bills Receivable 


2,800 

Cap tals: — 

Rs. 



Investments 


12,000 

A 

.. 34,000 



Debtors 


15,500 

B 

.. 23,000 



Stock 


9,700 

C 

.. 1,500 



Furniture 


1,850 



58,500 


Machinery 


7,500 

Reserve Fund .. 

.. .. 

6,300' 


Buildings 


22,500 

Profit and Loss .. 


2,250 ' 


* 



Rs. 

75,600 


Rs. 

75,600 








The Assets realized: —Investments, 15 per cent less; Bills Receivable and Debtors, 
Rs. 14,100; Stock, 25 per cent less; Furniture, Rs. 1,025; Machinery, Rs. 4,300; and 
Buildings, Rs. 13,200. The cost of realization was Rs. 300. All the Liabilities were 
paid off. C becomes bankrupt and Rs. 512 only are received from his estate in full 
settlement of his indebtedness to the firm. The partners are paid off. 

Show the Realization Account and Current and Capital Accounts of the partners 
(1) when the Capitals of the partners are fixed quantities, and (2) when the Capitals 
are not fixed. 
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Solution 


REALIZATION ACCOUNT 



Rs. 

Rs. 


Rs. ^ 

Rs. 

To Sundry Assets:— 



By Sundry Liabilities:— 



Bills Receivable 

... 2,800 


Sundry Creditors 

4,500 


Investments 

... 12.000 4 

A 

Bills Payable 

2,050 


Debtors 

... 15,500*1 



6,550 

Stock 

... 9,700 4 


„ Bank:— 


Furniture 

... 1.8501 


Investments 

10,200 


Machinery ... 

... 7.500^ 


Bills Receivable and 

" - 


Buildings 

... 22,5001 

71,850 

Debtors 

Stock 

u.iqn 

7 215. 





„ Bank—Cost of Realization 

300 

^ Furniture 

1,025 


„ Bank—Payment of Liabilities 

6,550 

Machinery 

4,300 




Buildings 

13,200 

50,100 





„ Loss on Realization:— 






A—4/9ths Share 

. ( 9,800 





B—2/9ths „ 

. ) 4,900 





C—1/3 rd „ 

. [7.350 




I 



22,050 


Rs. 

78.700 


Rs. 

78.700 








(1) Where the Capitals are fixed quantities : — 


A’s CURRENT ACCOUNT 


To Capital Account—Transfer 

Rs. 

3,800 

By Reserve Fund 

Rs. 

2,800 1 


„ Profit and Loss Account 

1,000 

Rs. 

3,800 

i 

Rs. 

3,800 


B’s CURRENT ACCOUNT 

™‘ i 

To Capital Account—Transfer 

Rs. 


Rs. 


Rs. 

1,900 

By Reserve Fund 

1,400 


„ Profit and Loss Account 

500 

1,900 

Rs. 

l,9u0 


C’s CURRENT ACCOUNT 



Rs. 

* 

Rs. 

To Capital Account—Transfer 

2,850 

By Reserve Fund 

2,100 


„ Profit and Loss Account 

750 

Rs. 

2,850 

Rs 

2,8 r 0 

. ... . 
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A’s CAPITAL ACCOUNT 


To Realization Account 
„ C’s Capital Account 
„ Bank 

Rs. 

Rs. a. p. 

9,800 0 0 
1,484 1 2 
36,315 14 10 

By Balance b/fd. ... 

„ Bank 

„ Current Account- 
Transfer 

Rs. 

Rs. a. p. 

34,000 0 0! 

9.800 0 0 

3.800 0 0 

47,600 0 0 

47,600 0 0 

1 IFT 1 1,11 


, 

B’s CAPITAL ACCOUNT 



Rs. a. p. 


Rs. a. p. 

To Realization Account ...j 

4,900 0 0 

By Balance b/fd. ... 

23,000 0 0 

„ C's Capital Account 

1,003 14 10 

„ Bank 

4,900 0 0 

,, Bank 

23,896 1 2 

„ Current Account — 




Transfer 

1,900 0 o 

Rs. 

29,800 0 0 

Rs. 

29,800 0 0 

_ „ _ _____ _ 

1 - - 

_ - — - — 

~—-- 


C’s CAPITAL ACCOUNT 


To Realization Account 


Rs. a. p. 

! 

Rs. a. p. 

7,350 0 0 

By Balance b/fd. ... 

„ Current Account — 

o 

o 

1 


Transfer 

2,850 0 0 


„ Bank 

„ A's Capital— 34/57ths 

5X2 0 0 


Share 

,, B’s Capital — 23/57ths i 

04 

H 

Tj* 

00 


Share ... ...! 

i 1,003 14 10 

7,350 0 0 

Rs. i 

1 

7,350 0 0 


( 2 ) 


Where the Capitals are fluctuating quantities : 


y 


A’s CAPITAL ACCOUNT 


To Realization Account 
„ C’s Capital Account 
„ Bank 


Rs. a. p. 

i! 

Rs. 

a. 

P- 

9,800 0 0 

By Balance b/fd. ... 

34,000 

0 

0 

1,499 15 1 

„ Reserve Fund... 

2,800 

0 

0 

36,300 0 11 

„ Profit and Loss Account ... i 

J,000 

0 

0 

1 

„ Bank 

9,800 

0 

0 

47,600 0 0 

Rs. jj 

47,600 

0 

0 


B’s CAPITAL ACCOUNT 



Rs. a. p. 

^ . ’ .• 

Rs. a. p. 

To Realization Account 

4,900 0 0 

By Balance b/fd. ... 

s 23,000 0 0 

„ C’s Capital Account 

988 0 11 

„ Reserve Fund... 

1 1,400 0 0 

„ Bank 

23,911 15 1 

„ Profit and Loss Account ... 

' 500 0 0 



„ Bank ... ...| 

4,900 0 0 

Rs. 

29,800 0 0 

Rs. | 

29,800 0 0 

—- - ————-= 


" - - +?r- - - ■ 

L- 
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C’s CAPITAL ACCOUNT 


Rs. a. p. Rs* a. p. 

To Realization Account ... 7,350 0 0 By Balance b/fd. ... 1,500 0 0 

„ Reserve Fund ... ... 2,100 0 0 

„ Profit & Loss Account ... 750 0 0 

„ Bank ... ... 512 0 0 

„ Capital Accounts:— : 

A—126/209ths Share ... 1,499 15 1 

B-83/209ths Share ... | 988 011 

Rs. 7,350 0 0 . Rs,' ! 7,350 0 0 

Note.— Where the Capitals are fluctuating quantities, the solvent partners must 
bear the insolvent partner’s deficiency on the basis of their Capitals as adjusted after 
the transfer of the balances on Reserve Fund and the Profit and Loss Account. 

^^Problem 151 


A, B and C are equal partners, who decide to dissolve the partnership. After 
realization of their Estate, the Balance Sheet stands thus : — 


Liabilities 

£ j 

Assets 

£ 

Capitals: — 


Cash at Bank 

2,500 

A . 

2,710 

C—Overdrawn 

600 

B . 

1,902 

Deficiency 

.. 1,512 

£ 

4,612 


£ 4,612 

C being insolvent, determine the final 

adjustment between A and B. 




(Incorporated Accountants.) 

Solution 




A 

.’s CAPITAL ACCOUNT 



£ s. d. 


£ s. d . 

To Realization Account—Loss 

504 0 0 

By Balance b/fd. 

2,710 0 0 

„ C’s Capital Account 

648 14 2 

„ Bank 

504 0 0 

„ Bank ... 

2,061 5 10 



£ 

3,214 0 0 

£ 

3,214 0 0 

1 




I 

Vs CAPITAL ACCOUNT 


j 

£. s. d. 


£ s. d 

To Realization Account—Loss 

504 0 0 

By Balance b/fd. 

1,902 0 0 

„ C’s Capital Account 

455 5 10 

„ Bank 

504 0 0 

„ Bank ... 

1,446 14 2 



£ 

2,406 0 0 

£ 

2,406 0 0 

i 


_ __ _ .. _ 

__ _ 


C’s CAPITAL ACCOUNT 


To Balance b/fd. 

„ Realization Account—Loss 

£. s. d. 
600 0 0 
504 0 0 

By A's Capital Account 
,, B s „ „ ... 

i 

£ s. d. 
648 14 2 
455 5 10 

£ 

1,104 0 0 

£- 

| 1,104 0 0 



-- _ . _. — 

1 
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BANK ACCOUNT 


To Balance b/fd. 

,» As Capital Account 
» B s ii ,» 


£ 5. d . 


2,500 0 0 

By A's Capital Account 

504 0 0- 


504 0 0 


3,508 0 0 

£ 

---1 

- __ 


£ a. d. 
2,061 5 10 
1,446 14 2 


3,508 0 0 


yWoblem 152 

The following is the Balance Sheet of A, B and C, on 31st December 1943: — 


Liabilities 

£ 

Assets 


£ 

Creditors 

2,000 

Cash at Bank 


500 

Bank—Loan 

500 

Stock 


2,000 

Bills Payable 

500 

Plant and Tools 


2,000 

A—Capital 

2,500 

Sundry Debtors 


1,000 

B— „ 

1,500 

Bills Receivable 


1,000 


C—Capital Overdrawn .. 


500 


£ 7,000 

! 

i 

£ 

7,000 

C is insolvent, but 

his partners recover from his private estate 

£250. 

It is 


decided to wind up the partnership, and the Assets realize:—Cash £500, Stock £1,600, 
Plant and Tools £1,500, Sundry Debtors £750, Bills Receivable £700. Profits and 
losses are divided equally. What would be the position of each Partner's Account 
on the winding up of the partnership in accordance with the Partnership Act, the 
costs of realization amounting to £250 V . ^ 

^ \o 1 (Chartered Accountants.) 

Solution ^ ^ ^ 


A’s CAPITAL ACCOUNT 


To Realization Account—Jrd Loss... 
C's Capital Account 
„ Bank ... 


£ s. d . 

566 13 4 By Balance b/fd. 

510 8 4 „ Bank 

1,989 11 8 

3,066 13 4 


B’s CAPITAL ACCOUNT 


£ s. d. 

To Realization Account—\\rd Loss... 566 13 4 By Balance b/fd. 
,, C's Capital Account ...!| 306 5 0 „ Bank 

,i Bank ... ...: 1,193 15 0 


£12,066 13 4 


C’s CAPITAL ACCOUNT 


£ s. d. 
2,500 0 0 
566 13 4 


£ ii 3,066 13 4 


1 

1 

£ s. d . 

... 

1,500 0 0 


566 13 4 


- 

£ 

2,066 13 4 

— 

..... _ . _ 


£ s. d. 


£ s. d . 

To Balance b/fd. ... ... 500 0 0 

By Bank 

250 0 0 

,, Realization Account—ird Loss,,.; 566 13 4 

„ A's Capital Account 

510 8 4 

ii 

»* B S n II ••• 

306 5 0 

£ ; 1,066 13 ' 4 

£ 

1,066 13 4 

ii 
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REALIZATION ACCOUNT 



£ 5. d. 


1 

To Stock 

2 , 000 ro o 

By Bank Loan 

500 0 0»| 

„ Plant and Tools 

2,000 0 0 

», Creditors 

2,000 0 0 

„ Sundry Debtors 

1,000 \ 0 0 

,, Bills Payable 

500 0 0i 

,, Bills Receivable 

1,000 J 0 0 

„ Bank (Assets realized) 

4,550 0 0 

„ Bank (Costs) 

250 0 O' 

„ Loss:— £ s. d. 


„ Bank (Sundry Liabilities) 

3,000 0 0< 

' A's Capital A/c. 566 13 4 

\ 



B's Capital A/c. 566 13 4 

} 



C's Capital A/c. 566 13 4 




— 

1,700 0 0 

£ 

j 9,250 0 0 

£ 

9,250 0 0 


- . __ 


l 


BANK ACCOUNT 



! 

£ 

s. 

d. 

~...I 

£ s. 

d. 

To Balance b/fd. 

.. 

500 

0 

0 

By Realization Account— 



„ Realization Account:— 

£ 




Bank Loan ... ... 

500 0 

0 

Stock 

1,600 > 




,, Realization^Account— 



‘ Plant and Tools ... 

1,500" 




Sundry Creditors 

2.000 0 

0 

Sundrv Debtors ... 

750' 




,, Realization Account— I 



Bills Receivable ... 

700 




Bills Payable ...j 

500—0 

0 



4,550 

0 

0 

„ Realization Account (Costs) ... 

25Q_ 0 

0 

„ A's Capital Account 


566 13 

4 

», A's Capital Account .. j 

i 1,989 11 

8 

»» B s tt ,, 

... 

566 13 

4 

»» B s ,, „ •«.! 

1,193 15 

0 

,, C s ,, »» 

••• 

250 

0 

0 

I 

J 



£ 

6,433 

6 

8 

! 

£ < 

1 

:! 6,433 6 

8 



__ ^ 



I 


_ 


Problem 153 


A, B and C are partners in a business dividing profits equally. Their Balance 
Sheet at 31st December 1943, is as follows: — 


Liabilities 

£ 

Assets 

£ 

Sundry Creditors 

3,800 

Sundry Debtors 

9,700 

Bills Payable 

900 

Stock 

2,400 

Capital Accounts: — 


Furniture 

380 

A 

6,000 

Cash at Bank 

620 

B 

3,000 

C’s Drawings Account 

3,000 

C 

1,000 



Drawings Accounts : — 




A 

700 



B .... 

700 




£ 16,100 


£ 16,100 


C is insolvent and unable to contribute anything; the partnership is consequently 
dissolved, and the Sundry Debtors, Stock and Furniture realize £10,380. Draw up 
a final Balance Sheet showing the position of each partner’s Capital Account. There is 
no agreement between the parties. 


(Incorporated Accountants.) 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution 


A’s CAPITAL ACCOUNT 



£ s. d. 


£ d. 

To Realization Account—Jrd 


By Balance b/fd. 

6,000 0 0 

Loss 

700 0 0 

„ A's Capital Account — 


„ C'sCapital Account — 


Transfer 

700 0 0 

§rds Deficiency 

1,800 0 0 

„ Bank 

700 0 0 

„ Balance c/d. 

4,900 0 0 



£ 

7,400 0 0 

£ 

7,400 0 0 



By Balance b/d. 

4,900 0 0 


A’s DRAWINGS ACCOUNT 


To A's Capital Account- 
Transfer 


£ s. d. 
700 0 0 


By Balance b/fd. 


ji £ s. d. 

Ji 700 0 0 

il_ 

l. . — 


B's CAPITAL ACCOUNT 


To Realization Account— 
JrdLoss 

„ C’s Capital Account— 
$rd Deficiency ... 

„ Balance c/d. 


£ 5. d. 


£ s. d. 


By Balance b/fd. ... .J 

3,000 0 0 

700 0 0 

„ Bank ... 

700 0 0 


„ B’s Drawings Account- 


900 0 0 

Transfer 

700 0 0 


2,800 0 0 


£ 4,400 0 0 


By Balance b/d. 


£ 4,400 0 0 

... 2,800 0 0 


B’s DRAWINGS ACCOUNT 
£ s. d. 


To B's Capital Account- 
Transfer 


700 0 0 


By Balance b/fd. 


£ s. d. 
700 0 0 


C’s CAPITAL ACCOUNT 



! £ s. d. 


£ s. d. 

To Realization Account — 

\ 

By Balance b/fd. 

1,000 0 0 

Jrd Loss 

: 700 o o 

„ A's Capital Account 

1,800 0 0 

„ C's Drawings Account — 

i 

,, B s ,, ,, ... 

900 0 0 

Transfer 

3,000 0 0 



£ 

3,700 0 0 

£ 

3,700 0 0 

• - -_ ..-.--- 

n=r_- —. •=-•_*— 

. - - . . - 

:-- 


C’s DRAWINGS ACCOUNT 



£ s. d. 


! £ s. d. 

To Balance b/fd. 

3,000 0 0 

By C's Capital Account- 




Transfer 

3,000 0 0 
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FINAL BALANCE SHEET OF A, B & C 
As at 31st December 1943 



£ s. d. 


£ s. d . 

A's Capital... 

4,900 0 0 

Bank 

7,700 0 0 

B’s „ ... 

2,800 0 0 



£ 

7,700 0 0 

£ 

7,700 0 0 

- - -- -- - - 


• 

' - = 


'^Problem 154 ^ 

Brown, Jones and Robinson were in partnership as Coal Merchants. On 31st 
December 1943, their Balance Sheet showed the following position of affairs: — 


Liabilities 


£ 1 

Assets 

£ 

Sundry Creditors 


3,000 

Cash in hand and at Bank 

1,400 

Loan on Mortgage 


400 | 

Sundry Debtors 

4,000 


£ 

i 

Stock 

1,500 

Brown—Capital Account 

2,500 

1 

i 

Horses, Carts, etc. 

500 

„ —Drawings Account 

1,000 


Freehold Property 

1,000 


3,500 

Robinson 

500 

Jones —Capital Account 

1,500 



„ —Drawings Account 

500 

2,000 





l 



£ 

8,900 

! 

! 

£ 8,900 


They shared profits and losses in the proportions of Brown one-half, Jones one- 
third and Robinson one-sixth. It was decided to dissolve the partnership as at the 
date of the above Balance Sheet. The Freehold Property realized £1,300. Bad Debts 
and Discounts allowed amounted to £500. The Stock realized £1,200, and the Horses, 
Carts, etc. £300. The Mortgage on the Property was duly paid off. The Creditors were 
also paid less discounts amounting to £100. The costs of realization amounted to £300. 

After the assets had been realized and all the liabilities discharged, Robinson 
became bankrupt, and a claim was made against his estate for the amount due from 
him to the firm on the dissolution and a dividend thereon at the rate of 6s. 8d. 
in the £ was received. 

Write up the Realization Account, the Bank Account, and the Capital and Drawings 
Account of the partners, and close the books of the firm. 

(Chartered Accountants.) 


Solution 


REALIZATION ACCOUNT 


To Sundry Debtors 
„ Stock 

„ Horses, Carts, etc. 

,» Freehold Property 
„ Bank—Loan on Mortgage 
„ ,, —Sundry Creditors 
„ „ —Costs 


i 

! 

£ 



£ 


4,000 

By Sundry Creditors 


3,000 

... 

1,500 

„ Loan on Mortgage 


400 


500 

„ Bank—Freehold Property 


1,300 

... 

1,000 

„ „ —Sundry Debtors 


3,500. 

... 

400 

„ „ —Stock 

## ' 

1,200 

... 

2,900 

„ „ —Horses, etc. 

• • • 

300 

... 

300 

„ Loss:— 

£ 




Brown—i 

450 




Jones—4rd 

300 



i _ 

Robinson—l/6th 

150 






900 

£ 

10,600 


A 

10,600 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


BANK ACCOUNT i 


To Balance b/fd. 

„ Realization Account—Property 
„ Do. —Sundry Debtors... 

M Do. —Stock 

„ Do. —Horses, Carts,etc. 

„ Robinson's Capital Account .. 
„ Brown's „ „ 

m Jones i# ## 

U ^ £ 

_S _ 




£ s. d. 


£ 5. d. 

1,400 0 0 

By Realization Account—Loan on 


1,300 0 0 

Mortgage... 

400 0 0 

3,500 0 0 

„ Do. —Sundry 


1,200 0 0 

Creditors 

2,900 0 0 

300 0 0 

„ Do. . —Costs... 

300 0 0 

216 13 4 

., Brown’s Capital Account 

3,229 3 4 

450 0 0 

m Jones rt t* ••• 

1,837 10 0 

300 0 0 



8.666 13 4 

£ 

8.666 13 4 

- _ _ 

_ . - . .. .. 



BROWN’S CURRENT ACCOUNT 


To Capital Account—Transfer 

! £ s. d. 

11,000 0 0 

By Balance b/fd. 



£ s. d. 
1,000 0 0 




— 

- 

.. 


BROWN’S CAPITAL ACCOUNT 



£ s. d . 


£ s. d. 

To Realization Account— \ Loss 

450 0 0 

By Balance b/fd. 

2,500 0 0 

„ Robinson's Capital Account— 

270 16 8 

13,229 3 4 

», Bank ... *... 

450 0 0 

5/8ths Deficiency 
„ Bank 

„ Current Account—Transfer ... 

1,000 0 0 

£ 

13,950 0 0 

£ 

3,950 0 0 

_.. 




JONES’ CURRENT ACCOUNT 


To Capital Account—Transfer .. 


! £ 3. d. 

500 0 0 

By Balance b/fd. 




£ s. d. 
500 0 0 


JONES’ CAPITAL ACCOUNT 


, Robinson’s Capital Account- 
3/8ths Deficiency 

, Bank 



£ 5. d. 


£ 5. d. 

)SS 

300 0 0 

By Balance b/fd. 

„ Bank 

1,500 0 0 
300 0 0 

... 

162 10 0 
1,837 10 0 

„ Current Account—Transfer ... 

500 0 0 

£ 

2,300 0 0 

£ 

2.300 0 0 


- 




ROBINSON’S CAPITAL ACCOUNT 



£ d. $. 


£ s. d. 

To Balance b/fd. 

500 0 0 

By Bank 

216 13 4 

„ Realization Account—l/6th Loss 

150 0 0 

„ Brown’s Capital Account-5/8ths 
„ Jones' Capital Account—3/Sths 

270 16 8 
162 10 0 

£ 

650 0 0 

£ 

650 0 0 
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Problem 155 . 

A, B and C are partners in a firm dealing in fancy goods, and sharing profits 
and losses respectively 48 per cent, 35 per cent and 17 jper cent, decide to dissolve, 
and appoint B to realize the Assets and distribute the proceeds. B is to receive 5 
per cent of the amounts coming to A and C as his remuneration and is to bear all the 
expenses of realization. 

The following is the Balance Sheet prepared by the firm as on the date of 
dissolution: — 



Liabilities 

£ 


Assets 

£ 

£ 

Creditors 


1,247 ^ 

Debtors 


4,229 


Capitals: — 

£ 


Less Reserve 

for Bad 



A 

4,129 

* 

Debts 


211 ' 


B 

3,057 

1 




4,018 



7,186 

Stock-in-trade 



1,872 




.Cash at Bank 



476 




Other Assets 



1,710 




j C—Overdrawn 



^ 357 


£ 

8,433 

i 

i 


£ 

8,433 


B reports the result of realization as follows : — 

Debtors realize .. 3,462 

Stock-in-trade realizes .. 1,444 

Goodwill is sold for .50 

The other Assets realize 909 ^ 


Creditors were omitted from the Balance Sheet to the amount of £100. * 

The expenses of realization amount to £110. 

C informs his late partners that he is possessed of £100 only, and they agree 
that, if as a result of the realization he is still indebted more than this amount, they 
will accept it in full settlement. Prepare the Dissolution Accounts. 

(Chartered Accountants.) 

Solution 

REALIZATION ACCOUNT 


To Sundry Debtors 
„ Stock 
, f Other Assets 
„ Bank — Creditors 

ii H H 



£ 




£ 

... ... 

4,229 

By Creditors ... 


### 

1.247J 

... 

1,872 

„ Reserve for Bad Debts 



21V 

... ... 

1,710 

„ Bank—Debtors 



3,462 

• »» RM 

1,247 

„ „ —Stock 



1,444 

... ... 

100 

„ „ —Other Assets .. 



909 


jl 

„ „ —Goodwill 

„ Loss on Realization:— 

£ s. 

d/1 

50 



A—48% 

880 16 

0 




B—35% 

642 5 

0 




C—17% 

311 19 

1 

1.835 






£ 

9,158 



9,158 

__ 

_- ... . 


__ 

_ 

_ 


BANK ACCOUNT 



£ s. d. 


£ s. d. 

To Balance b/fd. 

476 0 0 

By Realization Account — 


„ Realization Account — 


Creditors 

1,347 0 0 

Sundry Assets ... 

5,865 ,0 0 

' „ B’sCapital Account — 


„ C's Capital Account 

too o o 

y Expenses of Realization .. 

110 0 0 

ii A 8 ,, », , 

880 16 0 

„ A's Capital Account 

3,662 19 9 

H Bs •! »» 

642 5 0 

tt B s „ it ••• 

2,844 1 3 

£ 

7,964 1 0 

£ 

7.964 1 0 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


A’s CAPITAL ACCOUNT 


To Realization Account—Loss 
C’s Capital Account- 
Deficiency 

„ B's Capital Account 
Remuneration ... 

„ Bank ... 


£ s. d. 


£ a. d. 

880 16 0 

By Balance b/fd. 

I 4,129 0 0 


l #, Bank 

I 880 16 0 

326 18 2 • 

( 


139 2 1 

i 

1 

i 

3,662 19 9 



5,009 16 0 

£ 

5,009 16 0 


B’s CAPITAL ACCOUNT 


To Realization Account—Loss 
„ Bank—Expenses ... 

„ C's Capital Account 
Deficiency 
„ Bank ... 


To Balance b/fd. 

„ Realization Account 
Loss 



£ 

s. d. 



642 

5 0 

By Balance b/fd. 


110 

0 0 

„ Bank 

— | 



„ A’s Capital Accoi 


242 

0 10 

Remuneration... 


2,844 

1 3' 


£ : 

3,838 

7 1 


C’s CAPITAI 

, ACCOUNT 


£ 

s. d. 


... 

357 

0 0 

By Bank 

— 



„ A’s Capital Account 

... 

311 

19 0 

„ B’s „ „ 

£ 

j 668 19 0 



l £ s. d. 

...< 3,057 0 0 
... 642 5 0 

... 139 V 1 


£ 


3,838 7 1 


j £ s. d. 

...: ioo o o/ 

... 326 18 2 

... 242 0 1(K 

£ ;j 668 19 0 


Note.— The amount which A receives in settlement of his account is £4,129 minus 
£880-16-0 and £326-18-2, i.e. £2,921-5-10. This is inclusive of B’s remuneration, 
which is arrived at as follows: — 


£ 2,921-5-10 x 


105 


= £139-2-1 


Problem 156 

A, B and C are partners in a firm dealing in hardware, and sharing profits and 
losses 40 per cent, 30 per cent and 30 per cent respectively, decide to dissolve, and 
appoint B to realize the Assets and distribute the proceeds. B is to receive 5 .per cent 
of the amounts realized from Stock and Debtors as his remuneration, and*is to bear 
all the expense^ of realization. 


The following is the 

Balance Sheet 

prepared by the firm as 

on the 

date of 

dissolution: — 

I 

Liabilities 


Rs. 

! Assets 

Rs. 

Rs. 

Creditors .. .; 

., 

59,000 

Cash at Bank 


1,500 

Capital Accounts: — 

Rs. 


Debtors 

! 45,500 

A. 

B. 

30,000 

20,000 

50,000 

Less Reserve for Doubt¬ 
ful Debts 

Stock 

C—Overdrawn .. 

2,500 

43,000 
60,000 
4,500 % 


Rs. 1,09,000 


Rs. 1,09,000 
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B reports the result of realization as follows: — 

Debtors realize Rs. 35,000. *0 

Stock realizes Ks. 45,000. 

Goodwill is sold for Rs. 2,000. ^ 

Creditors were paid Rs. 57,500 in full settlement. 

Outstanding Creditors Rs. 500 have also been paid. 

The expenses of re alization came to Rs. 600 which B met personally. J 
A and B agree to receive from C Rs. 3,000 in full settlement of the firm’s claim 
against him. Show the Capital, Realization and Bank Accounts. 

(B.Com.) 

Solution 

REALIZATION ACCOUNT 


To Debtors 
„ Stock 

„ Bank—Creditors 
,, „ —Outstanding Creditors 

„ B’s Capital Account—Remuner¬ 
ation due 


By Reserve for Doubtful Debts 
„ Sundry Creditors 
„ Bank— Rs. 

Debtors ... 35,000 

Stock ... 45,000 

Goodwill ... 2,000 


Loss transferred to 
A's Capital Account—40% 9,600 
B’s Capital Account—30% 7,200 
C’s Capital Account—30% 7,200 


Rs. ; 1,67,500 


1,67,500 


A’s CAPITAL ACCOUNT 


To Realization Account—Loss 
„ C’s Capital Account— 
Deficiency transferred 
„ Bank 


! Rs. 

...; 9,600 By Balance b/fd. 

. „ Bank 

...j 5,220' 

...1^4,780 


II Rs. 

.1 30,000 
. ! 9 , 600 ^ 


Rs. 39,600 


B’s CAPITAL ACCOUNT 


To Realization Account—Loss 
„ C's Capital Account- 

Deficiency transferred 
„ Bank— Expenses of Realization 
„ Bank 

Rs. 

7,200 

3,480 

600^ 

19,920 

By Balance b/fd. 

„ Realization Account—5% remu* 1 
neration on realization of assets ! 
„ Bank ... ... ...! 

Rs. 

20,000 

4,000 ^ 
7,200 

Rs. 

31,200 

Rs. 

31,200 

1 - 



__ 


C’s CAPITAL ACCOUNT 



Rs. 


Rs. 

To Balance b/fd. 

... 4,500 

By Bank 

, 3,000 

„ Realization Account—Loss 

... 7,200 

„ A's Capital—3/5ths Share 
„ B’s Capital—2/5ths Share 

(Transfer of deficiency in pro¬ 
portion to Capitals.) 

5,220) 

1 3,480) 

i 


Rs. 11,700 

Rs. 

11,700 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


BANK ACCOUNT 



r 

Rs. 


Rs. Rs. 

To Balance b/fd. 


1,500 

By Realization Account 


„ Realization Account 

Rs. I, 


Creditors 

57,500' 

Debtors 

35,OuO 


Outstanding Expenses 

500 

Stock 

45,000; 



-; 58,000 

Goodwill 

2,000'; 


„ B’s Capital—Expenses 

of ' 


-!l 

82,000 

Realization 

...1 600 

„ A’s Capital Account 

...fh 

9,600 

,, A's Capital Account ... 

... 24,780 

„ B's Capital Account 

•••If 

7,200' 

„ B’s Capital Account ... 

... 19,920 

„ C's Capital Account—in 

lull settle- 




ment of the claim against him ...! 

3,000' 




Rs. ,1,03.300 


| 1.03,300 


/ Problem 157 •/ 


The Balance Sheet of Arthur, Benson and Charles, who are equal partners, 
showed as follows on 31st March 1943: — 



Liabilities Rs. 

Assets 

Rs. 

Creditors 

.. 1,10,000 

Cash at Bank 

.. 12,500 

Capitals: — 

Rs. 

Debtors 

.. 1,25,000 

Arthur 

.. 1,65,000 

Stock 

.. 1,75,000 

Charles 

.. 1,10,000 

Investments 

.. 50,000 


- 2,75,000 

Furniture and Fixtures 

2,500 



Benson—Overdrawn 

.. 20,000 


Rs. 3,85,000 


Rs. 3,85,000 


The firm was dissolved as on that date. For the purposes of dissolution, the 
Investments were valued at Rs. 80,000 and Stock at Rs. 1,40,000. Charles agreed to 
take over the Investments and Arthur to take over the Stock. Arthur also took over 
the Office Furniture at book value. The Debtors realized Rs. 1,18,000. The Creditors 
were paid off Rs. 1,07,000' in full satisfaction of their claims. 

Assuming that Benson is insolvent and is unable to bring in anything in respect 
of his debt to the firm, show the Realization and Capital Accounts of all the partners. 
The final adjustments are to be made in accordance with the decision in Garner v. 
Murray . y 

Solution 

REALIZATION ACCOUNT 


Rs. 

By Sundry Creditors ... ... 1,10,000 

„ Charles' Capital A/c.—Investments 80,000 
„ Arthur's Capital A/c.Rs. 

Stock . 1,40,000 

Furniture & Fixtures... 2.500 

-! 142,500 

„ Bank—Debtors ... ... 1,18,000 

„ Arthur's Capital Account ... 3,000 

„ Benson's Capital „ ... 3.000 

„ Charles'Capital „ ~ ... 3,000 

Rs. 4,59.500 


To Sundry Assets:— 

Rs. 

Rs. 

Debtors 

,. 1,25,000 


Stock 

,. 1,75.000 


Investments 

.. 50.0U0 


Furniture & Fixtures . 

.. 2,500 




3,52.500 

„ Bank—Creditors 

.. **• 

1,07,000 

• 

Rs. 

4.59.500 
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ARTHUR’S CAPITAL ACCOUNT 



Rs. 


Rs. 

To Realization A/c.—Assets taken over 

1,42,500 

By Balance b/fd. ... 

1,65,000 

„ Realization A/c.—Jrd Share of Loss 

3,000 

„ Bank ... ... ..J 

3,000 

„ Benson's Capital Account 

13,800 



„ Bank 

8,700 



Rs. 

1,68,000 

Rs. j 

1,68,000 





BENSON’S CAPITAL ACCOUNT 

-... . - --W 


Rs. 

1 

Rs. 

To Balance b/fd. 

20,000 

By Arthur’s Capital Account—3/5ths...i 

13,800 

„ Realization Account--Jrd Share of 


„ Charles’ Capital Account—2/5ths ... 

9,200 

Loss 

3,000 



Rs. 

23,000 

Rs. 

23,000 

CHARLES’ CAPITAL ACCOUNT 


Rs. 


Rs. 

To Realization Account—Investments ... 

80,000 

By Balance b/fd. 

1,10,000 

„ Realization Account—Jrd Share of 


,, Bank 

3,000 

Loss 

3,000 



„ Benson’s Capital Account 

9,200 



„ Bank 

20,800 



Rs. 

1,13,000 

Rs. 

11,13,000 


SALE TO A COMPANY 

Problem 158 

The partners in a Drapery Business decide to sell their business to a Limited 
Company as on 31st December 1943, for the sum of £40,000, to include Goodwill. The 
Vendors are to collect the Debts and pay off the Mortgage and discharge the other 
Liabilities. On the 31st December 1943, the Balance Sheet'of the Vendors showed : — 


Liabilities 

£ 

s. 

d. 

Assets 

£ 5. 

d. 

Sundry Creditors 

.. 18,189 

7 

6 

Freehold Premises 

11,500 0 

0 

Mortgage on Freehold 

.. 7,000 

0 

0 

Stock-in-trade 

18,560 16 

6 

Bills Payable 

.. 1.860 

3 

9 

Book Debts 

5,752 11 

3 

J. Smith—Capital .. 

.. 7,500 

0 

0 

Rates, Insurance and Tele¬ 



H. A. Smith—Capital 

.. 7,500 

0 

0 

phone paid in advance .. 

177 3 

8 





Cash at Bankers 

6,058 19 10 


£ 42,049 11 

3 

£ 

42,049 11 

.3 


On the final winding up of the partnership affairs, the Book Debts realized £5,500 ; 
and on payment of the Creditors, Discounts amounting to £385 were allowed. Prepare 
a statement showing the amount payable to each partner after the repayment of his 
Capital. (Chartered Accountants) . 

15 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution 


BANK ACCOUNT 


To Balance b/fd. 

,, Realization Account— 
(Purchase Price) 

„ Realization Account— 
(Book Debts) 


£ s. d. 
6,058 19 10 

.!' 40,000 0 0 

j, 

5,500 0 0 


By Realization Account— 

(Transfer) ... 

„ Do. (Mortgage) ... 

,, Do. (Creditors) ... i 

„ Do. (Bills Payable) 

,, J. Smith—Capital Account ... 

,, II. A. Smith—Capital Account 
,, J. Smith—Profit 
„ II. A. Smith—Profit 


£ s. d. 

6,058 19 10 
7,000 0 0 
17,804 7 6 
1,860 3 9 
7,500 0 0 
7,500 0 0 
1,917 14 5 
1,917 14 4 


£ 51,558 19 10 


£ | 51,558 19 10 


REALIZATION ACCOUNT 



£ 

s. 

d. 


£ 

s. 

d. 

To Freehold Premises 

11,500 

0 

0 

By Bank (Purchase Price) 

... 40,000 

0 

0 

„ Stock 

18,560 

16 

6 

„ Sundry Creditors 

... 18,189 

7 

6 

„ Cash at Bank 

6,058 

19 

10 

„ Mortgage 

7,000 

0 

0 

„ Payments in Advance 

177 

3 

8 

,, Bills Payable 

... 1,860 

3 

9 

„ Book Debts 

5,752 

11 

3 

„ Bank (Book Debts) 

... 5,500 

0 

0 

,, Bank (Mortgage) 

7.000 

0 

0 





„ ,, (Creditors) 

17,804 

7 

6 





„ ,, (Bills Payable) 

1,860 

3 

9 





„ Profit:— 








£ s. d. 








T. Smith (J) 1,917 14 5 








H. A. Smith (J) 1,917 14 4 









3,835 

8 

9 





£ 

72,549 11 

3 


£ 72,549 

11 

3 


Problem 159 


J. Dyson and W. Daw traded in partnership as Dyson & Co. sharing profits and losses 
2 3rds and 1 3rd respectively, and on 31st December 1943 their Balance Sheet was as 
follows: — 


Liabilities 


£ 

Sundry Creditors 


2,000 

Bills Payable 


500 

Bank Overdraft 


1,115 

Capital Accounts: — 

£ 

J. Dyson 

2,000 


W. Daw 

1,000 

3,000 


£ 6,615 


Assets 


£ 

Cash in hand 


15 

Bills Receivable 

£ 

250 

Sundry Debtors 

Less Reserve for Discount 

3,000 


and Bad Debts .. 

150 

2,850 

j Stock-in-trade 


2,500 

Plant and Machinery 


1,000 

! 

£ 

6,615 


On that date they agreed to sell the business lo a Limited Company, the company 
to take over at the following valuations: — 

Sundry Debtors £2,700 ; Stock £2,200 ; Plant and Machinery £1,210 ; the other 
assets and liabilities at their book values,.and the company agreed to pay £1,740 for 
Goodwill. The firm received £3,000 of the purchase price in £1 fully paid ordinary 
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shares in the Limited Company and £3,500 in cash, and these assets were distributed 
among the partners in proportion to their capitals. Show in the books of the partnership : 
— (a) Realization Account; (b) Company’s Purchase Account; (c) Partners’ Capital 
Accounts; (d) Bank Account; and (e) the Shares Account. No other accounts are 
required. (Lancashire & Cheshire Institutes.) 

Solution 


BANK ACCOUNT 


- - - 


— - — 

- 

- 


1 £ 


i 

£ 

To Balance b/fd. 

...; 15 

By Realization Account—Transfer 

...! 

15 

„ Purchasing Co.'s Account 

... | 1,500 

,, Dyson’s Capital Account 


1,000 



,, Daw's „ ,, 

...,j 

500 


£ 1,515 


£ j 

1,515 


REALIZATIOI 

* ACCOUNT 




£ 



£ 

To Bank 

15 

By Sundry Creditors 


2,000 

,, Bills Receivable 

250 

„ Bills Payable 


500 

„ Debtors 

3,000 

„ Bank Overdraft 


1,115 

„ Stock 

... 2,500 

„ Reserve for Doubtful Debts 


150 

„ Plant and Machinery ... 

1,000 

„ Purchasing Co.’s Account 


4,500 

„ Profit:— 

£ 




Dyson—i^rds 

1,000 


; 


Daw—Jrd 

500 





1,500 


i 



£ 8,265 


£ i 

8,265 

PURCHASING COM 

PANY’S ACCOUNT 




£ 



£ 

To Realization Account 

... 4,500 

By Shares in Purchasing Co. 


3,000 



,, Bank 


1,500 


£ 4,500 


£ ! 

4,500 


SHARES IN THE PURCHASING CO.’S ACCOUNT 


To Purchasing Co.'s Account 


: £ 

3,000 By Dyson’s Capital Account 
,, Daw’s „ ,, 

£ 1 3,000 


i! £ 

...i! 2,000 
...j 1,000 

£ j: 3,000 


J. DYSON’S CAPITAL ACCOUNT 


To Shares in Purchasing Co. 
,, Bank 


£ 

2,000 

1,000 


By Balance b/fd. 
,, Realization 
Profit ... 


A 


ccount- §rds 


£ 

2,000 

1,000 


£ 3,000 


3,000 


£ 
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W. DAW’S CAPITAL ACCOUNT 



£ 

[ 

£ 

To Shares in Purchasing Co. ...; 

1,000 

By Balance b/fd. 

1,000 

,, Bank 

500 

„ Realization Account — Jrd 
Profit ... 

500 

£ 

1,500 

i 

£ 

1,500 


J Problem 160 

Messrs. Anderson and Mullan, who are equal partners, carry on business as 
Manufacturers, and their position, as stated in their Balance Sheet at 31st December 
1942, is as follows: — 


Liabilities 

Rs. 

Assets 

Rs. 

Sundry Creditors 

.. 55,500 

Stock-in-trade 

.. 42,000 

Imperial Bank of India 

.. 28,500 

Machinery and Plant 

.. 18,000 

Bills Payable 

.. 10,500 

Office Furniture 

.. 1,500 

Anderson’s Capital 

.. 33,(500 

Rook Debts 

.. 60,000 

Mullan’s Capital 

.. 52,500 

Life Policy on Joint Lives— 




Surrender Value 

7,500 



Leasehold Property 

.. 22,500 



Anderson’s Drawings 

«. 9,000 



Mullan’s Drawings 

3,000 



Profit and Loss Account 

.. 16,500 


Rs. 1,80,000 


Rs. 1,80,000 


The business is carried on until 30th June 1943, by which time a net Profit of 
Rs. 12,300 has been made for the half year, after 10 per cent per annum has been 
written off Leaseholds. Meanwhile, Sundry Creditors have been reduced by Rs. 12,000, 
Bills Payable by Rs. 2,925 and Overdraft by Rs. 3,000, and Partners have withdrawn 
Rs. 3,000 each during the half year. 

Stock-in-trade now stands at Rs. 45,300, Book Debts at Rs. 46,200 and subject to 
any necessary alteration, the other items remain as at 31st December 1942. 

In September, the firm agrees to sell the business to a Limited Company upon 
the basis that the Stock shall be taken over at a discount of 5 per cent and Book Debts 
at a discount of 2£ per cent as at June, the Company paying Rs. 7,500 for profits in the 
interval less Rs. 1,500 each withdrawn by partners since June ; the partners to retain 
the Life Policy, and the Company, with these exceptions, taking over on the basis of the 
Balance Sheet at 30th June, and agreeing to pay a Goodwill of Rs. 37,500. The purchase 
money is to be paid (1) by Rs. 90,000 in cash, and (2) by the issue to the partners of 
Rs. 15 Preference Shares to satisfy the balance due to them respectively. 

Disregarding Interest on Drawings and Capital, you are required to prepare a 
Realization Account and Capital Accounts of the Partners. Give also the final Journal 
entries for the distribution of the remaining assets between the partners. 

(G.D.A.) 


Solution 


REALIZATION ACCOUNT 


To Sundry Assets taken over 
„ Profit transferred to 
Anderson's Capital 
Mullan’s „ 



Rs. 

11,36,875 

By Sundry Liabilities taken over 

Rs. n 

76,575 

Rs. 


„ Purchasing Co/s Account 

94,380 

17,040 

17,040 

Rs. 

34,080 

1,70,955 

Rs. 

1,70,955 
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ANDERSON’S CAPITAL ACCOUNT 


1942 

s 

Rs. 

1942 



Rs. 

Dec. 31 

To Drawings Account ... ]! 

9,000 

Dec. 31 

By Balance b/fd. 

... 

33,000 

>> 

„ P. & L. Account—J Share !’ 







of Loss ... : 

8,250 





»> 

„ Balance c/d. 

ii 

15,750 



i 



Rs. 1 

33,000 



Rs. i 

33,000 

1943 



1943 




June 30 

To Drawings 

3,000 

Jan. 1 

By Balance b/d. ... 

... 

15,750 

Sept. 30 

„ Balance 

1,500 

June 30 

„ P. & L. Account—4 Share 


,, 

38,190 


of Profit 


6,150 




Sept. 30 

„ Profit—4 Share 


i 3,750 




,, 

„ Realization A/c.—4 Share 






of Profit 


17,040 


Rs. 

42,690 



RS. ; 

42,690 


MULLAN'S CAPITAL ACCOUNT 



1942 

j 

Rs. 

1942 



Rs. 

Dec. 31 

To Drawings 

3,000 

Dec. 31 

By Balance b/fd. ... 

... 

52,500 

»» 

„ P. & L. Account Share | 







of Loss 

8,250 






„ Balance c/d. ... ...; 

41,250 






Rs. , 

52,500 



Rs. 

52,500 

1943 



1943 




June 30 To Drawings ... ...i 

3,000 

Jan. 1 

By Balance b/d. 


! 41,250 

Sept. 30 

i 

1,500 

June 30 

„ P. & L. Account— 



,, 

„ Balance ... ...j 

63,690 


4 Share of Profit 


6,150 




Sept. 30 

,, Profit—4 Share 

• •. 

: 3,750 





„ Realization Account- 

— 



' 



4 Share of Profit 


17,040 


Rs. 

68,190 



Rs. j 

68,m 


JOURNAL ENTRIES 


! Anderson's Capital Account 
To Policy Account 

Shares in Purchasing Co. (107 Shares of Rs. 15 each) 
; ., Cash at Bank 

; (Being the distribution of the remaining assets between the 
! partners.) 


1 i! 1 

L. F. Rs. 

! Rs. 

38,190 

3,750 

i 

r 1 

1 1,605 

32,835 

1 i 
l! 


Mullan's Capital Account 
To Policy Account 

„ Shares in Purchasing Co. (185 Shares of Rs. 15 each) 
„ Cash at Bank 

(Being the distribution of the remaining assets between the 
partners.) 



63,690 


i 3,750 
i 2,775 
; 57,165 


Notes. — (1) In order to understand how the figures of the purchase consideration 
and of the assets and liabilities taken over, by the Company (as shown in the Realization 
Account) are arrived at, it is necessary to follow^ carefully the undemoted working: — 

Rs. 

The total Capital of the partnership on 1st January 1943 (as can be 

seen from the Capital Accounts) is .. .. .. 57,000 

The total Capital of the partnership on June 30th, 1943, is .. .. 63,300 
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The difference of Rs. 6.300 is the result of a profit of Rs. 12,300 during the half 
year and Rs. 6,000' withdrawals during the same period. 

The Capital of Rs. 63,300 is represented by the following Assets ( Less Liabilities): — 


Rs. 

Stock-in-trade .. .. .. .. .. .. .. 45,300 

Book Debts .. .. .. .. .. .. 46,200 

Machinery and Plant .. .. .. .. .. .. 18,000 

Office Furniture .. .. .. .. .. 1,500 

Surrender yalue of Policy .. .. .. .. .. 7,500 

Leasehold Property .. .. .. .. .. .. 21,375 


Less —Sundry Creditors 
Bank Overdraft 
Bills Payable .. 

Capital, as shown above 


Total Assets Rs. 1,39,875 
Rs. 

.. 43,500 

.. 25,500 

7,575 

- 76,575 

.. 63,300 


Total Assets 

Less—Surrender Value of Policy 


1,39,875 

7,500 


Rs. 1,32,375 

Add —Profits from July to September Rs. 7,500 (reduced by Drawings 

by partners during this period Rs. 3,000) .. .. 4,500 

Book Value of Sundry Assets transferred to the Co. (as shown in 

Realization Account) .. .. . . .. .. .. 1,36,875 


The amount of the Liabilities taken over by the Company is as shown 
above, viz. .. .. .. .. .. .. 76,575 


The amount of the purchase consideration is arrived at as follows: — 


Book Value of Sundry Assets taken over 

Less —5 per cent Depreciation on Stock . . 
2\ -per cent Discount on Book Debts . . 
Liabilities 


Add —Amount of Goodwill 
Amount of Purchase consideration .. 


.. 1,36,875 
Rs. 

2,265 . 

1,155 

76,575 

- 79,995 


Rs. 56,880 
.. 37,500 


Rs. 94,380 


(2) The final balance to the credit of the partners, viz. Rs. 38,190 to Anderson 
and Rs. 63,690 to Mullan are first reduced by payment to them equally of the amount 
received on account of their Life Policy. The balances then remaining are Rs. 34,440 
and Rs. 59,940 respectively, aggregating to Rs. 94,380, purchase consideration. Of the 
latter sum, the Company pays Rs. 90,000 in cash and the balance by allotment of 292 
Shares of Rs. 15 each. The distribution of these shares has been made (ignoring 
fractions) between the partners in the ratio of their ultimate Capitals, viz. 34,440: 59,940. 
The remaining balances have been paid off in cash. 


Problem 161 

A and B were partners and shared profits in the proportions of 2(3 and 1|3 respec¬ 
tively. They sold the Goodwill of their business, the Plant and Stock, to C. Company, 
Limited, for £10,000 cash, and 10,000 £1 shares in the C. Company, the market price 
of such shares being 25s. per share. The partners undertook to collect their own book 
debts and to discharge their own liabilities. 

The following Balance Sheet represented the state of affairs at the date of the 
sale: — 
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A. & 

B.’s BALANCE SHEET 


Liabilities 


£ 

Assets 

£ 

Creditors 


6,000 

Debtors 

.. 12,000 

Loan, A 


2,000 

Cash 

25 

Capital, A ‘ . 


13,525 

Bank 

500 

Capital, B 


10,000 

Plant 

5,000 




Stock 

.. 14,000 


£ 

31,525 

1 

£ 31,525 

A Debtor for £500 

became 

bankrupt and his estate realized 5s. in 

the £. All 


the other debts were realized, subject to a discount of 2\ per cent; the Creditors were 
paid in full. A and B agreed that A should receive the whole of the C. Company 
Shares as part of his share in the settlement. 

Prepare an account showing how much A and B would each receive in cash. 4 

(B.Com.) 


Solution 

IN THE BOOKS OF A & B 
REALIZATION ACCOUNT 



£ s. d. 


£ s. d. 

To Plant 

5,000 0 0 

By Purchasing Co. 

22,500 0 0 

„ Stock 

14,000 0 0 



„ Debtors (Bad Debts and 




Discount) 

662 10 0 



„ Profit transferred :— 




£ 5. d. 




^ to As Capital 1,891 13 4 




\ to B's „ 945 16 8 





2,837 10 0 



£ 

22,500 0 0 

£ 

22,500 0 0 


A’s CAPITAL 

ACCOUNT 



£ s. d. 


£ 5. d. 

To Shares in Purchasing 


By Balance b/fd. ... 

13,525 0 0 

Company 

12,500 0 0 

,, A’s Loan Account 

2,000 0 0 

„ Bank 

4,916 13 4 

„ Realization Account—Profit 

1,891 13 4 

£ 

i 17,416 13 4 

£ 

17,416 13 4 


B’s CAPITAL 

, ACCOUNT 



£ 5. d. 


£ s. d. 

To Bank 

10,945 16 8 

By Balance b/fd. ... 

i 10,000 o o 



„ Realization Account—Profit 

j ( 945 16 8 

£ 

10,945 16 8 

£ 

10,945 16 8 

. 

BANK ACCOUNT 



£ s. d. 


! £ s. d. 

To Balance b/fd. 

500 0 0 

By Creditors 

m 6,t)00 0 0 

,, Cash ... 

25 0 0 

,, A's Capital 

i; 4,916 13 4 

,, Purchasing Co. ... 

10,000 0 0 

B’s. 

10,945 16 8 

,, Debtors 

11,337 10 0 


! 

P 

£ 

21,862 10 0 

£ 

21,862 10 0 

- _ ...... 

__ _ 
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Problem 162 

M and P wish to convert their business into a Private Limited Company, with 
the view of giving their assistants an interest and being gradually bought out. To 
expedite matters, it is arranged to incorporate the Company as at 1st January 1943, on 
the basis of the last Balance Sheet dated 30th June 1942, net profits'after charging 
all interest and commission for the intervening half year being estimated at Rs. 1,25,000. 
M and P get 3|5ths and 2|5ths of the profits respectively. The Balance Sheet discloses 


inter alia the following figures: — 

Rs. 

M’s Capital . 6,39,281 

P’s Capital . 3,85,637 

X Deposit .. .. .. 50,000 

A (Assistant) at Credit .. .. .. 24,321 

B (Assistant) at Credit .. .. .. 9,738 


These balances receive interest at 6 per cent per annum on opening balances only. 
Goodwill is to be valued at Rs. 3,50,000, each partner sharing equally therein. 

On 1st December 1942, A sells War Bonds for Rs. 15,000 at 95 and pays the pro¬ 
ceeds into his account with the firm. Both A and B receive commission at 3 per cent 
on the net profits, before crediting the partners with interest. It is agreed by all to 
take shares to the fullest extent of their credits. M and P’s drawings are Rs. 12,040 
and Rs. 5,960 respectively for the half year. It is proposed to raise the necessary 
finance as follows : — 

Capital Rs. 10,00,000 in Rs. 100 Shares, Debentures Rs. 4,00,000 to be held by the 
partners equally and the balance to be loaned by the partners in ratio of profits received. 

Draw up a clear statement to submit to the partners, showing the finance available 
as at 31st December 1942, and its allocation. (B.Com.) 

Solution 

STATEMENT SHOWING FINANCE AVAILABLE 
As at 1st January 1943 


Particulars 

M 

P 

A 

B 




(Assistant) 

(Assistant) 


Rs. : 

Rs. 

Rs. 

Rs. 

Balance at credit as per last Balance Sheet at 30th 





June 1942 

6,39,281 

3,85,637 

24,321 

9,738 

Interest on Balance @ 6% per annum for 6 months 

19,178! 

11,569 

730 

292 

Commission at 3% on net profits 

Net Profit 

! 75,000 

50,000 

4,970 

i 

4,970 

Goodwill 

Sale Proceeds of War Bonds 

; 1,75,000 

I ; 

1,75,000 

! 

14,250 



9,08,459 

6,22,206 

44,271 ! 

15,000 

Less Drawings 

, 12,040 

5,960 

] 

Total Finance Available ... ... Rs. 

! 8,96,419j 

i r 

6,16,246 

44,271 

_15,OOO 


Note. —The Commission payable to A & C has been arrived at as follows: — 

Rs. 

Net Profit .. .. .. 1,25,000 

Interest on M’s Capital .. 19,178 

Interest on P’s Capital .. .. 11,569 

Net Profit fcfter charging Commis¬ 
sion at 6 per cent .. .. 1,55,747 

Net Profit. Net Profit. Commission. Commission. 

Ks. 94 : Rs. 1,55,747 : : Rs. 6 Rs. 9,940 

Both A & B thus get Rs. 4,970 each as Commission. 
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Distribution of Finance 

A will be allotted 442 shares of Rs. 100 each fully paid, and the balance 
of Rs. 71 will be paid to him in cash. B will be allotted 150 shares of 
Rs. 100 each fully paid. 

Total amount payable to M and P : — * 

Rs. 


M . 

P 

. 8,96,419 
. 6,16,246 

Less Debentures as agreed 

15,12,665 

4,00,000 

Less Value of 9,408 shares avail¬ 
able for distribution 

11,12,665 

. 9,40,800 

Balance to be loaned by M and P 
in profit-sharing proportions 

. 1,71,865 


5: 1,71,865 : : 3 : 1,03,119 = M’s Share of Loan. 

5: 1,71,865 : : 2 : 68,746 = P’s Share of Loan. 

Rs. 

Amount payable to M (after deducting Rs. 2,00,000 for 


Debentures) - . . . . " . . .. . . 6,96,419 

Less Amount required to be loaned by him .. . . 1,03,119 

Balance payable to him in Shares . . . . Rs. 5,93,300 

Amount payable to P (after deducting Rs. 2,00,000 for 
Debentures) . . . . . . . . 4,16,246 

Less Amount required to be loaned by him .. .. 68,746 

Balance payable to him in Shares . . . . Rs. 3,47,500 


So M will take : — 

5,933 shares of Rs. 100 each fully paid .. .. 5,93,300 

Debentures .. .. .. 2,00,000 

Loan .. .. .. .. .. .. 1,03,119 


Rs. 8,96,419 


P will take : — 

3,475 shares of Rs. 100 each fully paid • .. .. 3,47,500 

Debentures .. .. .. .. .. 2,00,000 

Loan .. .. .. .. .. 68,746 


Rs. 6,16,246 
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Problem 163 

Messrs. Short and Small, Drapers, sold their business to the Swadeshi Trusts, Ltd., 
on 1st January 1944, for Rs. 1,20,000. The Company obtained for that amount the business 
and goodwill as a going concern, with all its Assets, but the Trust Company undertook 
to pay the firm’s Liabilities existing on 31st December 1943, amounting to Rs. 10,000. 
The Balance Sheet of the firm on 31st December 1943, was as follows: — 


Liabilities 

Rs. 

Assets 

* Rs. 

Trade Creditors 

.. 10,000 

Cash at Bank 

4,000 

Partners’ Capital Accounts 

.. 76,000 

Stock 

.. 30,000 


Debtors 

.. 12,000 



Freehold Property 

.. 35,000 



Furniture and Fixtures 

5,000 


Rs. 86,000 


Rs. 86,000 


Submit the necessary entries to record the above, transactions in the books of 
Messrs. Short and Small. 

The profits of Messrs. Short and Small for the previous years were : — 

1941, Rs. 6,600. 1942. Rs. 7.200. 1943, Rs. 8.400 

Assuming 3£ years’ purchase of the average profits for the last three years previous 
to the date of the sale as being a fair price for the Company to pay as goodwill of the 
business, how much in excess of the equitable market price did the Trust Company 
pay for the goodwill ? 


Solution 


JOURNAL OF MESSRS SHORT & SMALL 


-- - 

-— -" - -— 




1944 
Jan. 1 

Realization Account ... 

To Sundry Assets 

(Being transfer of Assets to Realization Account.) 

Dr. 

L.F. Rs. 

86.000 

Rs. 

86,000 


Sundry Creditors 

To Realization Account 

(Being transfer of Creditors to Realization Account.) 

Dr. 

■ 10,000 

10,000 


Swadeshi Trusts, Ltd. 

To Realization Account 

(Being the amount payable by the Swadeshi Trusts, Ltd , 
as per agreement dated . ) 

Dr. 

1,20,000 

i 

1 

1,20,000 


! Realization Account 
i To Partners’ Capital Accounts 

(Being transfer of Profit on sale of business to Partners’ 
j Capital Accounts.) 

Dr. 

44.000 

44,000 


! Bank 

j To Swadeshi Trusts, Ltd. 

(Being receipt of Purchase Consideration.) 

Dr. 

- 1,20,000 ! 

; 

; j 

1,20,000 


i Partners’Capital Account 

To Bank 

; (Being payment to partners of Capital and Profit due 
to them.) 

Dr. 

1,20,000 * 

; i | 

1,20,000 


( 
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The equitable 

Market Price of Goodwill is as 

follows 

Rs. 

Profit 

for 1941 

6,600 


„ 1942 

7,200 

• 

55 

„ 1943 .. 

8,400 


Rs. 

22,200 


Average Profit Rs. 

7,400 


3£ )< 7,400 ~ Rs. 

25,900 


The price actually paid was Rs. 44,000 which is Rs. 18,100 in excess 
of the equitable market price of Goodwill. 

Problem 164 


A, B and C carry on a business in partnership sharing profits and losses i, gths and 
Jlh respectively. On 31st March 1943, when they agreed to sell off their concern to a 
newly strated Joint Stock Company, their position was as follows: — 



Liabilities 

Rs. 

Assets 


Rs. 

A’s 

Capital 

.. 20,090 

Freehold Property 


18,000 

B’s 

v 

.. 15,000 

Machinery 


12,000 

C’s 


.. 13,000 

Book Debts 


15,000 

Sundry Creditors 

.. 12,000 

Stock 


13,000 




Cash at Bank 


2,000 



Rs. 60,000 


Rs. 

60,000 


The Company took up 

the following 

Assets at the valuation shown 

below : 

_ 




Rs. 




Freehold Property 

. 22,000 




Machinery 


.. 11,000 




Book Debte 


.14,000 




Stock 


.. 12,000 




Goodwill 


.4,000 




The purchase price of the Freehold Property and Machinery was paid by the 
Company in its shares for Rs. 33,000 and Book Debts, Stock and Goodwill were paid for 
in cash. The Sundry Creditors are paid off at a discount of 2i per cent and the 
Expenses of Realization amounted to Rs. 500. 

Pass the necessary Journal entries to close the books of the firm and prepare the 
Ledger Accounts showing the result of dissolution, and the final distribution of cash 
and the new company’s shares between the partners. 

Solution 


JOURNAL ENTRIES 


Realization Account ... ... ... ... Dr. 

To Freehold Property Account 
„ Machinery Account 
„ Book Debts 
„ Stock 

(Being the transfer of Assets taken over by the Company 
to Realization Account.) 

L.F. 

j! 

Rs. 

58,000 

Rs. 

18,000 

12,000 

1 15,000 

I 13,000 

i 

1 

Sundry Creditors ... ... ... ... Dr. 


12,000 


To Realization Account 



12,000 

(Being the transfer of Sundry Creditors to Realization 

i 



Account.) 
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JOURNAL ENTRIES— Contd. 


Purchasing Company's Account... 

To Realization Account 

(Being the agreed value at which the assets including 
Goodwill are taken over by the Company.) 

Dr. 

L.F. 

• 

Rs. 

63,000 

Rs. 

63,000 

Bank Account 

Shares in Purchasing Co.'s Account 

To Purchasing Co.'s Account 
(Being the purchase price paid by the Company in Cash 
and shares as agreed.) 

Dr. 

t f 


30,000 

33,000 

63,000 

Realization Account ... 

To Bank Account 

(Being the amount paid to the Creditors Rs. 11,700 and 
Expenses on Realization Rs. 500.) 

Dr. 


12,200 

12,200 

Realization Account ... 

To A's Capital Account 
„ B’s „ 

„ C's „ 

(Being transfer of Profits on Realization to partners’ 
Capital Accounts.) 

Dr. 


4,800 

2,400 

1,800 

600 

A's Capital Account ... 

B's 

Q’s 

To Shares in Purchasing Co.’s Account 
(Being distribution of Shares in the Company between 
the partners in the proportions in which their Capitals 
stand after the same are credited with Realization 
profits.) 

Dr. 

n 


14,000 

10,500 

8,500 

33,000 

A's Capital Account ... 

B’s „ „ 

C s „ >» ••• ••• ••• ••• 

To Bank Account 

(Being distribution of Cash between the partners in the 
same proportions as applied to distribution of shares.) 

Dr. 

>» 


8,400 

6,300 

5,100 

19,800 


REALIZATION ACCOUNT 


To Sundry Assets ... ...j 

„ Bank—Expenses ..; 

„ B’s Capital Account—1 

„ A's „ „ —3/8ths 

,» C s „ ,» —*ith 0, •••] 

Rs. 

58,000 

500 

2,400 

1,800 

600 

By Sundry Creditors—Discounts ...1 
„ Purchasing Co.'s Account 

Rs. 

300 

63,000 

Rs. ! 

63,300 

Rs. 

63,300 





SHARES IN PURCHASING COMPANY’S ACCOUNT 


1 

To Purchasing Company’s Account ... 

Rs. 

33,000 

By A’s Capital 

Rs. 

14,000 

Rs. | 

33,000 

*» B s „ ... ... 

», C s ,, ... ... 

Rs. 

10,500 

8,500 

33,000 


( 
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A’s CAPITAL ACCOUNT 



Rs. 

i 

Rs. 

To Bank 

8,400 

By Balance b/fd. 

20,000 

„ Shares in Purchasing Company's 
Account ... 

14,000 

„ Realization Account ...! 

2,400 

Rs. 

22,400 

Rs. j 

22,400 

. .. —__ _ 


_ _ __ 

_ __ _ 


B’s CAPITAL ACCOUNT 



Rs. 

- _ | 

Rs. 

To Bank ... ... ...| 

6,300 

By Balance b/fd. ... 

15,000 

„ Shares in Purchasing Company's 
Account 

10,500 

„ Realization Account 

i 

1,800 

Rs. 

1 

16,800 

Rs. 

16, 800 


C’s CAPITAL ACCOUNT 


To Bank 

„ Shares in Purchasing Company’s 
Account ... 


Rs. 


Rs. 

5,100 

8,500 


13,600 


By Balance b/fd. 

„ Realization Account 


13,000 

600 


Rs. ; 13,600 


BANK ACCOUNT 


Rs. 

To Balance b/fd. ... ... 2,000 

„ Purchasing Co. ... ... 30,000 


Rs. i 32,000 


1 

Rs. 

By Sundry Creditors 

11,700 

„ Realization Account—Expenses ... 

500 

„ A’s Capital Account 

8,400 

.• B’s „ „ 

6,300 

»» C s „ ,, 

5,100 

Rs. 

32,000 


Problem 165 

X and Y are in partnership as Motor Manufacturers. The following is their 


Balance Sheet on 31st December 1943: — 


Liabilities 

Rs. 

Sundry Creditors 

.. 20,000 

Capitals: — 

Rs. 

X 

85,000 

Y 

85,000 

1,70,000 

. 

Rs. 1,90,000 


Assets 

Rs. 

Cash at Bank 

.. 1,500 

Debtors 

.. 35,000 

Stock 

.. 42,000 

Plant 

.. 81,500 

Land and Buildings 

.. 30,000 

Rs. 1,90,000 
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They decided to sell their business as from the above date to the Madras Motor 
Manufacturing Company, Limited. The Company acquires the Stock, Plant, Land and 
Buildings, and Goodwill for which the Vendors receive Rs. 1,75,000 in fully paid Rs. 100 
Ordinary Shares. 

The Debtors realize Rs. 32,500 and all the Creditors have been paid amounting 
to Rs. 22,500 (including Rs. 2,500 outstanding creditors). 

Make the necessary Journal entries to close the partnership books. 


Solution 


JOURNAL ENTRIES 


Xs. 

Realization Account ... ... ... ... Dr. J 

To Stock Account 

„ Plant Account i 

,, Land and Buildings Account 
(Being the transfer of Assets taken over by the Company to 
Realization Account.) 


Creditors ... ... ... ... ... Dr. 

To Realization Account 

(Being the transfer of Sundry Creditors to Realization 
Account.) 


ivs. 

1,53,500! 


20 , 000 , 


Rs. 

42,000 

81,500 

30,000 


20,000 


; Purchasing Company’s Account ... ... ... Dr. 

To Realization Account 

i (Being the amount of purchaseconsideration as per agreement, 

! dated.) 


Shares in Purchasing Company ... ... ... Dr. 

To Purchasing Company’s Account 
(Being the satisfaction of purchase price in 1,750 fully paid 
Ordinary Shares of Rs. 100 each as per agreement, 
dated.) 


Realization Account ... ... ... ... Dr. 

To Bank Account 

(Being the payment to Sundry Creditors including outstanding 
creditors.) 


Bank Account ... ... ... ... Dr. 

Realization Account ... ... ... ... ,, 

To Debtors 

(Being the money recovered from Sundry Debtors and the 
Loss transferred to Realization Account.) 


Realization Account ... ... ... ... Dr. 

To X’s Capital Account 
„ Y’s „ 

(Being transfer of Profit on Realization to Capital Accounts.) 


ji 1 , 75,000 

ii ! 

il i 

it 1 

i i 

! 1 , 75,000 


1,75,000 


1,75,000 


22,500 


22,500 


32,500; 

2,500! 


16,500; 


35,000 


8,250 

8,250 


X's Capital Account 
Y's 

To Shares in Purchasing Company 
(Being the distribution of Shares in Purchasing Co. between 
the partners.) 


Dr. 


>> 


87,500; 

87,500,1 

| 1,75,000 


X's Capital Account ... ... ... ... Dr. 

Y's ,, „ .. 

To Bank Account 

(Being the distribution of Cash between the partners.) 


5,750 

5,750 


11,500 


l 
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Problem 1G6 


The following is the Balance Sheet of C and S, manufacturers, as at 31st December 
1943 : — 


Liabilities 


Rs. 

| Assets 


Rs. 

Trade Creditors 


11,853 

Plant and Machinery 


5,000 

Loans 


3,297 

Freehold 


7,500 

Capitals : — 

Rs. 


' Stock 


9,000 

C 

25,000 


Work-in-progress 


10,000 

S 

12,500 



Rs. 




37,500 

1 Debtors 

20,500 





i Less Reserve 

2,350 







18,150 




! Bank 


3,000 


Rs. 

52,650 


Rs. 

52,650 


C and S have decided to sell their business to a Limited Company to be called 
the Crank ^Manufacturing Co., Ltd., as and from the date of the Balance Sheet, viz. 
31st December 1943. The purchase is not completed until 31st March 1944, but the -i 
Company agree to pay interest on the purchase price at 5 per cent per annum for the 
three months. Show the Ledger accounts in the firm’s books of the sale of the 
business to the Company having regard to the following adjustments, and allot to eachlL 
partner his respective share. The partners share profits in proportions to their capitals.^ 

The business is sold to the Company for cash. Plant and Machinery are valued ^ 
for the purposes of sale at Rs. 1,600 more than the figure appearing in the books and 
the Goodwill of the firm is assessed at Rs. 7,900. In addition to the Reserve for Bad 
Del. ts already provided, C and S have to make a further allowance of Rs. 1,500, while 
the Liabilities to be taken over by the new Company are found to be Rs. 500 more than 
the amount stated in the Balance Sheet. f. p. (B.Com.) 


Solution 


REALIZATION ACCOUNT 


■— 


! 





'J 


1 

1 

Rs. 

a. 

P- 

«>«* ° 

Rs. 

a. 

p. 

To Sundry Assets:— j 




By Sundry Liabilities :— 




Plant and Machinery ... 1 

5,000 

0 

0 

Trade Creditors 

11,853 

0 

0 

Freehold ... ..' 

7,500 

0 

0 

Loans 

3,297 

0 

0 ^ 

Stock ... ...: 

9,000 

0 

0 





Work-in-progress 

10,000 

0 

0 

„ Reserve for Doubtful Debts 

2,350 

0 

0 

Debtors ... ..J, 

20,500 

0 

0 

,, Crank Mfg. Co. Ltd.— 




Bank 

3,000 

0 

0 

(Purchase Consideration) 

45,000 

0 

0 

,, C’s Capital Account— 




,, Do. (Interest on above) 

562 

8 

0 

Srds Share of Profit 

5,375 

0 

0 





,, S’s Capital Account— 




J 3 




; \rd Share of Profit 

2,687 

8 

0 





Rs. 

63,062 

8 

0 

Rs.; 

63,062 

8 

0 


BANK ACCOUNT 


To Crank Mfg. Co., Ltd.— 
(Purchase consideration and 
interest thereon) 

Rs. a. p. 

45,562 8 0 

By C’s Capital Account 
„ S’s 

Rs. a. p. 
30,375 0 0 
15,187 8 0 

Rs. 

45,562 8 0 

Rs. 

45,562 8 0 
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C’s CAPITAL ACCOUNT 



Rs. 

a. p. 



Rs. 

a. 

p. 

To Bank 

... 30,375 

0 0 

By Balance b/fd. ... 


25,000 

0 

0 




„ Realization Account— 








§rds Share ... 


5,375 

0 

0 


Rs. 30,375 

0 0 


Rs. 

30,375 

0 _ 

JO 


« 

S’s CAPITAL 

ACCOUNT 






Rs. 

a. p. 



Rs. 

a. 

p. 

To Bank 

... 15,187 

8 0 

By Balance b/fd. 


12,500 

0 

0 




„ Realization Account¬ 








ed Share 

... 

2.687 

8 

0 


Rs. 15,187 

8 0 


Rs. 

15,187 

8 

0 

li A 

CRANK MANUFACTURING CO., LTD. 






Rs. 

a. p. 



Rs. 

a. 

p. 

To Realization Account:— 



By Bank 


45,562 

8 

0 

(Purchase consideration) 

... 45,000 

0 0 






„ Do. (Interest thereon) 

562 

8 0 







Rs. 45,562 

8 0 


Rs. 

45,562^ 

8 

0 


MISCELLANEOUS PARTNERSHIP PROBLEMS 

Problem 167 

A, B and C carried on business in partnership, profits being divisible to A i ; to 
B 113 ; and to C*l|6. 

The Balance Sheet on 31st December 1943 showed their Capitals to be : — 

A Rs. 10,400 ; B Rs. 5,000 ; C Rs. 3,000. On 28th February 1944 A died, and you 
are instructed to prepare an account for presentation to his executors having regard 
to the following facts : — 

(a) The Firm had insured the partners’ lives severally, A for Rs. 9,000, B for 
Rs. 4j800 and C for Rs. £,400. The premiums have been charged to Profit and 

f ^ Loss Account and the surrender value on 28th February 1944 amounted in 
i ^ each case to one-fourth of the sum assured. 

(b) Capital carried interest at 5 per cent per annum. 

(c) A’s drawings from 1st January 1944 to the date of his death amounted to 
Rs. 1,200. 

(d) A’s share of profits for the portion of the current financial year for which 
he lived was to be taken at the sum calculated on the average of the last 
three completed years and Goodwill was to be raised on the basis of two 
years’ purchase of the average profit of those three years. 

The annual profits were Rs. 9,200, Rs. 7,400 and Rs. 8f600 respectively. 

Show the account and journalize the entries affecting it. Ignore Income-tax. 

(G.D.A.) 
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& 


1939 

1940 

1941 

1942 

1943 

The Capital of each partner before the figures are adjusted is as follows: — 

Red White Blue *'» '1, 35^ '^ 

£3,100 £2,900 £1,280 jo / 3 ‘ 2.y 

Prepare General and Personal Accounts, showing the result of the dissolution. 


Profit .. 

.. 2,400 


.. 1,680/ l - 

Loss .. 

-950(x 

Profit .. 

112 (- 

„ 

106^ ^ 


JO TO 


(Incorporated Accountants.) 


Solution 


RED’S CAPITAL ACCOUNT 

-,- - —-. "" <S- 



£ 5 . d. 


£ s. d. 

To Sundry Assets 

7,280 0 0 

By Balance b/fd. 

i 3,100 0 0 

„ Goodwill 

1,205 5 6 

1 ,, Goodwill—Vd Share 

401 15 2 

! 


„ Balance c/d. 

; 4,983 10 4 

£ i; 

8,485 5 6 

£ | 

8,485 5 6 

To Balance b/d. 

4,983 10 4 



WHITE’S CAPITAL ACCOUNT 


.. !] 

£ 5 . d. 


£ 5 . d. 

To Balance c/d. ... ... ' 

3,301 15 2 

By Balance b/fd. 

2,900 0 0 

!| 


„ Goodwill—ird Share 

j 401 15 2 

£ ! 

I 

3,301 15 2 

£ 

3,301 15 2 

l 


By Balance.b/d. 

i 

3,301 15 2 

1 

BLUE’S CAPITAL ACCOUNT 

i 

| 

£ s. d. 


£ s. d. 

To Balance c/d. ... ...| 

1,681 15 2 

By Balance b/fd. ... ...! 

' 1,280 0 0 



„ Goodwill—Jrd Share ... : 

401 15 2 

£ 1 

1,681 15 2 


1 1,681 15 2 

i 

I 


By Balance b/d. 

1,681 15 2 


BALANCE SHEET 


£ s. d. \ 

£ s. d. 


£ s. d. 

White’s Capital 


Red's Capital Account 

\ 4,983 10 4 

Account ... 3,301 15 2 ! 




Blue’s Capital 




Account ... 1,681 15 2 





4,983 10 4 



£ 

i 

4,983 10 4 

£ 

; 4,983 10 4 


Notes.—(1) All the Capital Accounts will be closed on Red bringing in the money 
to pay off White and Blue. 

(2) The amount of Sundry Assets debited to Red’s Capital Account is 
equal to all the partners’ Capital Account balances as at the date of 
dissolution. 


t 
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Problem 169 ^ 

Black and White enter into partnership upon equal terms as to profits or losses 
of the venture, for the purpose of perfecting an invention with a view to its sale 
to a Syndicate. No interest was to be paid on Partners’ Capital prior to division of 
results. Black contributed £300 and White £150 to cover the cost of experiments, 
White giving his personal services without salary. Upon the completion of the neces¬ 
sary experiments, the purchases and expenses were found to have amounted to £478. 
Black then advanced a further £50 and White paid a further £22 for Patent Fees, etc. 
The invention was sold by them to a Syndicate for £1,000 in cash, which was paid to 
them, and 1,000 fully paid shares of £1 each in the Syndicate, and these were duly 
allotted. Upon dissolving the partnership, White arranged to take over the stock of 
materials at an agreed valuation of £36, and undertook to discharge outstanding liabilities 
(if any). Black consented to take over the 1,000 fully paid shares at an agreed valuation 
of £50. Prepare the accounts necessary upon the dissolution of partnership. 

(Royal Society of Arts.) 

Solution 

BLACK'S CAPITAL ACCOUNT 


£ £ 
To Shares in Syndicate ... ... 50 By Bank ... ... ... 300 

„ Bank _ ... ... ... 593 „ „ ... ... ... 50 

„ Profit & Loss Account—Profit ... 293 

£ 643 £ 643 


WHITE'S CAPITAL ACCOUNT 


1 

To Patent Account—Materials ...i 

£ 

36 

By Bank 

£ 

150 

„ Bank ... ... ..J 

429 

,, Patent Account—Patent Fees, etc. 

22 



„ Profit & Loss Account—Profit ... 

293 

£ J 

465_ 

£ ! 

465 



__ _ __- ...... L 


BANK ACCOUNT 


To Black's Capital Account 

; £ 

; 300 

: 

By Patent Account—Purchases and 

| £ 

„ White’s „ „ ...j 

150 

Expenses 

478 

„ Black's „ „ 

; 50 

„ Black’s Capital Account 

593 

„ Syndicate’s Account ..., 

1,000 

„ White's „ „ 

429 

i 

£ j 

1,500 

£ 

| 1,500 

__ __ __ . _J 

1 

^ __ -__-.-_ 

l 


PATENT ACCOUNT 



£ 


i! 

J; £ 

To Bank—Purchases & Expenses 

478 

By White’s Capital Account- 

r 

„ White’s Capital Account—Patent 


Materials . ... 

...i 36 

Fees, etc. 

22 

„ Syndicate’s Account—Sale 

...j 2,000 

„ Profit & Loss Account ... 

1,536 


£ 

2,036^ 

i 


£ j 2,036 


SYNDICATE’S ACCOUNT 


£ 


To Patent Account—Sale ... 

2,000 

By Bank 

„ Shares in Syndicate Account 

1,000 

1,000 

£ 

i 2,000 

£ ; 

2,000 
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SHARES IN SYNDICATE ACCOUNT 


- - 


— - - - 



£ 


£ 

To Syndicate Account 

1,000 

By Black's Capital Account 

50 



„ Profit and Loss Account 

950 

£ 

1,000 

£ 

1,000 


PROFIT AND LOSS ACCOUNT 



£ 


£ 

To Shares in Syndicate Account 

950 

By Patent Account 

1,536 

„ Black's Capital Account—4 Share ... 

293 



„ White’s Capital Account—4 Share ... 

293 



£ 

_1,536 

£ 

1,536 


Problem 170 


C, D and E are in partnership sharing profits equally, and having each Capital 
of Rs. 5,000. C retires from the business on 30th September 1943. It is provided in the 
Articles of Partnership that in the event of a partner retiring, he shall be repaid his Capital 
and proportionate share of Profit to the date of dissolution, less his drawings, these 
profits to be taken on the basis of the average profits of the lasti three completed years. 
In addition to this, he shall be paid half the Goodwill of the business—the Goodwill 
to be considered equal to three times the average profits of the last three completed years. 

The amount payable fo C in respect of his dues is to be satisfied by giving six 
bills of equal amounts carrying interest at 5 per cent per annum from 1st October 1943. 

The profits of the last three completed years amounted to Rs. 10,000 on December 
1940, Rs. 4,000 on December 1941 and Rs. 2,700 on December 1942. 

Show what amount is due to C for Capital, Goodwill and Profits, he having drawn 
Rs. 750 on account of profits, and the amount of each bill with interest thereon added to it. 


Solution 


To Drawings 
„ Balance c/d. 


C’s ACCOUNT 


Rs. 


Rs. 

a. p. 



Rs. a. 

p. 

750 

0 0 

By Capital Account— 



13,991 10 6 

Balance transferred 

5,000 0 

0 



„ Profits 

Rs. 





1940 

... 10,000 





1941 

... 4,000 





1942 

... 2,700 






Rs. 16,700 





Average 






Profits 

5,566 10 8 





it'd Share 

1,855 8 10 





i of Rs. 

1,855 8 10= 

1,391 10 

6 



,, Goodwill 

Rs. 





1940 

...10,000 





1941 

... 4,000 





1942 

... 2,700 






Rs. 16,700 





I 4 of Rs. 16,700= 

8,350 0 

0 

14,741 

10 6 


Rs. 

14,741 10 

6 


By Balance b/d. 

Rs. 

13,991 10 

6 


V 
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The amount of each bill would be Rs. 2,331-15-1. In absence of any information, 
it will be assumed that the first bill is drawn at one month; second bill at two 
months ; third bill at three months, and so on. 

Interest is calculated on complete months only. The amount of each bill with 
interest at 5 per cent from 1st October 1943 would be as follows: — 

1st Bill Rs. 2,341 10 6 2nd Bill Rs. 2,351 6 0 

3rd Bill „ 2,361 1 6 4th Bill „ 2,370 12 11 

5th Bill „ 2,380 8 5 6th Bill „ 2,390 3 10 

Problem 171-/ 


The position of the partnership firm of Karim, Esmail and Kunte who are sharing 
profits in the proportions of 1 {2, 1|3 and 1|6, on 30th June 1943, was as follows: — 



Rs. 


Rs. 

Sundry Creditors 

.. 12,000 

Investments 

7,800 

Bills Payable 

.. 3,500 

Sundry Debtors 

.. 12,800 

Bank Overdraft 

.. 13,800 

Stock 

.. 14,800 

Capitals : — 


Furniture 

.. 1,750 

Karim 

.. 20,000 

Plant 

.. 3,250 

Esmail 

.. 17,500 

Bills Receivable 

.. 3,000 

Kunte 

.. 1,500 j 

Cash in hand 

3,200 

Karim’s Loan Account 

. . 5,000 

Current Accounts: — 


Profit and Loss Account 

.. 4,800 

Esmail 

.. 2,500 



Kunte 

.. 3,000 



Buildings 

. 26.000 


Rs. 78,100 


Rs. 78,100 


Kunte having become insolvent, the partnership was dissolved on 1st July 1943. 
Investments were taken up by the partners and other assets realized Rs. 38,800. A 
dividend of 4 annas in the rupee was received from Kunte’s estate. 

Pass Journal entries to close the books of the firm and show Capital Accounts 
of the Partners. 


Solution 


JOURNAL ENTRIES 



i 

L.F. 

Rs. i! 

■ 

Rs. 

Realization Account 

To Sundry Debtors 
,, Stock 
„ Furniture 
„ Plant 

„ Bills Receivable 
„ Buildings 

(For transferring the above assets to Realization Account.) 

Dr. 

i 

1 

j 

j 

61,60Q ! 

I 

12,800 

14,800 

1,750 

3,250 

3,000 

26,000 

Sundry Creditors 

Bills Payable 

Bank Overdraft 

To Realization Account 

(For transferring the liabilities to Realization Account.) 

Dr. 

»» 

** 


12,000 

3,500 

13,800 

29,300 

Profit and Loss Account ... 

To Karim’s Current Account 
„ Esmail’s „ „ 

„ Kunte’s „ „ 

(For distributing the credit balance of Profit and Loss Account 
in proportions of J, A and 1/6 amongst the partners 
respectively.) 

Dr. 


4,800 

2,400 

1,600 

800 
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J OURNAL— Contd. 


Bank 

To Realization Account 
(For cash received on realizing various assets.) 

Il.f. 

Dr. 1 

i 

Rs. 

38,800 

Rs. 

38,800 

Realization Account 

To Bank 

(Being cash paid in respect of firm’s liabilities.) 

Dr. : 

I 

29,300 

29,300 

I 

Karim's Capital Account 

Esmail’s „ „ 

Kunte's „ 

To Realization Account 

| (For transferring the loss on Realization to the respective 
partners' Accounts in their profit-sharing proportions.) 

Dr. 

11,400 

7,600 

3,800 

j 

1 22,800 

1 

i 

j 

Kunte's Capital Account 

To Kunte’s Current Account 

(For transferring Kunte’s Current Account to his Capital 
Account.) 

T)r. 

2,200 

i 

2,200 

Bank 

To Karim’s Capital Account 
,, Esmail’s „ „ 

(Being cash brought in by Karim and Esmail to make up their 
losses on Realization.) 

Dr. 

j; 19,000 | 

11 

1 

11,400 

7,600 

i| 

Bank 

To Kunte’s Capital Account 
(Being Dividend of as. 4 received from Kunte’s estate.) 

Dr. 

;; 1,125 

! 1,125 

Karim's Capital Account 

Esmail's „ ,, 

| To Kunte’s Capital Account 

(Being Capital loss on Kunte’s Account transferred to the 
; solvent partners' Capital Accounts in the ratio of their 

| Capitals before dissolution, viz. 8 :7.) 

Dr. 

1,800 
: 1,575 

i 

i 

; 3,375 

| Karim’s Current Account 

1 Esmail's Capital Account 
! To Karim's Capital Account 

1 ,, Esmail’s Current Account 

* (For transferring partners' Current Accounts to their Capital 
Accounts.) 

Dr. 

i 2.400 
| 900 

| 

• 2,400 

900 


Karim's Loan Account 
To Bank 

(Being cash paid to Karim in settlement of his Loan 
to the firm.) 

Karim's Capital Account ... 

^Esmail's „ „ 

To Investments 

; (Being distribution of Investments between the solvent 
; partners in the ratio of 15: 11.) 


Karim's Capital Account ... 

Esmail's „ 

To Bank 

(Being cash paid to the partners in settlement of their 
Capitals.) 


V 
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KARIM'S CAPITAL ACCOUNT 


i 

Rs. 


Rs. 

To Realization Account—i Loss 

11,400 

By Balance b/fd. 

20,000 

„ Kunte's Capital Account 

1,800 

„ Bank 

11,400 

„ Investments 

4,500 

„ Current Account 

2,400 

.. Bank ... ... ...j 

16,100 



Rs. 

33,800 

Rs. I 

! 

33,800 


ESMAIL’S CAPITAL ACCOUNT 


To Realization Account—Jrd Loss 
„ Kunte's Capital Account 
„ Current Account 
„ Investments 
Bank 


| Rs. 


7,600 
...|! 1,575 

...i; 900 

...I 3,300 
...I; 11.725 


Rs. 


25,100 


By Balance b/fd. 
„ Bank 


Rs. 

...'! 17,500 

...j; 7,600 


Rs. ji 25,100 


KUNTE’S CAPITAL ACCOUNT 



To Realization Account—l/6th Loss 
„ Current Account 


Rs. 


3,800 

2,200 

6,000 


By Balance b/fd. 

„ Bank 

„ Karim's Capital Account 
„ Esmail's „ „ 


j! Rs. 

...ij i,500 

...I 1,125 

...j 1,800 

...|j 1.575 

Rs. || 6,000 


Note.— The Investments are distributed between the solvent partners in the ratio 
of 15:11, although the final Capitals stand in the ratio of 20,600:15,025, or 1511|13: 
1129)32. This is done with a view to avoid fractions, since Rs. 7,800 are easily 
divisible by 26. 


Problem 172 

Two firms, Bhesanias and Kapadias agree to amalgamate and to convert the 

united business into a Limited Company under the name of Fashions, Ltd. The 

assets of both the firms, exclusive of Goodwill are to be transferred at book values, 
and amount to Rs. 7,60,000, namely Bhesanias Rs. 5,40,000 and Kapadias Rs. 2,20,000. 

The Goodwill is to be valued at a sum equal to three years' purchase of the 
combined profits of the two firms, calculated on the average profit of the preceding 
five years of each firm. The amount of Goodwill so ascertained is to be taken three- 
fourths by Bhesanias and one-fourth by Kapadias. 

The totals of the five years’ profits were: —Bhesanias Rs. 2,40,000 and Kapadias 
Rs. 70,000. 

The purchase money is payable as follows:—Fully paid Ordinary Shares of 
Rs. 100 each for the amount of Goodwill. Fully paid Ordinary and fully paid Pre¬ 
ference Shares of Rs. 100 each in equal proportions for the other assets, less Rs. 1,00,000 

in cash to Bhesanias and Rs. 25,000 in cash to Kapadias. 

State the amounts to be received by Bhesanias and Kapadias respectively in 
Ordinary Shares, Preference Shares and Cash. 







248 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution 


Bhesanias : Rs. 

Value of Assets taken over .. . . 5,40,000 

Goodwill .. .. .. 1,39,500 


Rs. 6,79,500 


The amount will be paid as follows : Rs. 

3,595 Ordinary Shares of Rs. 100 each . . 3,59,500 

2,200 Preference Shares of Rs. 100 each . . 2,20,000 

Cash .. .. .. .. .. 1,00,000 


Rs. 6,79,500 


Kapadias : Rs. 

Value of Assets taken over . . . . 2,20,000 

Goodwill .. .. . . 46,500 


Rs. 2,66,500 


The amount will be paid as follows : — Rs. 

1,440 Ordinary Shares of Rs. 100 each . . . . 1,44,000 

975 Preference Shares of Rs. 100 each . . . . 97,500 

Cash .. .. .. .. .. 25,000 


Rs. 2,66.500 


Problem 173 

Smith, Brown and Robinson enter into partnership as equal partners for the 
purpose of purchasing the business of Peter White, who is retiring on 1st January 1944, 
upon the basis of the last Balance Sheet which was as follows : —Liabilities : Capital 
£20,540 ; Sundry Creditors £3,218 ; Reserve for Depreciation £608. Assets: Leasehold 
Factory £12,540 ; Machinery and Plant £8,200 ; Patents £600 ; Sundry Debtors £1,560 ; 
Stock £1,458 ; Difference in Books £8. The purchase price of the business was agreed 
at £25,000 which was paid to White. Cash was paid into the new firm’s Banking 
Account by the partners as follows:—Smith £12,000; Brown £10,000; Robinson £6,000. 
Before opening the books of the new firm it was agreed (a) to transfer the Reserve 
for Depreciation to Machinery and Plant Account and to write off a further £200 as 
depreciation, and (b) to write off £200 from Patents. Record the transactions in the 
books of the new firm. Prepare Balance Sheet disclosing the position of Smith, Brown 
and Robinson, on commencing business. 


(London Chamber of Commerce.) 
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Solution 


ENTRIES IN THE BOOKS OF THE NEW FIRM 




L.F.j 

£ | £ 

Leasehold Factory 

Dr. 

; 

12,540 

Machinery and Plant 


1 

7,392 | 

Patents 

99 

1 

400 ; 

Sundry Debtors 

99 


1,560 

Stock 

99 


1,458 ! 

Goodwill 

t* 


4,868 

To Sundry Creditors 



3,218 

„ White's Account (Vendor) 



25,000 

(Being the values of Assets and Liabilities taken over from 



j 

White in consideration of the purchase price of £25,000.) 



. -II 


£ 

, 

28,218 i 28,218 

1 

Bank 

Dr. 


28,000 

To Smith's Capital Account 



12,000 

„ Brown's „ „ 



10,000 

„ Robinson's „ „ 



6,000 

(Being the cash paid into the new firm’s Banking Account.) 




White's Account 

Dr. 


25,000 

To Bank 



! 25,000 

(Being the cash paid to White in satisfaction of purchase 




j consideration.) 





Messrs. Smith, Brown and Robinson 
BALANCE SHEET 
As at 1st January 1943 


Liabilities 


£ 

/Isse/s 

£ 

Sundry Creditors 

Capital Accounts:— 

Smith 

Brown 

Robinson 

£ 

... 12,000 

.. 10,000 

... 6,000 

3,218 

28,000 

Cash at Bank 

Sundry Debtors ... ...i 

Stock 

Patents 

Machinery ... ... .. j 

Leasehold Factory ... ...j 

Goodwill ... ... ..J 

l 

3,000 

1,560 

1,458 

400 

7,392 

12,540 

4,868 


£ 

31,218 

£ ! 

i 

31,218 

Problem 174 \f 

' ^ 


— - 



Robert and Novy are in partnership. On 31st December 1942, Robert’s Capital 
was Rs. 76,240 and Novy’s Rs. 26,300. They share profits and losses in the proportions 
of five-sevenths and two-sevenths, and their withdrawals are to. be in the same 
proportions. 

At the close of 1943 you are given the following information relating to that year:_ 

(a) The Joint Capital on 31st December was Rs. 1,06,380. 

(b) The drawings of Novy were Rs. 1,080 in excess of the arranged proportion. 

(c) Novy is to be credited with Rs. 1,050 by way of preferential salary for 1943. 

(d) Effect is to be given to a promise made to Novy by Robert in 1942 that 
Robert should pay Novy Rs. 500 for additional work thrown on him owing to the 
illness of Robert. 

(e) Interest on Capital at 5 per cent to be charged, even in case of lpss. 

Prepare a statement showing how the Capital of Rs. 1,06,380 is divided between 

Robert and Novy. ( B.Com.) 
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Solution 


STATEMENT SHOWING HOW THE PROFIT FOR THE YEAR. 1943 HAS BEEN 

ARRIVED AT 


Rs. 


! Rs. 

To Capital at the commencement ( 

of 1943 ... ... .j! 1,02,540 

By Capital at the end of 1943 

1,06.380 

,, Novy’s Capital Account—excess 

| 1,080 

„ Profit for the year 1943 c/d. ... 4,920 

drawings ... 

Rs. j 1,07,460 

Rs. 

j 1,07,460 

To Interest on Capital:— 

By Net Profit b/d. 

4,920 

Robert ... ... 3,812 jl 

„ Net Loss transferred as under 

ij 

Novy ... ... 1,315 i| 

- 5,127 

Rs. a. p. 

Robert 5/7ths 897 13 9 


„ Novy's Capital Account—Salary 1,050 

Novy 2/7ths 359 2 3 

; 1.257 

Rs. ; 6,177 

Rs. 

; 6,177 

..- - - — - 

._ - 

| - 


SATEMENT SHOWING THE DIVISION OF CAPITAL AT THE END 




I 

< Rs. 

a. 

P- 

Robert :—Capital at commencement of 1943 



76,240 

0 

0 

Add Interest on Capital 



3,812 

0 

0 




80,052 

0 

0 

Less Amount transferred to Novy's Capital—extra remuneration 


500 

0 

0 




79,552 

0 

0 

Less Loss during the year 

•• 


897 13 

9 

Capital at the end of 1943 


Rs. 

78,654 

2 

3 




Rs. 

a. 

P- 

Novy:—Capital at the commencement of 1943 


... 

i 26,300 

0 

0 

Rs. 

a. p. 

| 



Add Interest on Capital 

,. 1,315 

0 0 

i 



„ Amount transferred from Robert's Capital Account 






being extra remuneration 

.. 500 

0 0 




„ Preferential Salary 

.. 1,050 

0 0 

; 2,865 

0 

0 







29,165 

0 

0 

Less Amount overdrawn 

.. 1,080 

0 0 




„ Loss during the year 

.. 359 

2 3 

1 1,439 

[! , - 

2 

3 




Capital at the end of 1943 


Rs. 

:! 27,725 

13 

9 




Rs, 

a. 

P. 

Robert's Capital at the end of 1943 

., 


78,654 

2 

3 

Novy's 

•• 

... 

i 27,725 13 

9 

Joint Capital at the end of 1943 


Rs. 

| 1,06,380 

0 

0 

.. .. . .. - - . . . . 

_ . . . 


_____ 




Problem 175 

X and* Y are in partnership. The Balance Sheet of 31st* December 1943 showed 
X’s Capital at Rs. 6,000 and Y’s at Rs. 3,000. Goodwill does not appear on the 
Balance Sheet. Profits and losses arc to be divided as to two-thirds to X and one-third 









PARTNERSHIP DISSOLUTION ACCOUNTS 


251 


to Y. As a matter outside the partnership, Y owes X Rs. 1,000. This does not appear 
in the firm’s books. Disagreements arising, the partners agree to dissolve as from 
31st December 1943, on the basis of the Balance Sheet above referred to. Y offers X 
Rs. 11,000 to go out, this payment to recompense X for his interest in the business 
including Goodwill and also to settle the private debt of Y to X. X, however, would 
rather pay Y out on the like terms with an additional amount of Rs. 500, and offers 
Y a sum to settle Y’s interest in the business and his (Y’s) private debt, and the 
additional amount above referred to. 

Prepare statements showing the details of their offers, assuming that X values 
the Goodwill at the amount which is implied as its value in Y’s offer to X. 

(B.Com.) 

Solution 

STATEMENT OF Y’s OFFER TO X 

Rs. 

X’s Capital .. .. 6,000 

Add Private debt due to X .. .. .. 1,000 


Amount due Rs. 7,000 
Goodwill—being the difference between the amount 

due and amount offered .. .. .. 4,000 


Amount offered Rs. 11,000 

As X’s share of profit is 2/3rds and as the amount of Goodwill offered 
to him is Rs. 4,000, the value of the Goodwill of the firm is therefore Rs. 6,000. 

STATEMENT OF X’s OFFER TO Y 


Rs. 

Y’s Capital . . . . .. .. 3,000 

Add l/3rd Share of Goodwill . . 2,000 

„ Rs. 500 to be payable as extra . . . . 500 


5,500 

Less Private debt due from him .. . . 1,000 


Amount offered Rs. 4,500 


Problem 176 

A firm consisting of three partners divided profits and losses us follows : — 

Years 1937 to 1941 inclusive : A five-tenths, B four-tenths, C one-tenth. 

Years 1942 and 1943 : A three-tenths, B four-tenths, C three-tenths. 

Difficulties arise over the treatment in the Accounts of the following matters:_ 

(a) In the year 1938 a loss of Rs. 5,000 arose through the dishonesty of an 
employee. A reversionary interest, worth Rs. 2,000, on 31st December 1938, 
was obtained in part recoupment, and was included in the books of the firm 
at Rs. 2,000. This asset fell in on 31st December 1942, and realized Rs. 5,400. 

(b) At 31st December 1938, the indebtedness of a foreign customer was 
Rs. 1,00,000. 

The following amounts were written off : —1939, Rs. 30,000 ; 1940, Rs. 10,000. 

In the year 1942, it was ascertained that the debt was wholly bad, and the 
balance was written off. 

You are requested to advise the partners as to the correct treatment of these 
matters, having regard to the changes in the Partnership Shares. State such advice 
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accordingly, indicating, if thought necessary, such further information as is required 
to enable you to form your views on the matters in question. 


Solution 

It would be necessary, before any advice is given, to ascertain whether 
there were any provisions in the Partnership Agreement relative to these 
circumstances. In absence of any such provisions, the following will be the 
advice given: — 

(a) The actual loss, viz. Rs. 3,000 should be written off to Profit 
and Loss Account of the year 1938, and the Reversion Account must be 
debited with Rs. 2,000. The Reversion should be revalued at the end 
of each year, and any increment credited to Profit and Loss Accounts 
of the years 1939, 1940 and 1941. In this way, the loss of Rs. 3,000 and 
the increase in value to 31st December 1941 will be divided between 
the partners in the proportions of A 5/10ths, B 4/10ths and C l/10th. 
When the Reversion falls in on 31st December 1942, the excess amount 
realized over the book value of that asset will be transferred to Profit 
and Loss Account, and will be divided in the new proportions, viz. 
A 3/10ths, B 4/10ths and C 3/10ths. 

(b) The fact that the debt was written off in part on two different 
occasions shows that the same was revalued from time to time, and it 
can, therefore, be assumed that the circumstances which caused the debt 
to be regarded as wholly bad only arose in 1942. The balance to be 
written off in 1942 would, therefore, be a proper charge against the 
profits of that year. 


Problem 177 

A, B and C enter into partnership to acquire a controlling interest in two private 
limited companies, the India Co., Ltd., and the Egypt Co., Ltd., and purchase 5,600 fully 
paid shares of Rs. 100 each ii> the India Co., Ltd., for Rs. 6,16,000 and 4,200 fully .paid 
shares of Rs. 100 each in the Egypt Co., Ltd., for Rs. 6,30,000. On the date of acquisition 
of the shares, the India Co., Ltd., had an undistributed credit balance in the Profit and 
Loss Account of Rs. 3,500 and the Egypt Co., Ltd., had Rs. 25,200. On 1st July 1943, C 
wished to retire and to realize his interest. It was determined to find out the value 
of C’s interest and consequently to raise the firm’s Investments Account to the proper 
figure. Since acquisition, the value of Goodwill in the case of India Co., Ltd., has gone 
up by Rs. 10,500 and in the case of Egypt Co., Ltd., has come down by Rs. 3,150. 

From the following particulars, prepare the firm’s Balance Sheet after raising 
the Investments Account to the proper figure and determine the value of C’s interest 
which is agreed to be purchased by the remaining partners. 


Balance Sheet of India Co., Ltd. 
As at 30 th June 1943 


Liabilities 

Rs. 

Assets 

Rs. 

Capital: — 


Cash at Bank 

34,000 

7,000 Shares of Rs. 100 each 


Debtors 

.. 4,00,000 

fully paid up 

7,00,000 

Stock 

.. 3,50,000 

Sundry Creditors 

Profit and Loss 

14,000 

70,000 


Rs. 

7,84,000 


Rs. 7,84,000 


V 
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Balance Sheet of 

Egypt Co., Ltd. 



As at 30th 

June 1943 


Liabilities 

Rs. r 

Assets 

Rs. 

Capital : — 

i 

Cash at Bank 

.. 38,900 

6,300 Shares of Rs. 100 

each 

Debtors 

.. 2,95,000 

fully paid up 

.. 6,30,000 

Stock 

.. 3,50,000 

Sundry Creditors 

.. 35,000 ; 



Profit and Loss 

.. 18,900 




Rs. 6,83,900 Rs. 6,83,900 




Balance Sheet of the Firm of A, B and C 





As at 30 th 

June 1943 




Liabilities Rs. ' 

Assets 


Rs. 

Sundry 

Creditors 

.. 1,00,000 

Investments in Private 

Limited 


Capital 

Accounts : 

— Rs. 

Companies Shares (at 

cost) 

12,46,000 

A 


6,00,000 

Loans 


7,000 

B 


5,00,000 

Cash at Bank 


2,47,000 

C 


3,00,000 






14,00,000 






Rs. 15,00,000 


Rs. 

15,00,000 


Solution 

ASCERTAINMENT OF GOODWILL 

India Co., Ltd. Egypt Co., Ltd. 


On the date o i acquisition, total value of 7,000 shares. 6,300 shares. 



Rs. 

a. 

P- 

Rs. 

a. 

P- 


= 7,70,000 

0 

0 

= 9,45,000 

0 

0 

Less Original Capital 

... 7,00,000 

0 

0 1 

6,30,000 

0 

0 


70,000 

0 

i 

0 i 

3.15,000 

0 

0 

Less Undistributed Profits on the date of acquisition 

3,500 

0 

0 j 

1 

25,200 

0 

0 

Goodwill 

66,500 

0 

o i 

2,89,800 

0 

0 

Addition in Goodwill ... 

10,500 

0 

0 



Reduction in Goodwill 




3,150 

0 

0 

Goodwill on C’s retirement 

Rs. 77,000 

0 

0 

! 2,86,650 

0 

0 

Paid-up Capital 

... 7,00,000 

0 

0 

6,30,000 

0 

0 

Profit and Loss Account 

... 70,000 

0 

0 

. 18,900 

0 

0 

Goodwill 

... 77,000 

0 

0 

, 2,86,650 

0 

0 

Total Value of Shares on C’s retirement 

Rs. 8,47,000 

0 

0 

9,35,550 

0 

0 

.*. Value of 1 share 

= Rs. 121 

0 

0 

! 148 

8 

0 

.*. Value of 5,600 Shares = Rs, 6,77,600 and 

of 4,200 Shares 

i= 

j 6,23,700 

0 

0 

Original Cost of the Firm's Investments 




! 12,46,000 

0 

0 

Present Value of the same ... 

... 


= 

13,01,300 

0 

0 

Appreciation in values of investments to be divided equally between 




the three partners, A, B and C 

... 

. Rs. 

55,300 

0 

0 

.*. Each partner will be credited with 

... 


Rs. 

18,433 

5 

4 
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ADJUSTED BALANCE SHEET OF A, B AND C 


As at 1st July 1943 


Liabilities 
Sundry Creditors 

Capital AccountsRs. a. p 
A ... 6,18,433 3 4 

B ... 5,18.433 5 4 

C ... 3,18,433 5 4 


Rs. 


il 

ij 1,00,000 


14,55,3001 


15,55,3001 


Assets !! Rs. 

Cash at Bank ... ... 2,47,000 

Loans ... ... ... ! 7,000 

Investments:— j 

5,600 Shares in India Co., Ltd. 

at adjusted price ... ... 6,77,600 

4,200 Shares in Egypt Co., Ltd., at 
adjusted price ... ... , 6,23,700 

Rs. 15,55,300 


Problem 178 

R, M and D are in partnership. The Partnership Deed provides that upon the 
expiry of the partnership term as at 31st December 1943, M shall acquire the whole 
business upon repaying to the other partners the Capital standing to their credit at 
that date plus four years’ purchase of their respective shares of profii taking the 
year 1943 as a basis. The partners' Capitals which on 1st January 1943. arc R 
Rs. 90,000, M Rs. 40,000 and D Rs. 35,000, carry interest at 5 per cent. Profits are 
divisible as to R five-ninths, M three-ninths and D one-ninth against which each 
partner draws Rs. 5,000 per annum upon which the interest is not calculated. Stock 
at 31st December 1943 amounts to Rs. 80,000 and the remaining balances are as follows : — 


Rs. 

Sundry Creditors .. 69,000 

Book Debts .. .. .. 1,50,000 

Stock, 1st January 1943 .. .. .. 65,000 

Sales .. .. .. 4,20,000 

Cash in Bank .. .. 16,500 

Purchases .. .. .. .. 3,50,000 

Bills Receivable .. .. .. 8,000 

Machinery and Plant .. .. .. 30,000 

Furniture and Fittings .. .. .. 1,500 

Cash in Hand .. .. 1,000 

Profit and Loss Charges .. .. 20,000 

Bad Debts Reserve .. .. .. 3,000 


M deposited the title deeds of his property with the Bankers and obtained an 
overdraft of Rs. 70,000 himself, introducing any further Capital necessary to pay out 
his partners. Prepare a Profit and Loss Account and Balance Sheet of the old firm and 
a further Balance Sheet showing M’s position on 1st January 1944 after such payments, 

(B.Com.) 
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Solution Messrs. R, M and D 

TRADING AND PROFIT & LOSS ACCOUNT 


For the year ended 31st December 1943 



Rs. 


Rs. 

To Stock (on 1st Jan. 1943) 

65,000 

By Sales ... 

4,20,000 

„ Purchases 

3,50,000 

„ Stock (on 31st Dec. 1943) 

80,000 

„ Gross Profit c/d. ... 

85,000 

Rs. 

5,00,000 

Rs. 

5,00,000 

To Establishment Charges 
„ Interest on Capital 

Rs. 

R ... 4,500 

M ... 2,000 

D ... 1,750 

„ Net Profit transferred to 

Capital Accounts:— 

Rs. a. p. 

R—5/9ths share 31,527 12 5 

M—3/9ths „ 18,916 10 8 

D—l/9th „ 6,305 8 11 

20,000 

8,250 

56,750 

By Gross Profit b/d. 

85,000 

Rs. 

85,000 

Rs. 

85,000 


BALANCE SHEET OF R, M and D 
As at 31st December 1943 


Liabilities 
Sundry Cred itors 
Capital Accounts 
R—Balance on Rs. a. 

1-1-43 90,000 0 

Add Interest 4,500 0 

„ Profit— 

5/9ths Share 31,527 12 


Less Drawings 


1,26,027 12 5j 
5,000 0 0 


M—Balance on 
1-1-43 40,000 0 Oi 

Add Interest 2,000 0 o| 

„ Profit—3/9ths 

Share 18,916 10 8] 


Less Drawings 


60,916 10 8 
5,000 0 0 


D—Balance on 
1-1-43 35,000 0 0| 

Add Interest 1,750 0 0| 

„ Profit—l/9th 

Share 6,305 8 111 


43,055 8 11 
5,000 0 0| 


Rs. 


Rs. a. p. 
69,000 0 0 


I 


1,21,027 12 5 


55,916 10 8 


38,055 8 11 


2,84,000 0 0 


Asse/s Rs. 

Cash in hand 
Cash at Bank 
Bills Receivable 
Rook Debts ... 1,50,000 

Less Reserve for 

Bad Debts 3,000 


Stock 

Furniture and Fittings 
Machinery and Plant 


Rs. 


Rs. a. p. 
1,000 0 0 
16,500 0 0 
8,000 0 0 


1,47,0C0 0 0 
80,000 0 0 
1,500 0 0 
30,000 0 0 


2,84,000 0 0 


Less Drawings 
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BALANCE SHEET OF M 


As at 1st January 1944 


Liabilities 


Rs. 

a. 

P- 

Assets 

Rs. Rs. 

a. 

P. 

Sundry Creditors 


... 69,000 

0 

0 

Bills Receivable 

8,000 

0 

0 

Bank Overdraft 


... 70,000 

0 

0 

Book Debts 

1,50,000 



Capital Account:— Rs. 

a. 

P- 



Less Reserve for 

i 



Balance on 





Bad Debts ... 

3,000 



31-12-43 55,916 10 

8 




-!: 1,47,000 

0 

0 

Add amount 





Stock 

...!■ 80,000 

0 

0 

brought in 2,22,916 

10 

8 



Furniture and Fittings 

1,500 

0 

0 


— 

— 1 2,78,833 

5 

4 

Machinery and Plant 

...j 30,000 

0 

0 



i 



' Goodwill 

...! 1,51,333 

5 

4 


Rs. 4,17,833 

5 

4 


Rs. 4,17,833 

5 

4 



_ 








Note.— The further amount brought in by M (as shown in his separate Balance 
Sheet), viz. Rs. 2,22,916-10-8, is arrived at as follows: — 

Amount of profits credited to R and D for 1943 


(Rs. 31,527-12-5 and 

Rs. 

6,305-8- 

ii) 

.. =Rs. 

37,833 

5 

4 

Four Years’ Purchase 




. .=Rs. 

1,51,333 

5 

4 

R’s Capital 


. 

, , 

* • n 

1,21,027 

12 

5 

D’s Capital 




• • ft 

38,055 

8 

11 

Amount required to pay 

off R and D 


.. Rs. 

3,10,416 

10 

8 

Less Cash in hand 


. Rs. 

1,000 





Cash at Bank 


> • >> 

16,500 





Bank Overdraft 


■ • 

70,000 










87,500 

0 

0 

Amount brought in by 

M 

(as shown in 

his 




Balance Sheet) 

• 

• 


.. Rs. 

2,22,916 

10 

8 


Problem 179 ^ 

X, Y and Z are in partnership sharing profits and losses in the proportions of 
two-fifths, two-fifths and one-fifth. They dissolve the partnership and Y continued 
the business by taking over the Goodwill of the firm at Rs. 5,000. Their Balance Sheet 
is as follows : — 


Liabilities 


Rs. 

Assets 

Rs. 

Sundry Creditors 


4,200 

Cash in hand 

700 

Bills Payable 


2,800 

Cash at Bank 

.. 3,000 

Capitals: — 

Rs. 


Bills Receivable 

.. 4,500 

- X 

17,000 


Book Debts 

.. 9,800 

Y 

20,000 


Investments 

.. 6,300 

Z 

9,600 


Stock 

.. 12,300 



46,600 

Office Motor Car 

.. 6,500 




Machinery 

.. 7,500 




Goodwill 

.. 3,000 


Rs. 

53,600 


Rs. 53,600 

X takes over Investments at 

a value 

of Rs. 5,500 and the Office 

Motor Car for 


Rs. 7,000. The other Assets and Liabilities are taken over by Y on revaluation agreed 
upon by all the partners, as follows: —Stock at Rs. 10,500 and Machinery at Rs. 8,200. 
The Bills Receivable and Book Debts are taken over by him at their book values 
on X and Z agreeing to keep with him an amount of Rs. 500 each as guarantee to 
cover any loss that he may sustain on realizing these assets, X and Z are paid out 
on Y’s bringing in the necessary cash. 
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Show the necessary Ledger Accounts on closing the books of the partnership and 
also show the Balance Sheet of Y. 

Solution X’s CAPITAL ACCOUNT 




Rs. 


* 

Rs. 

To Realization Account 
Investments 

MotorCar 

Rs. 

5,500 

7,000 

12,500 

500 

4,240 

By Balance b/fd. 

„ Realization Account—Profit 


17,000 

240 

„ Y's Capital A/c.—Guarantee 
„ Bank 

... 





Rs. 

17,240 


Rs. 

17,240 

*' “ ' ** " * *■ 

Y’s CAPITAL ACCOUNT 




1 

; 

Rs. 



| Rs. 

To Realization Account:— 

Stock 

Machinery ... 

Bills Receivable 

Book Debts ... 

Goodwill 

Rs. 
10,500 
8,200 
4,500 
9,800 , 
5,000 

38,000 

By Balance b/fd. 

„ Realization AccountRs. ; 
Sundry Creditors ... 4,200 ! 

Bills Payable ... 2,800 

„ Realization Account — 
Profit ... 

„ X's Capital—Guarantee 
„ Z's Capital— „ 

„ Bank 

20,000 

7,000 

: 240 

i 500 

1 500 

9,760 


Rs. 

38,000 


Rs. 

38,000 


Z’s CAPITAL ACCOUNT 




Rs. 



Rs. 

To Y’s Capital—Guarantee 


500 

By Balance b/fd. 


9,600 

„ Bank 


9,220 

„ Realization Account- 

-Profit 

! 120 


Rs. 

9,720 


Rs. 

9,720 


REAL 

JZATIOI 

* ACCOUNT 

■ 

■■■* ~ — 



Rs. 

* 


Rs. 

To Sundry Assets 

Rs. 


By Sundry Liabilities :— 

Rs. 


Bills Receivable 

... 4,500 


Sundry Creditors 

... 4,200 


Book Debts 

... 9,800 


Bills Payable 

... 2,800 


Investments 

... 6,300 




7,000 

Stock 

... 12,300 


„ X’s Capital Account:- 

— 


Motor Car 

... 6,500 


Investments 

... 5,500 


Machinery 

... 7,500 


Motor Car 

... 7,000 


Goodwill 

... 3,000 




12,500 



49,900 

„ Y’s Capital Account :- 

— 


„ Y's Capital Account :— 



Stock 

... 10,500 


Sundry Creditors 

... 4,200 


Machinery 

... 8,200 


Bills Payable 

... 2,800 


Bills Receivable 

... 4,500 



— 

7,000 

Book Debts 

... 9,800 


„ Capital Accounts 



Goodwill 

... 5,000 


X 2/5ths 

240 




38,000 

Y 2/5ths 

240 





Z l/5th 

120 






— 

600 





Rs. 

57,500 


Rs. 

57,500 

. 4 . 





- _____ 


17 
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BANK ACCOUNT 


ij 

Rs. 

• 

Rs. 

To Balance b/fd. ... ...II 

3,000 

By X's Capital 

4,240 

„ Cash—Transfer 

1 700 

„ Z's Capital 

9,220 

„ Y's Capital ... ... 

9,760 



Rs. 

13,460 

Rs. 

13,460 


BALANCE SHEET OF Y 
As at . 



Rs. 


Rs. 

Bills Payabier 

2,800 

Bills Receivable 

4,500 

Sundry Creditors 

4,200 

Book Debts 

9,800 

Guarantee Accounts:— Rs. 


Stock 

10,500 

X ... 500 


Machinery 

8,200 

Z ... 500 


Goodwill 

5,000 


1,000 



Y’s Capital 

30,000 



Rs. 

38,000 

Rs. 

38,000 

Problem 180 




The Balance Sheet of B, W, 

G and 

R trading as B & Co., stood as follows on 

1st January 1943: — 




Liabilities 

Rs. 

Assets 

Rs. 

Sundry Creditors 

4,290 

Cash at Bank 

.. 18,720 

Capitals : — 


Bills Receivable 

720 

B 

6,000 

Sundry Debtors 

.. 17,440 

W 

13,730 

Stock 

.. 7,300 

G 

20,040 

Stock on Consignment 

.. 1,500 

R 

4,580 

Furniture 

.. 2,960 

Rs. 

48,640 

Rs. 48,640 


During the year, the Stock on consignment was sold for Rs. 2,950, from which 
was deducted before the Draft was received, commission at the rate of 8 per cent. 
A second consignment (unsold at the time of balancing) had been sent at a cost 
price of Rs. 2,000, the expenses paid thereon being Rs. 80. The purchases for the year 
were Rs. 59,740. Sales, exclusive of consignments, were Rs. 1,00,320. Stock, 31st 
December 1943, Rs. 5,960. The Sundry Debtors discharged their accounts, less Rs. 300 
for discount. The Bills of Exchange were met without allowance for discount. All 
the Sundry Creditors were paid, the allowance for discount being Rs. 200. Of the 
new Creditors, the amount due at the end of the year was Rs. 10,990, but included 
in the amount discharged was Rs. 790 for discount. The firm’s acceptances for Rs. 2,460 
had fallen due and were paid, except one for Rs. 460 carried forward. New Debtors 
had paid Rs. 77,510 and Rs. 4,000 had been allowed to them for discount, the Bad 
Debts amounting to Rs. 400. Other Debtors had given, and met in full, acceptances 
amounting to Rs. 3,000. The General Expenses paid were Rs. 8,540, there being Rs. 680 
due and unpaid. The Furniture Account is to be depreciated at 5 per cent. Reserve 
5 per cent for discount on Debtors’ Balances and 1 per cent on Creditors’ Balances. 
On 31st March, 30th June, 30th September and 31st December, B and W drew Rs. 300 
each and G and R Rs. 400 each, these drawings being subject to interest at 5 per cent 
per annum. Credit Interest on Capital at 5 per cent, and divide the profits as B 
one-third, W seven-twentyfourths, G five-twentyfourihs and R one-sixth. Prepare the 
Trading and Profit & Loss Account, Bank Account and Balance Sheet. 
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Solution 


B & Co. 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 


• 

I 

Rs. 

a. 

P. 


Rs. 

a. 

p. 

To Stocks 1st Jan. 1943 

• • • 

7,300 

0 

0 

By Sales 

1,00,320 

0 

0 

„ Purchases 

... 

59,740 

0 

0 

„ Goods sent on Consign* 




,, Gross Profit c/d. 

... 

41,240 

0 

0 

ment Account 

2,000 

0 

0 






„ Stock, 31st Dec. 1943 

5,960 

0 

0 

Rs. 

1,08,280 

0 

0 

Rs. 

1,08,280 

0 

0 



Rs. 

a. 

p. 

j 

Rs. 

a. 

p- 

To General Expenses 


9,220 

0 

0 

By Gross Profit b/d. 

41,240 

0 

0 

„ Discount 


3,970 

9 

6 

„ Consignment Account 

1,214 

0 

0 

„ Bad Debts 

i 

400 

0 

0 

,, Interest on Drawings:— 




„ Depreciation on Furniture 

... 

148 

0 

0 

Rs. a. p. 




„ Interest on Capitals 





B ... 22 8 0 ! 




Rs. a. 

p. 




W ... 22 8 0 




B ... 300 0 

0 




G ... 30 0 0 j 




W ... 686 8 

0 




R ... 30 0 0 ! 




G ... 1,002 0 

0 

j 



i 

105 

0 

0 

R ... 229 0 

0 

i 



~ 1 





— 

! 2,217 

8 

0 





„ Net Profit to Capital 








Accounts 









Rs. a. 

p. 

j 







B ... 8,867 10 

3 



i 

l 




W ... 7,759 2 

9 



1 





G ... 5,542 4 

3 



1 





R ... 4,433 13 

3 

1 







- 

— 

i 26,602 14 

6 





Rs. 

___ __ _ 

42,559 

1 .- 

0 

0 

Rs. 

__ _ _ i 

42,559 

0 

0 


BANK ACCOUNT 


To Balance b/fd. 

Rs. 

18,720 

By Consignment Account 

Rs. 

80 

,, Consignee's Account ... 

2,714 

„ Sundry Creditors 

4,090 

Sundry Debtors 

17,140 

„ Bills Payable 

2,460 

„ Bills Receivable 

720 

„ Sundry Creditors 

45,040 

„ Sundry Debtors 

77,510 

„ General Expenses ... 

8,540 

„ Bills Receivable 

3,000 

„ DrawingsRs. 

i 

Rs. 

j 

1,19,804 

B ... ... 1,200 

W ... ... 1,200 

G ... ... . 1,600 

R ... ... 1,600 

„ Balance c/fd. ... 

Rs. 

5,600 

53,994 

1,19,804 



. 

. —— — 
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B & Co. 

BALANCE SHEET 
As at 31st December 1943 


Liabilittes R& a p Rs as p 

Sundry Creditors 10,990 0 0 

Less Reserve 

for Discounts 109 14 6 

- 10,880 1 6 

Outstanding Creditors for 
Expenses ... ••• 680 0 0 

Bills Payable ... ... 460 0 0 


Capital Accounts 
B—Balance 

6,000 

0 

o 



Add Profit 

8,867 

10 

3 



„ Interest 

277 

8 

o 




15,145 

2 

3 



Less Drawings 

1,200 

0 

0 




— 


— 

13,945 

2 

W—Balance 

13,730 

0 

0 



Add Interest 

664 

0 

0 



„ Profit 

7,759 

2 

9 




22,153 

2 

9 



Less Drawings 

1,200 

0 

0 




— 


— 

20,953 

2 

G—Balance 

20,040 

0 

0: 



Add Interest 

972 

0 

0 



„ Profit 

5,542 

4 

3; 




26,554 

4 




Less Drawings 

1,600 

0 

o; 






24,954 

4 

R— Balance 

4,580 

0 

0 



Add Interest 

199 

0 

0 



„ Profit 

4,433 

13 

3 




9,212 

13 

3 



Less Drawings 

1,600 

0 

0 






— 

7,612 

13 


Rs. | 79,485 8 0 


Asstf/s 

Rs. 

a. 

P- 

Rs. 

a. 

p- 

Cash at Bank 




53,994 

0 

0 

Sundry Debtors 

15,410 

0 

‘o 




Less Reserve 







for Doubtful 







Debts and 







Discounts... 

770 

8 

0 





- 


— 

14,639 

8 

0 

Stock 




5,960 

0 

0 

Consignment A/c. 




2,080 

0 

0 

Furniture 

2,960 

0 

0 




Less Deprecia¬ 







tion 

148 

0 

0 





— 


— 

2,812 

0 

0 


Rs. 79,485 8 0 


Note.— The important points to be noted in this Problem are the ascertainment 
of (1) the amount of Discount, and (2) the amount paid to Sundry Creditors of 1943. 
These figures can be arrived at by preparing the Discount Account and Total Creditors’ 
Account as follows : — 


DISCOUNT ACCOUNT 



Rs. a. p. 


Rs. a. p. 

To Sundry Debtor^ ... 

300 0 0 

By Sundry Creditors 

200 0 0 

,, t t ,, ... ... 

„ Reserve for Discount on 

4,000 0 0 

»» »» »> ... 
„ Reserve for Discount on 

790 0 0 

Debtors 

770 8 0 

Creditors ... 

109 14 6 



„ Profit and Loss Account ... 

3,970 9 6 

Rs. 

5,070 8 0 

Rs. 

5,070 8 0 





PARTNERSHIP DISSOLUTION ACCOUNTS 


261 


TOTAL CREDITORS’ ACCOUNT 



Rs. 


Rs. 

To Bank 

4,090. 

By Balance b/fd. 

4,290 

„ Discount 

200 

„ Purchases 

59,740 

tt Bills Payable 

2,920 



„ Discount ... 

790 



„ Bank 

45,040 



„ Balance c/fd. 

10,990 



Rs. 

64,030 

Rs. 

64,030 


Problem 181 

On 1st January 1943, X, a manufacturer, admitted his manager Y as a salaried 
partner on the following conditions : — 

(a) A Goodwill Account was to be opened in the books of the new firm, and 

debited with Rs. 50,000, and this amount was to be credited to the partners’ Capital 
Accounts in proportions of three-fourths and one-fourth. The share of Goodwill credited 
to X was equal in amount to one-third of the balance standing to the credit of his 

Capital Account, before the admission of Y as a partner. 

(b) Each partner’s capital was to bear interest at 5 per cent per annum. 

(c) Y was to receive a monthly salary of Rs. 500 and was also to be credited 
with 10 per cent of the profits shown by Profit and Loss Account before charging his 
salary and any interest on Capital. The balance of profits was to belong to X. 

(d) No interest was to be charged on the partners’ drawings. 

The entries required by clause (a) of the Deed were duly made on 1st January 

1943, and during the year ended 31st December 1943, Y drew his agreed salary and also 
Rs. 1,000 on account of his percentage of profits (with the consent of X). In addition 
to the amount standing to the credit of X’s Capital Account, before the admission of 
Y as a partner, and the balances represented by the abovementioned transactions, the 
following balances appeard in the books of the firm on 31st December 1943 : — 

Cash at Bank Rs. 4,900 ; Cash in hand Rs. 150 ; Fixtures and Fittings Rs. 3,270 ; 
Plant and Machinery Rs. 45,240 ; Purchases Rs. 1,74,200; Sales Rs. 3,19,210; Carriage 
Inwards Rs. 1,140; Carriage Outwards Rs. 2,460; X’s Drawings Account Rs. 12,750; 
Manufacturing Wages Rs. 54,260 ; Office Salaries Rs. 6,410 ; Sundry Debtors Rs. 89,420 ; 
Sundry Creditors Rs. 23,370 ; Discount (Cr.) Rs. 80; Postage and Stationery Rs. 510; 
Office Expenses Rs. 1,970; Manufacturing Expenses Rs. 4,390; Stock (December last) 
Rs. 50,640; Bad Debts Rs. 2,710 ; Rent Rs. 2,250 ; Bills Payable Rs. 14,660 ; Taxes and 
Insurance Rs. 1,270; Fuel and Power Rs. 1,000 ; Lighting and Heating Rs. 490; Purchases 
Returns Rs. 9,870 ; Sales Returns Rs. 13,260. 

You are required to prepare a Trading and Profit & Loss Account for the year 
and a Balance Sheet as at 31st December 1943, after making the following adjustments : 
-—(1) 10 per cent Depreciation to be written off Plant and Fixtures; (2) Factory Rent 
Rs. 300 was outstanding; (3) Unexpired Taxes and Insurance amounted to Rs. 175 ; 
(4) Stock on 31st December 1943 was valued at Rs. 48,000. 
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Solution 


TRADING AND PROFIT & LOSS ACCOUNT 
For the year ending 31st December 1943 



Rs. 

Rs. 

a. 

P* 


Rs. 

Rs. 

a. 

P- 

To Opening Stock 


50,640 

0 

0 

By Sales 

3,19,210 




,, Purchases 1,74.200 




Less Returns 

13,260' 




Less Returns 

9,870 





—-! 

3,05,950 

0 

0. 

— 


1,64,330 

0 

0 


i 




„ Wages 

... 

54,260 

0 

0 

„ Stock-at-end 

i 

48,000 

0 

0 

„ Manufacturing Expenses 

4,390 

0 

0 






„ Carriage Inwards 

... 

1,140 

0 

0 






„ Fuel and Power 


1,000 

0 

0 






„ Factory Rent ... 


2,550 

0 

0 






„ Gross Profit c/d. 

... 

75,640 

0 

0 


i 





Rs. 

3,53,950 

0 

0 


Rs. 

3,53,950 

JL 

_0 

To Salaries 


6,410 

0 

0 

By Gross Profit b/d. 


75,640 

0 

0 

„ Carriage Outwards 

••• 

2,460 

0 

0 

,, Discounts 


80 

0 

0 

„ Office Expenses 

... 

1,970 

0 

0 






„ Taxes and Insurance 


1,095 

0 

0 






,, Lighting and Heating 

... 

490 

0 

0 






„ Postage and Stationery 


510 

0 

0 






„ Bad Debts 

... 

2,710 

0 

0 






„ Depreciation:— 


, 








Plant & Machinery 










10% 

4,524 









Fixtures & 










Fittings 10% ... 

327 











4,851 

0 

0 






„ Balance c/d. 

... 

55,224 

0 

0 







Rs. 

75,720 

0 

0 


Rs. 

| 75,720 

0 

0 

To Y’s Capital Account- 

10% 

■ 



By Balance b/d. 


55,224 

0 

0 

on Rs. 55,224 ... 

... 

!| 5,522 

6 

5 






„ Salary of Y 

... 

6,000 

0 

0 






„ Interest on Capital:— 


jl 








X 

7,500 









Y 

625 











8,125 

0 

0 






„ Profit transferred to 

X's 









Capital Account 

... 

35,576 

9 

7 







Rs. 

| 55,224 

0 

0 


Rs. 

55,224 

0 

0 

_ _ _ _ _ _ _ 

_ 

i 

i 



1, 




BALANCE SHEET OF X arid Y 
As at 31st December 1943 


Liabilities Rs a p j 

Rs. a. p. 

Asse,s Rs. a p. 

Rs. a. p. 

Sundry Creditors:— 


Cash in hand ... 150 0 0 


OnOpenA/cs. ...23,370 0 Ol 


„ at Bank ... 4,900 0 0 


Bills Payable ... 14,660 0 0; 



i 5,050 0 0 

Outstanding for 


Sundry Debtors 

89,420 0 0 

Expenses ... 300 0 Oj 


Stock 

j 48,000 0 0 


38,330 0 0 

Fixtures & 


Capital Accounts:— 


Fittings ... 3,270 0 0 


X—Balance on 


Less Deprecia¬ 


1-1-1943 1,12,500 0 0 


tion @ 10% 327 0 0 



i 


I 2,943 0 0 


V 
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BALANCE SHEET— Contd. 





" i 

Rs. a. 

p. 


[ 

Rs. 

a. 

p. 

Add— f ths share 

Rs. 

a. 

P- 



Plant and Rs. 

a. p. ! 

1 



of Goodwill 

37,500 

0 

o! 



Machinery ... 45,240 

0 0! 




* 

— 

— 

_1 



Less Deprecia* 






1,50,000 

0 

0 

1 


tion @ 10% 4,524 

o o! 




„ Interest on 



i 

; 


— 


40,716 

0 

0 

Capital . 

.. 7,500 

0 

0 



Prepaid Taxes and Insurance... 

175 

0 

0 

„ Profit for 






Goodwill 

...! 

50,000 

0 

0 

the year. 

..35,576 

9 

7 

i 








1,93,076 

9 

7 



* 

i 




Less Drawings . 

.. 12,750 

0 

0 




! 





—-- 

— 

_i 

1,80,326 .9 

7 






Y—Jth Share of 







; 




Goodwill 

.. 12,500 

0 

0 




; 




Add Interest on 











Capital 

.. 625 

0 

0 




'! 

• 



„ Profits 

.. 5,522 

6 

5 









18,647 

6 

5 




j 

1 



Less Drawings . 

.. 1,000 

0 

0 




, 

I 




- 

— 

— 

| 17,647 6 

5 


[ 

i 





Rs. 

2,36,304 0 

0 


Rs. 

j 2,36,304 

0 

0 


Problem 182 


On 1st January 1943, B. Bapuji, a long-established Silk Mercer, formed a partner¬ 
ship with M. Makuji. On that date, the latter brought in as his Capital: — 

Rs. 

Cash .. .. .. 95,040 

Stock (Silk) .. .. .. .. 25,200 

Debtors guaranteed by him .. .. .. 12,760 

It was agreed that the capitals should be in the proportions—B. Bapuji three- 
fourths and M. Makuji one-fourth, this ta be effected by raising a Goodwill Account. 

After crediting M. Makuji with a partnership salary of Rs. 6,500 per annum, 
the profits are to be shared in proportions to the respective capitals. 

No entries had been made in the books in respect of the above except that 
the cash brought in by M. Makuji had been debited in the Cash Book and posted to 
his Capital Account and Rs. 12,450 cash collected from his debtors had been received 
into cash and posted to a Suspense Account. 

In addition to these two balances, the following were extracted from the 
books on 31st December 1943 : — 


B. Bapuji—Capital (December 31st, 1942).. 

„ Drawings 
M. Makuji „ 

Wages: Warehouse 

„ Vanmen and Stable 
„ Packers 
„ Office 

„ Advertising Department 
Rent, Rates and Insurance 
Warehouse 
Office 

Carnage Inwards 


Rs. 


25,650 

6,700 

17,800 

8,640 

7,500 

9,600 

12,320 


Rs. 

3,35,760 


12,620 

4,780 

13,420 
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Lighting and Heating 


Rs. 

Rs. 

Warehouse 

... 

1,720 


Office 

... 

1,100 


Furniture, Fixtures and Fittings 

... ... 

62,600 


Sales Ledger Adjustment Account (Creditors Rs. 1,480) 


1,64,020 


Bought Ledger Adjustment Account 

... ... 


67,330 

Purchases: Silk 


4,18,560 


Packing Materials 

... ... 

2,930 


Sales Returns 

... ... 

19,030 


Sales 


8,64,780 

Purchases Returns (Silk) • ... 

... ... 


12,220 

Stock (Silk), December 31st, 1942 

Advertising 

... 

1,87,620 

Newspapers and Periodicals 

... 

33,490 


Catalogues and Price Lists 


12,100 


General Expenses 

... 

14,280 


Postage, Stationery and Telephone 

... ... 

3,210 


Customs Import Duty 

Travellers’Commission and Expenses 


2,870 


... 

36,820 

] 

Despatch Department: Stable Expenses ... 

... 

7,800 


Carriage on Sales 


9,730 


Discount Account (Balance) 



10,040 

Bad Debts Reserve December 31st, 1942 ... 

... 


! 5,760 

Cash in hand 

... ... 

2,500 


Cash at Bank 


32,960 


Travellers’ Deposits 

... 

24,440 

Legal Expenses 

... 

1,050 


Horses and Vans, December 31st, 1942 


24,730 


Bills Payable 


10,080 

Bills Receivable 

... ... 

1,89,650 


Leasehold Premises 

... 

90,100 

! 

You are required to prepare Trading and Profit 
ended 31st December 1943, and a Balance Sheet as on 

& Loss Account for the year 
that date. 


In preparing these Accounts, the following must be taken into consideration: — 

(1) Silk costing Rs. 1,970 had been used by the Advertising Department during 
the year. 

(2) 15 per cent is to be written off Furniture, Fixtures and Fittings. 

(3) The following valuations were made on 31st December 1543: — 

Rs. 

Stock (Silk) .. .. .. .. 1,21,150 

Horses and Vans .. .. .. .. 21,120 

Advertising Matter .. .. 1,300 

(4) Rs. 6,500 is to be written off Sundry Debtors as “ bad ” and the Bad Debts 
Reserve is to be made equal to 5 per cent of the Sundry Debtors (excluding Bills 
Receivable). 


(5) The following were due but unpaid: — 

Rs. 

Interest on Travellers’ Deposits .. .. .. 1,460 

Travellers’ Commission .. .. .. 9,620 

Rent of Warehouse .. .. 2,000 

Rent of Office . .. .. 560 


(6) Rates and Insurance paid in advance:—Warehouse Rs. 1,050; Office Rs. 400. 

(7) The uncollected balance of debtors brought in by M. Makujl is a bad debt 
and must be charged to his Drawings Account. 

(8) No Depreciation of Lease to be written off. 


V 
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Solution Messrs. Bapuji and Makuji 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ending 31st December 1943 



Rs. 

Rs. 


Rs. I' 

Rs. 

To Stock at 1st Jan. 1943 


2,12,820 

By Sales 

... 8,64,780 

,, Purchases 

4,18,560 


Less Returns 

19,030 , 

Less Cost of Silk utilized 




-!l 

8,45,750 

for Advertisement... 

1,970 


,, Stock—31st December 1943 ...; 

1,21,150 


4,16,590 




Less Returns 

12,220 



!i 


4,04,370 



,, Customs Import Duty 


2,870 



„ Carriage Inwards 

... \ 

13,420 


j, 

i 

„ Wages—Warehouse 


17.800 



„ Rent, Rates and Insur- 





ance—Warehouse ... 


13,570 



„ Lighting and Heating—Warehouse...! 

1,720 



„ Gross Profit c/d. 

... 

3,00,330 


i 


Rs. 

9,66,900 


Rs. 

9,66,900 

To Wages—Office 

...i 

9,600 

By Gross Profit b/d. 

i 

... • • • i 

3,00,330 

„ Rent, Rates and Insurance- 

-Office...’ 

4,940 

,, Discounts 


10,040 

„ Lighting and Heating—Office 

1,100 

„ Stock of Advertising Matter ...; 

1,300 

„ Advertising—Wages ... 

12,320 i 





Newspapers, etc. ... 

33,490 ! 




Catalogues, etc. 

12,100 




Cost of Silk 

1,970 






59,880 



„ Packing Department 




,1 

Wages 

7,500 




Materials 

2,930 





■- 

10,430 



,, Despatch Department:— 





Wages 

8,640 




Stable Expenses 

7,800 




Carriage on Sales ... 

9,730 






26,170 



General Expenses 


14,280 



„ Postage, Stationery and 





Telephone 


3,210 



„ Travellers' Commission 





and Expenses 


46,440 



,, Interest on Travellers'Deposits ... 

1,460 



,, Legal Expenses 


1,050 



„ Reserve for Doubtful Debts 

- Rs. 



, 

New Reserve 

. 7,950 




Add Bad Debts 

6,500 





14,450 


|( 

Less Old Reserve 

5,760 



l ! 


— 

8,690 


1; 

Depreciation:— 


; 




Furniture, etc. 

. 9,390 




{ 

Horses and Vans 

. 3,610 




i 


— 

13,000 




„ Salary—M. Makuji 

. ... 

6,500 



j 

„ Net Profit transferred to:- 

- 





Bapuji’s Capital A/c. iths 

78,690 





Makuji's Capital A/c. ith 

26,230 







1,04,920 





Rs. 

3,11,670 


Rs. 

3,11,670 

-r„:- . • • . ■ 



- .... 

— ----- _ 
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BALANCE SHEET 
As cut 31st December 1943 



Rs. 

Rs. 

Sundry Creditors 

... 

68,810 

Bills Payable 

... 

10,080 

Travellers' Deposits with Interest 

... 

25,900 

Outstanding Expenses 

Bapuji's Current Account :— 

... 

12,180 

Share of Profit 

78,690 


Less Drawings... 

25,650 

53,040 


Makuji’s Current Account:— 

Salary ... ... 6,500 

Share of Profit ... ... 26,230 j 


Rs. 32,7301 
Less Drawings 6,700 
,, Bad Debts 

(his Debtors) 310 

- 7,010 

- 25,720 

B. Bapuji's Capital ...3,99,000 

M. Makuji's Capital ... 1,33,000 

- 5,32,000 

Rs. 7,27,730 



Rs. Rs. 

Cash in hand 

2,500 

„ at Bank 

... 32,960 

Bills Receivable ... 

... 1,89,650 

Sundry Debtors 

1,59,000 

Less Reserve for Doubtful 


Debts 

7,950 


- 1,51,050 

Stock 

... 1,21,150 

Stock of Advertising Matter 

1,300 

Furniture, Fixtures and 


Fittings 

62,600 

Less Depreciation 

9,390 


- 53,210 

Horses and Vans 

24,730 

Less Depreciation 

3,610 


21,120 

Leasehold Premises 

... 90,100 

Goodwill 

... 63,240 

Expenses Prepaid 

1,450 


Rs. i 7,27,730 


II 


Problem 183 

R and N. have carried on business since 1st January 1940, and the result of 
their trading for the last four years is as follows : — 

1940 Loss 8,000 

1941 .. Profit 36,000 

1942 „ 41,000 

1943 .. .. .. .. „ 53,000 

The Capital (which has remained unchanged all these years) is R, Rs. 1,50,000 
and N, Rs. 1,00,000, the profits and losses being divisible in these proportions. On 1st 
January 1940, C the Manager, loaned Rs. 25,000 at 5 per cent, and nothing has been 
repaid against this amount. The trading results are arrived at after charging 4J per 
cent on the Capital and 5 per cent on the Loan, and C’s Salary of Rs. 5,000 per annum. 

i 

At the end of the fourth year, the partners agree to adjust the accounts by 
treating C as a partner from the commencement, his Rs. 25,000 entitling him to one- 
eleventh of the profits, and carrying interest at 4£ per cent instead of 5 per cent as 
originally arranged, but his salary is reduced to Rs. 4,000 per annum for the whole 
period of four years. 

Make the necessary Ledger entries to adjust the accounts to accord with the 
new arrangements, and show how the loss of the first year and profits of the subsequent 
years are divisible between R, N and C. 
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Solution 


PROFIT AND LOSS ACCOUNT (1940) 



l Rs ’ 

By Interest on C's Loan ... ...| 

Rs. 

To Balance 

; 4*1 8,000 


1,250 

„ Interest on C's Capital 

... 1,125 

„ C's Salary—part written back 
,, Net Loss transferred to Capital 

1,000 



Accounts:— 

1 



R—6/llths . 

3,750 



N—4/llths . 

i 2,500 


; ; 

C—1/Hth . 

1 625 


Rs. 9,125 

Rs. 

9,125 


PROFIT AND LOSS ACCOUNT (1941) 


Rs. Rs. 

To Interest on C’s Capital ... ; 1,125 By Balance ... ... ...; 36,000 

„ Net Profit transferred to Capital ; „ C's Salary—part written back ... | 1,000 

Accounts:— ,, Interest on C's Loan ...; 1,250 

R—6/llths ... ...,; 20,250 Ij 

N— 4/llths ... ...•' 13,500 

C—1/1 Ith ... ,..'j 3,375 : 

Rs. 1 38,250_ Rs. ; 38,250 


PROFIT AND LOSS ACCOUNT (1042) 



Rs. a. p. 

To Interest on C’s Capital ...; 

1,125 0 0 

„ Net Profit transferred to 


Capital Accounts:— 


R—6/llths ... 

22,977 4 3 

N—4/llths ... 

15,318 3 0 

C—1/11th 

3,829 8 9 

Rs. 

43,250 0 0 


i Rs. a. p. 

By Balance ... ...! 41,000 0 0 

„ C's Salary—part written 

back ... ..." 1,000 0 0 

,, Interest on C's Loan ..., 1,250 0 0 


Rs. | 43,250 0 0 


PROFIT AND LOSS ACCOUNT (1943) 


To Interest on C's Capital 

Rs. 


Rs. 

1,125 

By Balance 

53,600 

„ Net Profit transferred to Capital 
Accounts:— 

R—6/llths ... ...; 

N—4/llths ... ...I 

C—1/11th 

29,850 

19,900 

4,975 

i 

„ C’s Salary—part written back ... 
,, Interest on C’s Loan 

L000 

1,250 

Rs. 

, 55,850 

ii 

Rs. 

55,850 





CURRENT ACCOUNTS 


268 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 



By Balance b/d. ...'[96,327 4 3|j 64,218 3 01j 32,054 











SINGLE ENTRY SYSTEM 


269 


Over the period of four years (1940-1943), the partners R, N and C must 
have received according to the old arrangement as follows : — 


Interest on Capital ... ... ...j 

„ „ Loan 

Salary as Manager ... ... ... 

Profit (Rs. 36,000 plus Rs. 41,000 plus Rs. 53,600 
=Rs. 1,30,600 minus Loss Rs. 8,000=Rs. 1,22,600) 


The amounts to the credit of the partners, as 
per the new arrangement, at the end of the 
year 1943 are 

Partners to pay ... ... Rs. 

Partner to receive ... ... Rs. 


R 



N 



c 



Rs. 

a. 

P- 

Rs. 

a. 

P. 

Rs. 

a. 

p. 

27,000 

0 

0 

18,000 

0 

0 










1 5,000 

0 

0 







20,000 

0 

0 

73,560 

0 

0 

49,040 

0 

0 




1,00,560 

0 

0 

j 67,040 

0 

0 

25,000 

0 

0 

96,327 

4 

3 

64,218 

3 

0 

32,054 

8 

9 

4,232 

11 

9 

! 2,821 

13 

0 




il 

ssm. 

i 

"""i 

1 

- - - 

- - 

7,054 

8 

9 


il 


This would necessitate a transfer of the above amounts from R’s and N’s 
Current Accounts, by means of the following Journal entry : — 


JOURNAL 



i 

| 

L.F. 

Rs. a. 

p. : 

Rs. a. p. 

1943 
Dec. 31 

Rs Current Account ... ... ... Dr. 


4,232 11 

! 

9 



N's „ „ ... ... ... „ j 

To C’s Current Account 
(Being transfer from the former Accounts to the 


2,821 13 

o 

7,054 8 9 



latter, to adjust Accounts of the partners 
inter se, as per the new arrangement.) 



i 
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Problem 184 

Brown commenced business on 1st January 1943, with a Capital of £1,000, which 
he paid into a Banking Account opened for that purpose. On the same day he bought 
stock valued at £650, and Shop Fixtures and Fittings which cost £200. His books, 
kept by single entry, consisted of a Cash Book and Ledger; and the whole of his 
Receipts and Payments, both in connection with the business and his private affairs, 
was passed through his Cash Book. On 31st December 1943, Stock was taken, 
which amounted to £830. There were Book Debts in the Ledger amounting to 
£345-10-6 of which £75 represented debts which were irrecoverable. Creditors as per 
Ledger amounted to £483-15-2, and the Cash Book showed a balance of £167-15-8, 
but according to the Pass Book, the balance at Brown’s credit was only £67-15-8, 
be having lent Kis son £100 and omitted to enter it in the Cash Book. Brown’s 
private expenses during the year amounted to £150, and in addition, he used £50 
worth of goods from his shop. The Fixtures were valued at £250 on *31st December 
1943, Brown having expended a further £50 on them during the year. From this 
information, prepare a statement showing Brown’s profit or loss in the business for 
the year 1943. 


(Chartered Accountants^ 
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Solution 

STATEMENT OF AFFAIRS 
As at 31 st December 1943 


Liabilities 

£ s. d. 

Asse/s £ s. d. 

£ s. d. 

Sundry Creditors 

483 15 2 

Cash at Bank 

67 15 8 

Capital—being excess of assets 
over liabilities on this date ...! 

1 

934 11 0 

i 

Sundry Debtors ... 345 10 6 
Less Reserve 

for Bad Debts 75 0 0 

Stock 

Fixtures and 

Fittings ... 200 0 0 

Additions during 

the year ... 50 0 0 

270 10 6 
830 0 0 

250 0 0 

£ 

! 1,418 6 2 

i -- 

£ 

1,418 6 2 

The profit made during the year is ascertained as follows : — 





£ s. d . 

Capital at 31st December 1943—as per 

Statement of Affairs 

934 11 0 

Add Drawings during the year 

Private Expenses 

Advance to son 

Goods withdrawn 

Less Capital at 1st January 1943 

£ 

150 

100 

50 

i 

j 

1 300 0 0 

! 1,234 11 0 
1,000 0 0 

Net Profit made during the year 

£ 

i 234 11 0 


Problem 185 


Robert Webber keeps his books by the “single-entry” method. His position on 
31st December 1942 was as follows :—Cash in hand £12-10 ; Cash at Bank £153 ; Stock- 
in-trade £642-15; Sundry Debtors £421-10: Fixtures and Fittings £89; Machinery 
and Plant £981 ; Sundry Creditors £1,209-15. During the year, Webber withdrew 
from the business, for private purposes, the sum of £480. On the 31st December 1943, 
Webber’s position was as follows :—Machinery and Plant £1,350-10; ^Fixtures and 
Fittings £80-10; Sundry Debtors £732; Stock-in-trade £950-10 ; Cash in hand £15 ; 
Bank Overdraft £500 ; Sundry Creditors £1,400-10. From the above, prepare a state¬ 
ment showing the profit made by Webber for the year ended 31st December 1943. 
No depreciation need be written off any of the assets, and no provision for bad and 
doubtful debts is necessary. 

(London Chamber of Commerce.) 


Solution 


STATEMENT OF AFFAIRS 
As at 1st January 1943 


Liabilities 

£ s. d. 

Assets 

£ s. d. 

Sundry Creditors 

1,209 15 0 

Cash in hand ... * ... 

12 10 0 



„ at Bank 

153 0 0 

Capital—being excess of assets 


Sundry Debtors 

421 10 0 

over liabilities at this date 

1,090 0 0 

Stock-in-trade 

642 15 0 



Fixtures and Fittings 

89 0 0 



Machinery and Plant 

981 0 0 

£ 

2,299 15 0 

£ 

2,299 15 0 
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STATEMENT OF AFFAIRS 
As at 31 st December 1943 


Liabilities j 

£ s. d. 

Assets 

£ s. d. 

Sundry Creditors:— £ s. d. 


Cash in hand 

15 0 o 

Bank Overdraft 500 0 0 


Sundry Debtors 

732 0 0 

On 0 p e n Ac- j 


Stock 

950 10 0 

counts 1,400 10 0 


Fixtures and Fittings ... 

80 10 0 

-1 

1,900 10 0 

Machinery and Plant ... \ 

1,350 10 0 

Capital—being excess of assets 

1 



over liabilities at this date 

j 1,228 0 0 

j 


£ 3,128 10 0 

£ 1 

3,128 10 0 


The profit made during the year is ascertained as follows : — 


Capital—as per Statement of Affairs at 31st December 1943 
Add Drawings during the year 

Actual Capital left in the business 
Less Capital on 1st January 1943 

Net Profit made during the year 


£ 

s. 

d. 

1,228 

0 

0 

480 

0 

0 

1,708 

0 

0 

1,090 

0 

0 

618 

0 

0 


Problem 186 


You are given: — 

(1) The Balance Sheet of A and B as on 1st January 1943. 

(3) The cash transactions for 12 months to 31st December 1943. 
(3) A summary of the remaining transactions for that year. 


(1) 

£ 


£ 

£ 

Creditors : — 


Cash at Bankers 


2,000 

On Bills Payable 

800 

Bills Receivable 


750 

On Open Accounts 

1,800 

Debtors 

2,000* 


Capitals : — £ 


Less Reserve for Discount 

50 


A .. 5,050 


- 


1,950 

B .. 5,050 


Stock of Goods 


3,000 


10,100 

Plant and Machinery 


2,000 



Land and Buildings 


3,000 

£ 

12,700 


£ 

12,700 

(2) 

£ 



£ 

To Balance, 1st January 1943 

2,000 

By Salaries 


600 

„ Receipts from Debtors 

13,500 

„ Wages 


740 

„ Bills Receivable 

4,500 

„ Bills Payable 


3,660 



„ Payments to Creditors 


7,350 



„ Office Expenses 


400 



1 „ Drawings by A 


750 



„ Drawings by B 


750 



„ Balance, 31st December 

1943 ' ’ 

5,750 

£ 

20,000 

1 

i 

£ 

20,000 
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(3) £ 

Purchases .. .. .. 15,000 

Discount allowed off Purchases .. .. .. 50 

Sales .. .. .. 19,000 

Discount allowed off Sales .. .. 100 

Bills Receivable received during the year .. .. 4,550 

Bills Payable issued during the year .. .. 7,750 

Stock of Goods on 31st December 1943 .. .. 3,500 


You are to write off Depreciation on Plant and Machinery £200, and to provide 
Reserves for Land and Buildings £150, and for Discount on Debtors £100. 

. Prepare Profit and Loss Account for the year to 31st December 1943, and 
Balance Sheet as on that date, embodying the transactions under headings (2) and 
(3) and dividing the profit equally between A and B. 

, (Chartered Accountants.) 

Solution 

TRADING AND PROFIT & LOSS ACCOUNT 


For the year ending 31st December 1943 




| £ 


- £ 

To Stock, 1st January 1943 
„ Purchases ... 

„ Wages 

„ Gross Profit c/d. 

... 

3,000 
! 15,000 

1 740 

3,760 

By Sales 

,, Stock, 31st December 1943 

...i 19,000 
... 3,500 

i 

,! 


£ 

22,500 


£ j 22,500 


m 

£ 


£ 

To Salaries 
„ Office Expenses 
„ Reserve for Discounts ... 

„ Depreciation on Plant ... 

„ Depreciation on Buildings 
„ Net Profit 

A-i 

B-Jrd 

1,155 ! 
1,155 

600 

400 

. 100 
200 
150 

2,310 

By Gross Profit b/d. 

3,760 

!i 

1 

il 

i! 

ij 

ii 

j; 




| 


£ ! 

i 

3,760 


£ 3,760 


BALANCE SHEET 


As at 31st December 1943 


Liabilities 

£ 

£ 

Sundry Creditors 

On Open Accounts 
„ Bills Payable 

... 1,650 
... 4,890 

6,540 

Capital Accounts 

A—Balance at 1-1-1943 
Add Profit 

... 5,050 
... 1,155 

Less Drawings 

6,205 
... 750 

5,455 

B—Balance at 1-1-1943 

Add Profit 

... 5,050 
... 1,155 

Less Drawings 

6,205 
... 750 

5,455 




£, 

17,450 

-—- — — - - 




Assets 

Cash at Bank 
Bills Receivable 
Sundry Debtors 
Less Reserve 
Discounts 


Stock 

Plant and Machinery 
Less Depreciation 

Land and Buildings 
Less Reserve 


for 


£ 

» 

£ 


5,750 


800 

2,850 


100 

2,750 


3,500 

2,000 

200 

1,800 

3,000 

150 

2,850 


£ 

17,450 
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Notes. — (1) In order to get the figures of closing Debtors and Creditors, it will 
be necessary to prepare Total Debtors’ Account and Total Creditors* Account as under: 

Total Debtors’ Account 


To Balance b/fd. 

„ Sales 


£ 

2,000 

19,000 

It 

By Bank 

„ Bills Receivable 
„ Discounts 
„ Balance c/d. 

... 

£ 

13,500 

4,550 

100 

2,850 


£ 

21,000 


£ 

21,000 

To Balance b/d. 


2,850 





Total Creditors’ Account 



To Bank 
„ Bills Payable 
„ Discounts ... 

„ Balance c/d. 


£ 

7,350 

7,750 

50 

1,650 

By Balance b/fd. 

„ Purchases 

... 

| £ 
1,800 
15,000 



16,800 

- 

£ 

16,800 



! 

1 

1 

By Balance b/d. 

... 

| 1,650 


(2) The figures of Bills Receivable and Bills Payable at end can be arrived 
at in a similar manner by preparing Bills Receivable Account and Bills Payable 
Account. 


Problem 187 


X, Y and Z carrying on business in partnership, keep their books by Single 
Entry, On 30th June 1942, the statement of their position was: — 



£ 


£ 

X 

.. 876 

Cash at Bank 

.. 71 

Y 

.. 413 

Debtors 

.. 598 

Creditors 

.. 218 

Stock 

.. 416 



Plant 

.. 285 



Z 

.. 137 


£ 1,507 


£ 1,507 


On 30th June 1943, Cash was £47 ; Debtors, £714 ; Stock, £380 ; Plant, £420 ; 
and Creditors, £351. They share profits in the proportions of three-sevenths, two- 
sevenths and two-sevenths, and they have drawn per week during the year:—X £7 ; 
Y £4; Z £3. Interest on Capital and Partners’ Overdraft at 6 per cent. Show the 
position of their Accounts on 30th June 1943, and how the amounts are arrived at. 

(Chartered Accountants.) 


18 
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Solution 

STATEMENT OF PROFIT AND LOSS 
For the year ended 30 th June 1943 






£ 

s. 

d. 




£ 

s. 

d. 

To Creditors 



• . . 

351 

0 

0 

By Cash at Bank 


... 

47 

0 

0 

„ X’s Capital Account 



... 

876 

0 

0 

„ Debtors 


...j 

714 

0 

0 

.. Y’s „ 




413 

0 

0 

„ Stock 



380 

0 

0 

„ Balance being Profit c/d. 



786 

0 

0 

„ Plant 


...J 

420 

0 

0 








„ Drawings—during the year...; 

728 

0 

0 







< 

„ Z’s Capital Account 



137 

0 

P 




£ 

2,426 

0 

0 



£ 

2,426 

0 

0 

To Interest on Capital:- 

_ 






By Profit b/d. 



786 

0 

0 


£ 

5. 

d. 




,, Interest on Z’s Overdraft 

... 

8 

4 

5 

X 

. 52 

11 

2 










Y 

. 24 

15 

7 











— 

— 

— 

77 

6 

9 







„ Net Profits:— 













X 3/7ths 

. 307 

4 

8 










Y 2/7ths 

.. 204 

16 

6 










Z 2/7ths 

. 204 

16 

6 











— 

— 

— 

716 

17 

8 




j 






£ 

794 

4 

5 



* 

794 

4 

5 

----- - ---- - 



STATEMENT 

OF AFFAIRS 










As at 30 th 

June 1943 










£ 

s. 

d. 




£ 

5 . 

d. 

Creditors ... 



... 

351 

0 

0 

Cash at Bank 



47 

0 

0 

Capital Accounts 







Debtors 



714 

0 

0 

X—Balance on 

£ 

s. 

d. 




Stock 



; 380 

0 

0 

1st July 1942 

.. 876 

0 

0 




Plant 



j 420 

0 

0 

Add Interest 

.. 52 

11 

2 




Z's Deficiency A/c.— 






Profits 

.. 307 

4 

8 




Balance on 1st 

£ 

s. d. 

■! 




— 

— 

— 




Tuly 1942 

137 

0 0 

i! 




1,235 

15 

10 




Add Interest 

8 

4 5 

I! 



Less Drawings 

364 

0 

0 




Drawings 

156 

0 0 





— 

— 

— 

871 

15 

10 



— 

| 



Y—Balance on 




1 




301 

4 5 




1st July 1942 

.. 413 

0 

0 




Less Profits 

204 

16 6 




Add Interest 

.. 24 

15 

7 





— 


|- 96 

7 

11 

Profits 

.. 204 

16 

6 

i 










642 

12 

1 










Less Drawings 

.. 208 

0 

0 

l 






'l 




— 

— 

— 

, 434 

12 

1 




'1 




£ [ 1,657 7 11 | £ j 1,657 7 11 


X’s CAPITAL ACCOUNT 


To Drawings 
„ Balance c/d. 

... 

£ a. d. 
364 0 0 
871 15 10 

By Balance b/fd. 

„ Interest 
„ Profit—3/7ths 

£ s.d. 
876 0 0 
52 11 2 
307 4 8 


£ 

1,235 15 10 


£ 1,235 15 10 



i. 

By Balance b/d. 

871 15 10 
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Y’s CAPITAL ACCOUNT 


To Drawings 
„ Balance c/d. 

£ 

! £ s. d. 

t 208 0 0 

; 434 12 1 

By Balance b/fd. 

Interest 

„ Profit—2/7ths ... 

£ 

By Balance b/d. 

£ s.d. 
413 0 0 
24 15 7 
204 16 6 

642 12 1 

642 12 1 


434 12 1 

Z’s CAPITAL ACCOUNT 


"l 

' £ 5. d. 


£ s. d. 

To Balance b/fd. 

137 0 0 

By Profit—2/7ths 

! 204 16 6 

„ Drawings 

156 0 0 

„ Balance c/d. 

! 96 7 11 

„ Interest 

8 4 5 



£ 

301 4 5 

- £ i 

301 4 5 

i— - 

To Balance b/d. 

96 7 11 

i 

1 


Problem V&y 

A^keeps his books by Single Entry. On 1st January 1943, his Capital was £6,900. 
An analysis of his Cash Book for 1943 gives the following particulars: — 


Debit Side £ 

Received from Sundry Debtors .. .. .. 6,000 

. Paid in on Capital Account .. .. .. 500 

Credit Side 

Due to Bank, 1st January 1943 .. 740 

Payments to Sundry Creditors .. .. .. 2,500 

General Expenses of Business .. .. .. 1,000 

Wages .. .. .. 1,5501 

Drawings .. .. 300 

Balance at Bank, 31st December 1943 .. .. 400 

Balance in hand .. .. 10 


£ £ 
Debtors at 1st January 1943 were 5,300 and at 31st December 1943 were 8,800 


Creditors 

Do. 

1,500 

Do. 

Do. 

1,950 

Stock 

Do. 

was 1,700 

Do. 

Do. 

was 1,900 

Plant & Machinery 

Do. 

2,000 

Do. 

Do. 

2,000 

Furniture & Fittings 

Do. 

were 140 

Do. 

Do. 

were 140 


From the above materials, prepare a Profit and Loss Account for the year ended 
31st December 1943, and a Balance Sheet at that date, after providing 5 per cent Interest 
on Capital (ignoring payments in and drawings), 10 per cent Depreciation on Plant, 
5 per cent Depreciation on Furniture, and a Reserve of 5,per cent on Sundry Debtors. 

(Chartered Accountants.) 

Solution 

TRADING AND PROFIT & LOSS ACCOUNT 


For the year ending 31st December 1943 



£ 


£ 

To Stock, 1st January 1943 

M Purchases 
„ Wages 

„ Gross Profit c/d. ... ...j 

1,700 

2,950 

1,550 

5,200 

By Sales 

„ Stock, 31st December 1943 

9,500 

I 1,900 

£ 

i 

11,400 

£ 

j 11,400 
il*— 
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• TRADING AND PROFIT & LOSS ACCOUNT— Contd. 



£ 


£ 

To General Expenses 

1,000 

By Gross Profit b/d. 

5,200 

„ Bad Debts Reserve 

440 



„ Interest on Capital 

345 



„ Depreciation:— £ 




Plant and Machinery 200 




Furniture and Fixtures 7 

i 




207 



„ Net Profit ... 

3,208 



£ 

j 

5,200 

£ 

5,200 


BALANCE SHEET OF A 


Liabilities 

Sundry Creditors 
Capital Account:— 

Balance 1st Jan. 1943 
Additions during the year 


Add Profit ... 3,208 

Interest ... 345 

3,553 

Less Drawings ... 300 


As at 31st December 1943 



£ 

Assr/s 

£ 

£ 

... 

1,950 

Cash 



£ 


At Bank 

400 


6,900 


In hand 

10 


500 




410 



Debtors 

8,800 


7,400 


Less Bad Debts 





Reserve 

440 






8,360 



Stock 

. 

1,900 



Furniture and Fittings ... 

140 




Less Depreciation 

7 






133 

3,253 


Plant and Machinery 

2,000 



10,653 

Less Depreciation 

200 






1,800 

£ 

12,603 


£ 

12,603 







Problem 189 


You are instructed by W. Robertson, who keeps his books by Single Entry, to 
prepare a Trading and Profit and Loss Account for the year ended 30th September 1943, 
together with a Balance Sheet as at that date. 


Upon analysing the Cash Book for the year, you find the following, viz: — 


Rs. 


Bank Overdraft at 1st October 1942 

.. 8,000 

Interest on above and Bank Charges 

150 

W. Robertson’s Drawings 

.. 4,000 

Manager’s Salary 

.. 2,000 

Salaries and Wages 

.. 15,000 

Other Business Expenses 

.. 15,800 

Paid to Trade Creditors 

.. 30,000 

Balance at Bankers, 30th September 1943 

. .. 4,850 

Balance in hands of Cashier 

150 

Received from Trade Debtors 

.. 50,000 

Received from Cash Sales 

.. 30*000 


W. Robertson—Capital at 1st October 1942 

His Stock on hand on 1st Oct. 1942 was Rs. 18,000 and on 30th Sept. 1943 
His Creditors on 1st Oct. 1942 were Rs. 16,000 and on 30th Sept. 1943 


Rs. 

70,000 

20,440 

11,000 
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Rs. 

His Debtors on 1st Oct. 1942 were Rs. 44,000 and on 30th Sept. 1943 . 60,000 

His Furniture on 1st Oct. 1942 was Rs. 2,000 and on 30th Sept. 1943 .. 2,000 

His Business Premises on 1st Oct. 1942 was Rs. 30,000 and on 30th Sept. 1943 .. 30,000 

You are to allow 5 per cent interest on the Balance of Capital at 1st October 1942, 
to reserve Rs. 3,000 for Doubtful Debts, and to charged per cent Depreciation on Business 
Premises and Furniture. 

In addition to the Salary of Rs. 2,000 already paid to the Manager, he is entitled 
to a Commission of 5 per cent upon the net profits, after charging such salary and 
commission. 

Make provision for this Commission, and prepare the Accounts as instructed. 

(G.D.A.) 

Solution 

W. Robertson 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 30 th September 1943 


To Stock 
,, Purchases 
„ Gross Profit c/d. 


Rs. 

18,000 

25,000 

73,440 

By Sales:— 

Cash 

Credit ... 

Rs. 

30,000 

66,000 

Rs. 

96,000 

20,440 




„ Stock 



Rs. 

1,16,440 


Rs. 

1,16,440 

To Salaries and Wages 
,, Business Expenses 
„ Manager's Salary 
„ Interest and Bank Charges 
„ Difference in Books 
„ Reserve for Doubtful Debts 
„ Interest on Capital 
,» Depreciation:— 

Premises 

Furniture 

Rs. 

1,500 

100 

15,000 

15.800 
2,000 

150 

50 

3,000 

3,500 

1,600 

1,540 

30.800 

By Gross Profit b/d. 


73,440 

„ Manager’s Commission 
„ Net Profit to Balance Sheet 

... 





Rs. 

73,440 


R, 

73,440 


BALANCE SHEET 
As at 30 th September 1943 


Liabilities 

Rs. 

Rs. 

Assets 

Rs. ; 

Rs. 

Creditors:— 



Cash in hand 

150: 


On Open Accounts 

11,000 


„ at Bankers 

.. 4,8501 


Outstanding for Commission 

1,540 




5,000 



12,540 

Debtors 

.. 60,000 


Capital Account:— 



Less Reserve for 



Balance, 1-10-42 

70,000! 


Doubtful Debts 

3,000 


Add Interest @5% 

3,500' 




57,000 

„ Net Profit 

30,800: 


Stock 


20,440 


--* 


Furniture 

2,000 



1,04,300 


Less Depreciation 

100 


Less Drawings 

4,000 




1,900 



1,00,300 

Business Premises 

... 30,000 





Less Depreciation 

... 1,500 







28,500 


Rs. 

1,12,840 


Rs. 

1,12,840 
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Problem 190 


P and Q are in partnership and keep their books by Single Entry. They share 
profits and losses in the proportions of three-fifths and two-fifths respectively, and 
instruct you to prepare their Balance Sheet as at 30th September 1943, together with 
a Profit and Loss Account for the year ended that date. 

Upon analysing the firm’s Cash Book for that period, you find the following: — 

Bank Balance, 1st October 1942, Rs! 4,000 ; P’s Drawings, Rs. 4,500 ; Q’s Drawings, 
Rs. 3,000; Paid to Trade Creditors (including Bills Payable), Rs. 38,000; Wages, 
Rs. 11,000 ; Salaries, Rs. 5,000 ; Other Trade Expenses, Rs. 13,255 ; Received from Trade 
Debtors (including Bills Receivable), Rs. 53,645; Bank Balance, 30th September 1943 
(Overdraft), Rs. 1,500 ; Cash in hand, 30th September 1943, Rs. 200 ; and Receipts from 
Cash Sales, Rs. 15,810. 

The respective Capitals of P and Q at 1st October 1942 were Rs. 40,000 and 
Rs. 10,000. Particulars of the other Assets and Liabilities of the firm are as follows: — 


Stock on hand 

Debtors 

Creditors 

Bills Receivable 

Business Premises 

Bills Payable 

Office Furniture 


1st Oct. 

30th Sept. 

1942 

1943 

Rs. 

Rs. 

. 19,800 

25,000 

. 25,000 

19,355 

. 22,000 

7,000 

. 5,000 

7,000 

. 20,000 

20,000 

. 3,000 


. 1,200 

1,200 


Under the Partnership Deed, 5 per cent interest on Partners’ Capital is to be 
a charge on Profit and Loss Account (ignore drawings), and Q is also entitled to be 
credited with a Commission of 6 per cent upon the net piolits divisible between the 
partners after charging such commission. 

Reserve Rs. 1,500 for Doubtful Debts, and write oft 5 per cent Depreciation on 
Business Premises and Office Furniture. 


Solution 

TRADING AND PROFIT & LOSS ACCOUNT OF P AND Q 
For the year ended 30 th September 1943 




Rs 


Rs. 

Rs. 

To Stock at commencement 


19,800 

By Sales:— 



„ Purchases ... 

... 

20,000 

Credit 

50,000 


„ Wages 


11,000 

Cash 

15.810 


„ Gross Profit c/d. 


40,010 



65,810 




,, Stock-at-envl 


25,000 


Rs. 

90.810 


Rs. 

90,810 

To Trade Expenses 


13,255 

By Gross Profit b/d. 


40,010 

„ Salaries 


5,000 




„ Reserve for Doubtful Debts 

... 

1,500 




Depreciation:— 

Rs. 





Business Premises 

1,000 





Office Furniture 

60 







1,060 




„ Interest on Capital:— 






P 

2,000 



! 


Q 

500 



! 



! 

I 

2,500 


! 


„ Q's Capital Account—Commission .J 

945 


1 


„ Net Profit transferred 




j. 


to Capital 




1 


P 3/5ths 

9,450! 




Q 2/5ths 

6,300 



1 




15,750 





Rs. 

j 

40,010 


Rs. 

40,010 
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Note.— The figures of Credit Purchases and Sales are arrived at thus 


Purchases 


Rs. 

Paid to Creditors 

Creditors at end— 

... 

38,000 

On Open Accounts 

... 

7,000 



45,000 

Less Creditors at commence- 



ment— 

Rs. 


On Open Accounts 

22,000 


Bills Payable 

3,000 

25,000 



Purchases for the year = 

Rs. 

20,000 


Sales 


Rs. 

Received from Debtors ... 

• •• 

53.645 

Debtors at end— 



On Open Accounts ... 

... 

19,355 

Bills Receivable 

... 

7,000 


• 

80,000 

Less Debtors at commence¬ 



ment— 

Rs. 


On Open Accounts 

25,000 


Bills Receivable 

5,000 

30,000 

Sales for the year = 

Rs. 

50,000 


BALANCE SHEET OF P AND Q 
As at 30 th September 1943 


Liabilities 

Rs. 

Rs. 

Assets 

Rs. 

Rs. 

Bank Overdraft 

Sundry Creditors 

Capitals:— 

P 

Balance—1st October 1942 
Add Interest 

Profit 

40,000 

2,000 

9,450 

1,500 

7,000 

Cash in hand 

Bills Receivable 

Debtors 

Less Reserve for Doubt¬ 
ful Debts 

19,355 

1,500 

200 

7,000 

17 


Stock-in-trade 

Office Furniture 

Less Depreciation 

1,200 

60 

25,000 

Less Drawings 

51,450 

4,500 


1,140 

46,950 

Business Premises 

Less Depreciation 

20,000 

1,000 

Q 

Balance—1st October 1942 
Add Interest 

Commission 

Profit 

10,000 

500 

945 

6,300 , 

iq oc\ n 




li/pvA/U 

Less Drawings 

17,745 j 
3,000 j 

14,745 










Rs. I 

70,195 


Rs. 

70,195 


Problem 191 


The books of H and S, on 1st October 1942, showed the following position: — 



Rs. 


Rs. 

Capital 

1,600 

Goodwill 

618 

Profits undrawn 

1,161 

Fittings & Furniture 

467 

Sundry Creditors 

307 

Sundry Debtors 

1,561 


Cash at Bank 

422 


During the six months ending 31st March 1943, the accounts of the business had 
been very imperfectly recorded, but an analysis of the bank transactions disclosed the 
following: — 



Rs. 


Rs. 

Receipts from Customers 

7,080 

Payments to Creditors 

3,012 

Drawings of Partners 

2,720 

Payments for Rent, etc. 

315 

Payments for Salaries 

610 

Sundry Expenses 

128 
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No account was taken of the Stock but a Schedule of Debtors totalled to Rs. 1,890 
and that of the Creditors to Rs. 535. 

Prepare a Bank Account, a Trading and Profit & Loss Account and a Balance 
Sheet, as at 31st March 1943. (B. Com.) 


Solution 


BANK ACCOUNT 



Rs. 


Rs. 

To Balance b/fd. 

422 

By Salaries, etc. 

610 

,. Sundry Customers 

7.080 

„ Sundry Creditors 

3,012 



„ Rent, etc. 

315 



„ Sundry Expenses 

128 



„ Partners'Drawings ... 

2,720 



„ Balance c/fd. 

717 

Rs. 

7,502 

Rs. 

7,502 


TRADING AND PROFIT & LOSS ACCOUNT OF H AND S 
For six months ended 31st March 1943 


To Purchases ... 

„ Gross Profit c/d. 

... 

Sis s’ 

VD O 

By Sales 

... 

Rs. 

7,409 


Rs. 

7,409 


Rs. 

7,409 

To Salaries, etc. 

„ Rent, etc. ... 

„ Sundry Expenses 
„ Net Profit to Capital Account 

... 

610 

315 

128 

3,116 

By Gross Profit b/d. 


4,169 


Rs. 

4,169 


Rs. 

4,169 


BALANCE SHEET OF H AND S 
As at 31st March 1943 


Liabilities 

Rs. 

Rs. 

Assets 

Rs. 

Sundry Creditors 

Capital- 

Balance 

Add Profits— 

Previous balance 

As per P. and L. 
Account 

1,600 

1,161 

3,116 

535 

Cash at Bank 

Sundry Debtors 

Furniture and Fittings ... 

Goodwill 

717 

1,890 

467 

618 

Less Drawings 

5,877 

2,720 

3,157 




Rs. 

3,692 

Rs. 

3,692 


Note. —The figures of Purchases and Sales can be found out in a manner similar 
to that shown in the solution to previous problem. 
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Problem 192 


A retail trader had not kept proper books of accounts, but from the following 
details you are required to ascertain the profit or loss for the year ended 30th June 
1943, and also to prepare a Statement of Affairs as at that date: — 



1st July 30th June 


1st July 30th June 


1942. 

1943. 


1942. 

1943. 


Rs. 

Rs. 


Rs. 

Rs. 

Stock-in-trade .. 

.. 16,700 

18,500 

Bank 

Overdraft .. 20,200 

19,400 

Sundry Creditors 

.. 15,400 

14,000 

Bills 

Receivable .. 15,050 

14,200 

Sundry Debtors 

.. 11,200 

10,500 

Fixtures, Fittings, etc. .. 1,500 

1,500 

Cash in hand 

250 

1,200 

Motor Van .. 1,900 

1,900 


The drawings during the year amounted to Rs. 2,600. Depreciate Fixtures, etc. 
by 10 per cent, and write Rs. 300 off Motor Van. As regards the Debtors, it is ascertained 
that Rs. 500 are irrecoverable, and a further reserve of 5 per cent should be made. 
Also reserve Rs. 700 in respect of Bills Receivable. 


Solution * 

STATEMENT OF AFFAIRS 
As at 1st July 1942 


. Liabilities j 

Rs. 

Assets 

Bank Overdraft 

20,200 

Cash in hand 

Sundry Creditors 

15,400 

Bills Receivable 

Capital—being excess of assets over 
liabilities 

11,000 

Sundry Debtors 
Stock-in-trade 

Rs. 

: 46,600 

Fixtures, Fittings, etc. 
Motor Van 



Rs. ; 


15,050 V 
11 , 200 " , 
16,700~' 
1,500" / 
1,900 v' 

46,600 


STATEMENT OF ASSETS AND LIABILITIES 


As on 30 th, June 1943 


Liabilities 

Rs. 

Bank Overdraft ... ..J 

19,400 

Sundry Creditors ... ...! 

14,000 

Capital—being excess of assets over 


liabilities ... ...1 

V! 

14,400 

Rs. j 

1. 

47,800 

STATEMENT OF 

For the 

year en 


Assets 

Rs. 

Cash in hand 

Bills Receivable 

Sundry Debtors 

Stock-in-trade 

Fixtures, Fittings, etc. ... ... 

Motor Van 

1,200 

14,200 

10.500 

18.500 
1,500 

1; 1,900 

Rs. 

j 47,800 

’ROFIT ANjD LOSS 


ed 30 th June 1943 



Capital at close as per Statement of Assets and Liabilities .. 
Add Drawings during the year 

Less Capital at start as per Statement of Affairs as at 1st 
July 1942 


Rs. 

Rs. 

14,400 


2,600 

17,000 



11,000 


Profit—being the excess of closing Capital over the opening one Rs. 6,000 
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Profit as above 
Less — 

Depreciation on Fixtures, etc. 

„ „ Motor Van 

Bad Debts 

Reserve for Doubtful Debts— 
On Debtors 
„ Bills Receivable 


Rs. 

500 

700 


Rs. 

150 

300 

500 


1,200 


Rs. 

6,000 


2,150 


Rs. 3,850 


STATEMENT OF AFFAIRS 
As at 30th June 1943 


Liabilities 


Rs. 

Assets 


Rs. ' 

Rs. 

Bank Overdraft 


19,400 

Cash in hand 

... 

... 

1,200 

Sundry Creditors 


14,000 

Bills Receivable 


14,200 

;. 

Capital: — 

Rs. 


Less Reserve for Doubtful 

j 

i 

Balance 

11,000 


Bills 


700' 

Add Profit 

3,850 




-1 

13,500 



j 

Sundry Debtors 


10,5001 



14,850 

i 

Less Bad Debts 

500 

! 


Less Drawings 

2,600 

ij 

„ Reserve for 






I 12,250 

Doubtful Debts 

500 

j 






— 

1,000. 







- -1 

9,500 




Stock-in-trade 


... 

18,500 




Fixtures, Fittings, etc. 


1,500! 





Less Depreciation 


150j 







- 

1,350 




Motor Van 


1,900; 





Less Depreciation 

... 

300; 







1 

! 

1,600 


Rs. 

45,650 



Rs. 

1 

45,650 


Problem 193 ^ 


The following is the 

Balance Sheet of 

Mr. Dandy, a manufacturer, 

on 30th June 

1942. 




Liabilities 

Rs. Rs. 

Assets 

Rs. Rs. 

Sundry Creditors: — 


Freehold Buildings 

45,000 

For Goods (Net) 

65,000 

Plant & Machinery 

33,000 

„ Wages 

1,400 

Cash in hand 

750 

„ Travelling Expenses 

850 

Sundry Debtors 

52,000 


67,250 

Less Estimated Discounts 

4,000 

Due to Bankers 

.. 24,000 


48,000 

Dandy’s Capital 

.. 1,31,500 

Stock 

96,000 


Rs. 2,22,750 


Rs. 2,22,750 


His books are kept by Single Entry, and the following is an analysis of his 
cash transactions for the year ended 30th June 1943: — 
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Receipts Rs. 

In hand—30-6-1942 .. 750 

From Bankers .. 1,91,800 

„ Customers .. .. 2,06,450 

Additional Capital .. 20,000 


Rs. 4,19,000 


Payments Rs. 

Bankers .. 2,13,000 

For Goods .. .. .. 91,250 

„ Wages .. .. .. 59,000 

„ Carriage Inwards .. .. 4,400 

„ „ Outwards .. 7,000 

„ Salaries .. .. .. 12,500 

„ Travelling Expenses’ .. 5,500 

„ Trade Expenses 7,500 

„ Private Drawings .. 18,000 

In hand—30-6-1943 .. 850 


Rs. 4,19,000 


His bankers have debited him with Rs. 1,200 for interest and bankers’ charges 
not included in the foregoing Cash Statement. On 30th June 1943, he owed to Sundry 
Creditors for Goods Rs. 56,000 net, for Wages Rs. 700, for Trade Expenses Rs. 1,450, 
and for Carriage Outwards Rs. 1,000. The value of the Stock was Rs. 1,04,000. The 
Sundry Debtors amounted to Rs. 65,000, but of these Rs. 4,000 were bad, and the 
estimated discounts on the good debts were Rs. 4,500. The discounts allowed during 
the year on receipt from customers amounted to Rs. 14,500. The rate of Depreciation 
on the Buldings was fixed at 2 per cent per annum and on the Plant and Machinery 
at 10 per cent per annum. Prepare Balance Sheet on 30th June 1943, and Trading and 
Profit & Loss Account for the year, ignoring interest on Capital and on Drawings. 


Solution 


Mr. Dandy 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 30 th June 1943 



Rs. 


Rs. 

To Opening Stock 

96,000 

By Sales 

2,33,950 

„ Purchases ... 

82,250 

„ Stock at end 

1,04,000 

„ Wages 

58,300 



„ Carriage Inwards 

4,400 



„ Gross Profit c/d. 

97,000 

• 


Rs. 

3,37,950 

Rs. 

J.37,950 

To Salaries 

12,500 

By Gross Profit b/d. 

97,000 

„ Trade Expenses 

8,950 



„ Carriage Outwards 

8,000 



„ Travelling Expenses 

! 4,650 



„ Discounts ... 

15,000 



„ Bad Debts ... 

4,000 



„ Bank Interest and Charges 

1,200 



», Depreciation:— Rs. 




Building @2% ... 900 




Machinery @ 10% ... 3,300 





4,200 



„ Net Profit transferred to Capital 


i 


Account ... 

38,500 



Rs. 

| 

97,000 

Rs. 

97,000 


1 1 1 
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BALANCE SHEET 
As at 30th June 1943 


Liabilities 

Rs. 

Rs. 

Assets , 

Rs. 

Rs. 

Sundry Creditors:— 



Cash in hand 


850 

On Open Accounts 

56,000 


Sundry Debtors 

61,000 


For Expenses 

3,150 


Less Reserve for Discounts 

4,500 




59,150 



56,500 

Bank Overdraft 


4,000 

Stock 


1,04,000 

Capital:— 



Plant and Machinery 

33,000 


Balance, 1st July 1942 .. 

. 1,31,500 


Less Depreciation at 10% 

3,300 


Add Further amount 





29,700 

brought in 

20,000 


Freehold Buildings 

45,000 


Add Net Profit 

38,500 


Less Depreciation at 2% 

900 







44,100 


1,90,000 





Less Drawings 

18,000 







1,72,000 





Rs. 

2,35,150 


Rs. 

2,35,150 


Problem 194 


Mr. J. Portlock, whose accounts are recorded by Single Entry only, with Rs. 1,000 
lent him by his wife and Rs. 2,000 of his own, acquired a Retail Business of which 
he took possession on 1st January 1943. 

Of the acquisition price Rs. 750 was attributed to Goodwill, Rs. 250 to Furniture, 
Fixtures and Fittings, Rs. 1,750 to Stock, and Rs. 250 was retained as working Capital 
of which Rs. 200 was paid into the Bank. During the year Mr. Portlock’s takings 
amounted to Rs. 11,500 of which Rs. 10,900 was paid into the Bank, the remainder 
being in part utilized for cash payments. The payments out of the Bank and Cash 


during the year were as under: — 

Rs. 

Purchases .. 7,800 

Salary, Head Assistant .. .. 250 

Wages .. .. .. 820 

Trade Expenses .. .. 360 

Rent, Rates and Taxes— 

Business Proportion .. .. 296 

Personal , .. .. .. 148 

Payments made for Domestic Purposes .. .. 120 

Drawings .. .. .. 1,200 


At the close of the year Mr. Portlock’s Stock was of the value of Rs. 1,875. He 
owed Sundry Creditors for Goods Rs. 675, and there was owing to him for Goods 
sold Rs. 750. The Balance at the Bank was Rs. 275. 

Provide 5 per cent for Depreciation on Furniture, Fittings and Fixtures, Interest 
at 5 per cent per annum on wife’s Loan, Rs. 50 for Doubtful Debts. Prepare the 
Cash Account, Bank Account* Profit and Loss Account for the year ended 31st 
December 1943 and the Balance Sheet as on that date. 

Solution 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ending 31st December 1943 



Rs. a. p. 


Rs. a p. 

To Purchases 

j 10,225 0 0 

By Sales 

12,250 0 0 

„ Wages 

; 820 0 0 

„ Stock at end ... 

1,875 0 0 

„ Gross Profit c/d. 

| 3,080 0 0 



R8. 

14,125 0_0 

Rs. 

1^125 0 0 
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TRADING AND PROFIT & LOSS ACCOUNT—Contd. 


To Salaries ... ...| 

Rs. 

a. 

P. 


Rs. 

a. 

P* 

250 

0 

0 By Gross Profit b/d. 

• . . 

3,080 

0 

0 

„ Trade Expenses ...j 

360 

0 

0 




„ Rent, Rates and Taxes 

296 

0 

0 





„ Reserve for Doubtful Debts 

50 

0 

0 





,, Interest on Loan 

50 

0 

0 





„ Depreciation on Furniture ... 
„ Net Profit transferred to 

12 

8 

0 





Capital Account 

2,061 

8 

0 

i 

i 



Rs. j 

j 3,080^ 

0 

0 

Rs. j 

3,080 

0 

0 





1 

. 

_L 

_ _ 


CASH ACCOUNT 


1943 i 


Rs. 

1943 | 

Rs. 

Jan. 1 I 

To J. Portlock’s Capital 
Account ... 

2,000 

Jan. 1 By Business Purchase 

For Goodwill 

750 


„ Mrs. Portlock’s Loan 
Account ... 

1,000 

„ Furniture, Fixtures 
& Fittings 

250 

Dec. 31 

„ Sales 

11,500 

„ Stock 

1,750 


Rs. 

14,500 

„ Bank 

Dec. 31 „ Bank 

,, Sundry Payments 
„ Balance c/d. 

Rs. 

200 

10,900 

169 

481 

14,500 

1944 ! 
Jan. 1 

To Balance b/d. 

481 

! 



BANK ACCOUNT 


1943 1 
Jan. 1 : 

To Cash 


II Rs. 

! 200 

1943 
Dec. 31 

By Sundry Payments 

Rs. 

10,825 

Dec 31 j 

i 



! 10,900 

»* >> 

„ Balance c/d. 

275 

1944 
Jan. 1 ! 

To Balance b/d. 

Rs. 

j: 11,100 

275 


Rs. 

t 11,100 

j 


Note. —The total payments made out of Cash and Bank during the year amount 
to Rs. 10,994. The total payments into the Bank come to Rs. 11,100, and Rs. 275 
being the closing balance at Bank, out of the total payments, Rs. 10,825 must have 
been made out of Bank, and the balance of Rs. 169 must have been paid out of Cash. 


BALANCE SHEET 
As at 31st Deceyrtber 1943 



1 

1 

Rs. 

a. 

P- 


Rs. 

Rs. 

a. 

p. 

Creditors 


675 

0 

0 

Cash in hand 


481 

0 

0 

Mrs. Portlock s Loan (including 




Cash at Bank 


275 

0 

0 

Interest) 


1,050 

0 

0 

Debtors 

750-0-0 




J. Portlock’s Capital A/c 

Rs. 




Less Reserve for 





Amount brought in 

2,000-0-0 




Doubtful Debts 

50-0-0 




Add Profits 

2,061-8-0 






700 

0 

0 

- 

— 




Stock 


1,875 

0 

0 


4,061-8-0 




Furniture, Fixtures and 




Less Drawings 

1,468-0-0 




Fittings 

250-0-0 




- 


, 2,593 

8 

0 

Less Depreciation 







| 



0 5% 

12*8-0 











237 

8 

0 






Goodwill 

... 

750 

0 

0 


Rs. 

4,318 

8 

0 


Rs. 

4,318 

8 

0 



i -1 
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Problem 195 

The following is the Statement of Affairs as at 31st March 1943 of Young and 
Bell, who are in partnership sharing profits and losses in the proportions of 2|3rds 
and l|3rd respectively. 

From the particulars given hereunder prepare as at 31st March 1944 (a) a State¬ 
ment of Profit apportioning the balance between Young and Bell ; and (b) a Statement 
of Affairs as at that date. 


Young and Bell 
STATEMENT OF AFFAIRS 
As at 31st March 1943 



Rs. 

Rs. 

1 


Rs. 

Capital Accounts : 

— 


Plant & Machinery 


4,000 

Young 

.. 20,000 


Freehold 


12,000 

Bell 

8,000 


; Furniture & Fittings 


1,000 



28,000 

Stock 


7,000 

Bills Payable 


1,000 

1 Sundry Debtors 


13,000 

Sundry Creditors 


12,000 

Bills Receivable 


3,000 




! Bank . 


990 




| Cash 


10 


Rs. 

41,000 

1 

i 

Rs. 

41,000 

The position 

as at 31st March 1944 was as follows: — 



Cash at Bank Rs. 1,500 ; 

Cash in 

hand Rs. 100 ; Sundry Creditors 

Rs. 

19,000 ; 

Bills Payable Rs. 

1,200 ; Sundry 

Debtors 

Rs. 5,000 ; Bills Receivable Rs. 

3,800. The 


Stock on hand amounted to Rs. 8,400. Young’s drawings during the year had been 
Rs. 3,000 and Bell had drawn Rs. 1,200. Young withdrew the sum of Rs. 4,00C on 
30th September 1943 from his Capital Account. Depreciate Machinery and Plant 
by 5 per cent, Furniture and Fittings by 10 per cent and allow interest on partners’ 
Capitals at the rate of 5 per cent per annum. Ignore interest on Drawings. 


Solution 

Young and Bell 


STATEMENT OF PROFIT AND LOSS 
For the year to 31st March 1944 




Rs. 

a. 

p. 

To Sundry Creditors 


19,000 

0 

0 

„ Bills Payable 

... 

1,200 

0 

0 

„ Capital at commencement:— ! 





Rs. 




Young 

20,000 




Bell 

8,000 






28,000 

0 

0 


Rs. 

48,200 

0 

0 

To Balance b/d. 


4,200 

0 

0 

„ Depreciation: — 





Plant ... 

200 




Furniture 

100 





-1 

300 

0 

0 

„ Interest on Capital 

i 




Young 

900 




Bell . 

400: 






1,300 

0 

0 


Rs. 

5,800 

0 

0 




Rs. 

a. 

p- 

By Cash in hand 


100 

0 

0 

„ „ at Bank 


1,500 

0 

0 

„ Sundry Debtors 


5,000 

0 

0 

„ Bill Receivable 


3,800 

0 

0 

„ Stock 


8,400 

0 

0 

„ Plant and Machinery 


4,000 

0 

0 

„ Freehold 


| 12,000 

0 

0 

„ Furniture and Fittings 


, 1,000 

0 

0 

„ Drawings 


i 8,200 

0 

0 

„ Balance c/d. 


, 4,200 

0 

0 


Rs. | 

| 48,200 

0 

0 


By Net Loss:— 
Young—§rds 
Bell-Jrd 


Rs. ij 5,800 0 0 


3,866 10 8 
1,933 5 4 
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STATEMENT OF AFFAIRS 
As at 31st March 1944 


Sundry Creditors ... 

Bills Payable 

Young's Capital Account:— 
Balance on 

1-4-43 ...20,000-0-0 

Add Interest ... 900-0-0 

Less Amount 
withdrawn out 
of Capital ... 4,000-0-0 
,, Drawings ... 3,000-0-0 
„ Loss ... 3,866-10-8 


Bell’s Capital Account 
Balance on 

1-4-43 ... 8,000-0-0 

Add Interest ... 400-0-0 

Less Drawings ... 1,200-0-0 
„ Loss ... 1,933-5-4 



W _ - r 

| 

w~-~ 

Rs. 

1 

a. p. Rs. 

a. p. 


|19,000 

0 0 


! 1,200 

0 0 

20,900 

II 

0 0 


10,866 

1 

10 8) 



! 10,033 

5 4 

8,400 

■i 

0 0 


3,133 

! 

5 4 



5,266 

10 8 

i 

Rs. ,35.500 

i 

0 0 


Rs. Rs. a. p. 
Cash in hand ... 100 0 0 

Cash at Bank ... 1,500 0 0 

Sundry Debtors 5,000 0 0 

Bills Receivable ! 3,800 0 0 

Stock-in-trade... ! 8,400 0 0 

Plant ... 4,000 

Less Deprecia¬ 
tion ... 200 

-! 3,800 0 0 

Furniture ...i 1,000 j 

Less Deprecia-' 

tion ...! 100 

!- 900 0 0 

Freehold ...| 12,000 0 0 


Rs. 35,500 0 0 


Problem 196 

Ram Sarup keeps his books by the Single-Entry method. His position on 31st 
December 1942 was as follows: — 

Cash in hand, Rs. 200; Cash at Bank, Rs. 3.000 ; Stock-in-trade, Rs. 20,000; 
Sundry Debtors, Rs. 8,500; Fixtures and Fittings, Rs. 1,800 ; Machinery and Plant, 
Rs. 15,000 ; Sundry Creditors, Rs. 22,000. During the year, Ram Sarup introduced 
Rs. 5,000 as further Capital in the business, and withdrew Rs. 750 per month. 

On 31st December 1943 his position was as follows : — 

Cash in hand, Rs. 300 ; Cash at Bank, Rs. 2,000 ; Sundry Debtors, Rs. 14,000 ; 
Stock-in-trade, Rs. 19,000 ; Plant and Machinery, Rs. 27,000 ; Fixtures and Fittings, 
Rs. 1,500 ; Sundry Creditors, Rs. 29,000. 

From the above, prepare a statement showing the profit or loss made by him 
for the year ended 31st December 1943. 

Solution 

STATEMENT OF AFFAIRS 
As at 1st January 1943 


Rs. Rs. 

Sundry Creditors ... ... ! 22,000 Cash in hand ... ...; 200 

Capital—being excess of assets over Cash at Bank ... 3,000 

liabilities ... ... ... 26,500 Sundry Debtors ... ... 8,500 

Stock-in trade ... ... 20,000 

Fixtures & Fittings ... ... 1,800 

Plant & Machinery ... ... 15,000 

Rs. j 48>50 ° ’ Rs. 48,500 
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STATEMENT OF AFFAIRS 
As at 31st December 1943 


“i 

Rs. 

« 

Rs. 

Sundry Creditors 

29,000 

Cash in hand 

300 

Capital—being excess of assets over 


Cash at Bank 

2,000 

liabilities 

34,800 

Sundry Debtors 

14,000 



Stock-in-trade 

19,000 


t 

Fixtures & Fittings 

1,500 


I 

Plant & Machinery 

27,000 

Rs. | 

i 63,800 

Rs. 

63,800 


STATEMENT SHOWING THE PROFIT 
For the year ending 31st December 1943 



!i Rs. 

Capital as at 31st December 1943 

... 34,800 

Add Drawings during the year 

...j 9,000 


:! 43,800 

Less Further Capital introduced during the year 

...j 5,000 

Actual Capital left in the business 

...:j 38,800 

Less Capital as at 1st January 1943 

... 26,500 

Net Profit made during the year ... 

Rs. j 12,300 


Problem 197 

You are given below: — 

(1) The Balance Sheet of Messrs. A and B, on 1st April 1942. 

(2) The cash transactions for 12 months to 31st March 1943. 

(3) A Summary of the remaining transactions for the year. 


( 1 ) 

Rs. 



Rs. 

Bank Overdraft 

5,000 

Cash in hand 


700 

Sundry Creditors 

36,000 

Bills Receivable 


25,000 

Bills Payable 

16,000 

Sundry Debtors ' 


39,000 

Capitals:— Rs. 


Stock of Goods 


75,300 

A .. .. 1,10,000 


Plant and Machinery 


47,000 

B .. .. 90,000 


Land and Buildings 


70,000 


2 , 00,000 




Rs. 2,57,000 


Rs. 

2,57,000 

(2) 

Rs. 

By Overdraft, 1-3-1942 .. 


5,000 

To Balance in hand, 1-4-1942 .. 

700 

„ Salaries 


12,000 

„ Receipts from Debtors 

2,90,000 

„ Wages 


15,800 

„ Bills Receivable 

1 , 00,000 

„ Bills Payable 


1,43,000 



„ Payments to Creditors 


1,47,000 



„ Office Expenses 


8,000 



„ Drawings by A 


25,000 



B 


20,000 



„ Balance, 31-3-1943: — 

Rs. 




in hand 

2,400 




at Bank 

12,500 






14,900 


Rs. 3,90,700 


Rs. 3,90,700 
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(3) Rs. 

Sales ,. .. .. ..4,07,000 

Discounts to Customers .. 2,000 

Purchases . % .. .. .. 3,00,000 

Discount received from suppliers .. .. 1,000' 

Bills Receivable received during the year .. 1,09,000 

Bills Payable issued during the year .. 1,50,000 

Stock of Goods on 31st March 1943 .. 53,000 


Reserve for Doubtful Debts 5 per cent on Debtors outstanding. 


Provide depreciation on Plant and Machinery at 5 per cent and on Land and 
Buildings at 2\ per cent. 

From the above particulars prepare a Trading and Profit & Loss Account for the 
year ended 31st March 1943, and a Balance Sheet as on that date. 


Solution 


Sundry Creditors 
Bills Payable 
Capital Accounts:— 

A—Balance 
Add Share of Profit 


Less Drawings 

B—Balance 
Add Share of Profit 


Less Drawings 


BALANCE SHEET OF A AND B 
As at 31st March 1943 


ja a. i 

... l,10,000 l 

... 20,775 


Rs. 

38,000 

23,000 


1,30,775 
... 25,000 

•- 1,05,775 

... 90,000!' 

... 20,775: 


Cash in hand 
Cash at Bank 

Bills Receivable ... 

Sundry Debtors ... 

Less Reserve for Doubtful 
Debts 

Stock-in-trade 
Plant & Machinery 
Less Depreciation 


1,10,775 

20,0001 

-! 90,775 


Rs. '2,57,550 


Land and Buildings 
Less Depreciation 


Rs. 
2,400 
12,500; 


Rs. 


45,000 


•! 14,900 
I! 34,000 


2,250! 

- 42,750 

i 53,000 
47,000'i 
2,350,| 

-1 44,650 

70,000' 

1,750!: 

-68,250 

Rs. :|2,57,550 


TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st March 1943 


To Stock, 1-4-1942 
„ Purchases 
„ Wages ... 

„ Gross Profit c/d. 

*■* j 
'"I 

Rs. 

75,300 

3,00,000 

15,800 

68,900 

By Sales 

„ Stock,31-3-1943 

. 

Rs. 

4,07,000 

53,000 


! 

Rs. | 

4,60,000 


Rs. 

4,60,000 

To Salaries 
„ Office Expenses ... 

„ Discounts 

„ Reserve for Doubtful Debts 
„ Depreciation on 

Plant & Machinery 

Land & Buildings 

... 

... i 

Rs. 

2,350 

1,750 

12,000 

8,000 

1,000 

2,250 

4,100 

41,550 

By Gross Profit b/d. 


68,900 

„ Net Profit transferred to 

A . 

B . 

20,775 

20,775 










Rs. 

68,900 


Rs. 

68,900 

- _ _ 





1 _ 


Notes.—( 1) In order to ascertain the figures of closing Debtors and Creditors, it will 
be necessary to prepare Total Debtors’ Account and Total Creditors’ Account as under; — 


19 
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TOTAL DEBTORS’ ACCOUNT 


To Balance, 1-4-1942 
„ Sales 

... 

Rs. 

39,000 

4,07,000 

By Cash 
„ Discount 
„ Bills Receivable 
,, Balance, 31-3-1943 

... 

Rs. 

2,90,000 

2,000 

1,09,000 

45,000 


Rs. 

4,46,000 


Rs. 

4,46,000 



_ 



* _ 


TOTAL 

CREDITORS’ ACCOUNT 



To Cash 
„ Discount 
„ Bills Payable 
„ Balance, 31-3-1943 

Ij 

ji Rs. 
...jl, 47,000 
...'! 1,000 
... 11,50,000 
...j| 38,000 

By Balance, 1-4-1942 
„ Purchases 


Rs. 

36,000 

3,00,000 


Rs. 

3,36,000 


Rs. 

3,36,000 

_ 


! 

_ 

__' 



(2) The closing figures of Bills Receivable and Bills Payable are also similarly 
ascertained by preparing a Bills Payable Account and a Bills Receivable Account. 


ACCOUNTS OF JOINT STOCK COMPANIES 


Problem 198 

ISSUE OF SHARES AND DEBENTURES 


The Chilworth Motor Co., Ltd., registered in 1940, with Nominal Capital of 2,00,000 
6 per cent Preference Shares of £1 each, and 2,00,000 Ordinary Shares of £1 each. 
During the year 1940, the whole of the Preference Shares and 1,00,000 of the Ordinary 
Shares were issued to the public and fully paid up, with the exception of £100 calls in 
arrear on the Ordinary Shares. The Company was very successful, and during the year 
1943, offered the balance of the Ordinary Shares to the public at a premium of 10/- per 
share. All the issue was taken up and duly allotted, payable as to 12/6 per share on 
application (including the premium) and 7/6 per share one month after allotment. No 
further calls were made during the year. Set out the Capital of the Co., as it would 
appear in the Balance Sheet as on 31st December 1943. 

(London Chamber of Commerce.) 

Solution 

The Chilworth Motor Co., Ltd. 

BALANCE SHEET 
As at 31st December 1943 


„ - Liabilities Side 

Authorised Capital :— 

200,000 Preference Shares of £1 each 
200,000 Ordinary Shares of £1 each 


Subscribed Capital 

200,000 Preference Shares of £1 each fully called 
100,000 Ordinary Shares of £1 each fully called 
Less Calls in Arrear 


100.000 Ordinary Shares of £1 each 10/- called up 


Share Premium Account 



£ 

£ 

... ... 

200,000 
200,000: 


£ 

400,000! 


j 

100 , 000 ! 

loo' 

200,000 j 

1 

1 


99,900 
... 50,000 

1 

149,900 1 

i 



349,900 

50,000 

. 

i : 

i 1 
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Problem 199 * 

The Birget Engineering Co., Ltd., purchased certain patents from Short and Sharp, 
under an agreement, dated 30th June 1943, at a cost of £40,000; £1,000 of this sum was 
to be paid to the vendors in cash, f and the balance in fully paid £10 Ordinary Shares. 
Including the shares allotted as fully paid to the vendors, the Company issued Capital 
to the extent of £75,000 consisting of £50,000 in Ordinary Shares of £10 each^ (£1 on 
application, £4 on allotment, and £5 at the end of three months), and £35,000 in 5 per 
cent Preference Shares of £5 each (£1 on application, £2 on allotment, and £2 at the 
end of three months). Under the agreement with Short and Sharp, the patents passed 
to the Company on 9th July 1943 which date was also the date of allotment. All the 
shares issued to the public were fully subscribed and duly paid for with the exception 
of £200 calls in arrear on the Preference Shares. All cash was paid direct to the 
Company’s Bankers. Make the entries in the books of the Company to give effect to the 
above and show how they would appear in the Company’s first Balance Sheet. 

(London Chamber of Commerce.) 


Solution 


JOURNAL ENTRIES 


1943 
July 9- 

Ordinary Share Application Account 

Preference Share Application Account 

To Ordinary Share Capital Account 
„ Preference Share Capital Account 
(Being transfer of application moneys received on 1,100 
Ordinary and 5,000 Preference Shares to the respective 
Capital Accounts.) 

Dr. 

ft 

i 

l.fJ 

! 

£ 

1,100 

5,000 

£ 

u- 

1,100 

5,000 


Patents Account 

To Short and Sharp (Vendors) 

(Being the cost of Patents taken over by the Co. from 
Short and Sharp as per agreement, dated 30th June 
last.) 

Dr. 

i 

40,000 

40,000 

>• 

Short and Sharp (Vendors) ... 

To Ordinary Share Capital Account 
(Being the issue of 3,900 Ordinary Shares of £10 each to 
the vendors as fully paid in part payment of the 
purchase price as per agreement dated 30th June last.) 

Dr. 


39,000 

39,000 

tt 

Ordinary Share Allotment Account ... 

Preference Share Allotment Account 

To Ordinary Share Capital Account 
„ Preference Share Capital Account 
(Being allotment money due on 1,100 Ordinary and 5,000 
Preference Shares @ £4 and £2 per share respectively, 
as per Directors’ Resolution of date.) 

Dr. 

» 

r 

4,400 
; 10,000 

4,400 

10,000 

Oct. 9 

Ordinary Share Call Account 

Preference Share Call Account 

To Ordinary Share Capital Account 
„ Preference Share Capital Account 
(Being call money due on 1,100 Ordinary Shares and 
5,000 Preference Shares at £5 and £2 per share 
respectively, as per Directors' Resolution of date.) 

Dr. ^ 

ft 

| 

I 

5,500 

10,000 

i 

i 

i 

i 

I 

! 

5,500 

10,000 

! 

i 
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CASH BOOK (BANK COLUMNS) 


To Ord. Share Application Account ... 
„ Pref.Share Application Account ... 
„ Ord. Share Allotment Account ... 
„ Pref. Share Allotment Account 
„ Ord. Share Call Account 
„ Pref. Share Call Account 

£ 

1,100 
5,000 
4,400 
10,000 
5,500 
j 9,800 

By Short and Sharp (Vendors) 

„ Balance c/d. 

£ 

\ 1,000 
34,800 

£ 

| 35,800 

£ 

35,800 

To Balance b/d. 

34,800 




The Birget Engineering Co., Ltd. 
BALANCE SHEET 
As at . 


Capital and Liabilities 
Authorised Capital :— 

5,000 Ord. Shares of £10 each 
5,000 Pref. Shares of £5 each 

... 

£ 

50,000 

25,000 

Property and Assets 
Patents ... 

Cash at Bank 

— 

o o 
o o 

ctf O^OO 
cT ^ 

Tj* CO 


£ 

75.000 



. 

' 

Issued & Subscribed Capital 

5,000 Preference Shares of 
£5 each fully called 

Less Calls in Arrears ... 

25,000 

200 




• 

3,900 Ord. Shares of £10 
each issued to vendors 
as fully paid ... 

1,100 Ord. Shares of £10 
each fully called 

24,800 

39,000 

11,000 

74,800 



I 1 


t' k . 


i 

: 

h 1 

£ , 

74,800 

r 

£ 1 

74,800 


{ 






Note.— It is assumed that the calls in arrear relate fo the Final Call only. 


Problem 200 

r 

Enter the following transactions of the Hindustan Mines Company, Limited, in 
^proper books, and prepare Balance Sheet. The Company was formed on the 2nd of 
February and 50,000 shares of Rs. 20 each were offered to the public for subscription: — 

February 2 Received applications for 1,20,000 shares with a payment of Rs. 2-8-0 on 
each share. ' 

February 15 Allotted 50,000 shares (due on allotment Rs. 2-8-0 per share) retaining out 
of amount over-paid on applications, on account of Allotment Rs. 40,000 ; 
of First Call Rs. 40,000 ; on Second Call Rs. 10,000 and returning Rs. 85,000 
to those applicants who received no allotment. 

March 1 Balance of amount due on allotment received this day. 

„ 15 Made Call of Rs. 5 per share, due 1st April. 

April 1 Received on account of Call due this day, Rs. 1,57,760. 

„ 16 Made Call of Rs. 5 per share, due 1st May. 

„ 27 Received on account of Calls Rs. 52,000. Of this amount one shareholder 

paid off the balance on his shares in full, that is, on Second Call Account 
Rs. 1,000 and on Final Call Account Rs. 1,000. 
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May 1 Received on account of Second Call, Rs. 1,36,840. 

„ 17 Final Call of Rs. 5 per share made, due 1st June. 

„ 27 Received on account of Second Call, Rs. 88,420. 

June 1 Received on account of Final Call due this day, Rs. 2,09,520. 

Sept. 17 Received on account of Second Call, Rs. 11,500 ; on Final Call Account, 

Rs. 37,240. 


Solution 


The Hindustan Mines Company, Ltd. 
BANK ACCOUNT 


1 

j 

i 

Rs. 


j 

i 

Rs. 

Feb. 2 To Share Application A/c. ... 

i 3,00,000 

Feb. 15 

By Share Application 


Mar. 1 „ Share Allotment Account 

85,000 


Account ...' 

85,000 

April 1 ; „ Share 1st Call Account ... 

i 1,57,760 

Sept. 17 

„ Balance c/fd. 

9,93,280 

t> 27 i „ „ „ „ „ 

„ „ ! „ „ 2nd Call Account... 

50,000 


1,000 




„ „ ! ,. „ Final Call in 





Advance Account 

1,000 

/ 



May 1 „ ,, 2nd Call Account ... 

1,36,840^ 



„ 27 i 

June 1 ,, „ Final Call Account 

88,420 




2,09,520 




Sep. 17 „ ,, 2nd Call Account ... 

11,500 

/ 



„ ,, „ ,, Final Call Account 

37,240 




! Rs. 

10,78,280 


Rs. 

1 10,78,280 

i 

1 





SHARE APPLICATION ACCOUNT 




1 

! Rs. 

Feb. 15 

To Bank—return of money 

85,000 

?} tt 

„ Share Capital Account ... 

1,25,000 

Mar. 15 

„ ,, Allotment Account 

40,000 

„ „ 1st Call Account ... 

40,000 

April 16 

,, ,, 2nd ,) „ 

10,000 


Rs. 

3,00,000 


Rs. 

Feb. 2 By Bank ... ... 3,00,000 


Rs. 3,00,000 


SHARE ALLOTMENT ACCOUNT 


Feb. 15 To Share Capital Account 


Rs. 


Rs. 

1,25,000 


1,25,000 


Feb. 15 By Share Application A/c.... 


Mar. 1 


Bank 


Rs. 

40,000 

85,000 


Rs. ! 1,25,000 


SHARE 1ST CALL ACCOUNT 


Mar. 15 

To Share Capital Account 

Rs. 

2,50,000 

Mar. 15 

By Share Application A/c. 

Rs. 

40,000 


Rs. 

2,50,000 

Apr. 1 
.. 27 

„ Bank 

t» tt ••• 

„ Balance c/fd. 

Rs. 

1,57,760 

50,000 

2,240 

2,50,000 

-- 

_ _ ^ _ __ 

. _ .. - 

__ _ _ _ 

i 

_ _ 
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SHARE 2ND CALL ACCOUNT 




Rs. 



Rs. 

Apr. 16 

To Share Capital Account 

2,50,000 

Apr. 16 

By Share Application A/c.... 

10,000 


„ 27 

„ Bank 

1,000 




May 1 


1,36,840 




„ 27 


88,420 




Sept. 17 


11,500 



i 

„ Balance c/fd. 

2,240 


Rs. 

| 2,50,000 


Rs. 

2,50,000 






_ 


SHARE FINAL 

CALL ACCOUNT 



i: Rs. 



___ 

! Rs. 

May 17 

To Share Capital Account 

2,50,000 

May 17 

By Final Call in Advance 

1 1,000 



Account 




June 1 

„ Bank 

j 2,09,520 




Sept. 17 

#i ft • • • ••• 

i 37,240 



1 

„ Balance c/fd. 

2,240 


Rs. 

2,50,000 


Rs. 

2,50,000 






1 . .. 


SHARE CAPITAL ACCOUNT 


i 

1 

To Balance c/fd. 

Rs. 

10,00,000 

Feb. 15 

Mar. 15 
Apr. 16 
May 17 

By Share Application A/c. 

„ Share Allotment A/c. ... 
„ Share 1st Call Account 
„ Share 2nd Call Account 
| „ Share Final Call A/c. ... 

Rs. 

1,25,000 

1,25,000 

2,50,000 

2,50,000 

2,50,000 

. 

Rs. 

10,00,000 


Rs. 

10,00,000 


The Hindustan Mines Company, Ltd. 
BALANCE SHEET 
As at . 


Capital and Liabilities 
Authorised Capital 
.Shares of Rs. 20 each 

Issued & Subscribed Capital 
50,000 Shares of Rs. 20 each 

Paid-up Capital 

50,000 Shares of Rs. 20 Rs. 

each fully called up 10,00,000 

Less Calls in Arrears 6,720 


Rs. 


Rs. 

Property & Assess 

Rs. 

i._*’*-* ■’*. 

Cash at Bank 

9,93,280 

10,00,000 



j 

9,93,280 



9,93,280 

Rs. 

9,93,280 
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Problem 201 

The prospectus of Messrs. Black & Tan, Ltd., was publicly advertised on 31st 
January 1943, with the following loan and share issues: Debentures—1,000 4 per cent 
Debentures of £100 each, the whole of which were offered and fully subscribed and paid 
up. Preference Shares—20,000 6 per cent Preference Shares of £5 each, the whole of 
which were offered and fully subscribed and paid up. Ordinary Shares—Nominal 30,000 
shares of £5 each, of which 10,000 shares were issued as fully paid to the vendors as 
part payment of the purchase price of the business. Of the remaining 20,000 shares, the 
public subscribed for 15,000 shares, the whole of which were in due course fully paid up, 
with the exception of the last call of £2 per share on 500 shares which were subsequently 
forfeited by resolution of the Directors. Pass the necessary entries through the Com¬ 
pany’s books to record these transactions, and state how they should appear in the 
Balance Sheet. 

(London Chamber of Commerce.) 


Solution 


JOURNAL ENTRIES 



Bank Account 

To Debentures Account 

(Being the amount received on issue of 1,000 4% Debentures 
of £100 each.) 

Dr. 

f 

L. F.l 

i 

£ 

100,000 

£ 

100,000 


Bank Account 

To Preference Share Capital Account 
(Being the amount received on issue of 20,000 Preference 
Shares of £5 each.) 

Dr. 

i 

! 

100,000 

100,000 


Business Purchase Account (Say) 

To Vendors’ Account 

(Being the assumed figure of the purchase price agreed to be 
payable by the Company to the vendors.) 

Dr. 

i 

75,000 

75,000 


Vendors’Account 

To Ordinary Share Capital Account 
(Being the issue of 10,000 Ordinary Shares of £5 each issued 
to the vendors as fully paid in part payment of purchase 
consideration.) 

Dr. 

. 

i 

50,000 

50,000 


Bank Account 

To Ordinary Share Capital Account 
(Being the Application, Allotment and First Call money 
received on 15,000 shares of £5 each @ £3 per share.) 

Dr. 

j 

i 

45,000 

45,000 


Ordinary Share Final Call Account ... 

To Ordinary Share Capital Account 
(Being the amount due on Final Call of £2 per share on 
15,000 shares, as per Directors’ Resolution of.) 

Dr. 


1 30,000 

I 

| 30,000 


Bank Account 

To Ordinary Share Final Call Account 
(Being the Final Call amount received.) 

Dr. 


29,000 

i 

29,000 


Ordinary Share Capital Account ... 

To Forfeited Shares Account 
,, Ordinary Share Final Call Account 
(Being the entry on forfeiture of 500 Ordinary Shares as per 
resolution of the Board, dated.) 

Dr. 


2,500 

1,500 

1,000 


Notes.— (1) In the absence of any figure, the purchase price of the business has been 
assumed at £75,000. 


(2) As different instalments of Preference Shares and Debentures are not 
given, the amounts received are credited straight to Preference Share Capital Account 
and Debentures Account respectively. 






296 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Messrs. Black & Tan, Ltd. 
BALANCE SHEET 


Liabilities Side 

Authorised Capital :— 

20,000 6% Pref. Shares of £5 each 

30,000 Ord. Shares of £5 each 

. 

£ 

100,000 

150,000 

£ 


£ 

250,000 


Subscribed & Issued Capital . 

20,000 6% Pref. Shares of £5 each fully called 

10,000 Ord. Shares of £5 each issued to Vendors as fully paid 
15,000 Ord. Shares of £5 each fully called 

Less 500 Shares forfeited 

. 75,000 

2,500 

1100,000 
| 50,000 

72,500 




222,500 

1,500 

100,000 

25,000 

Forfeited Shares Account 

1,000 4% Debentures of £100 each 

Vendors' Account 


; 



£ 

349,000 


Note. —On the Assets Side will appear Business Purchase Account £75,000 and Cash 
at Bank £274,000. 

Problem 202 

The Timbuctoo Railway Co. issued its prospectus on 1st January 1943, inviting 
applications for 20,000 shares of £5 each, payable £1 per share on application, £1 on 
allotment on 10th January, and £3 on 1st March. In addition, there was an issue of 
£1,000,000 3 per cent Redeemable Debentures, payable as to 5 per cent upon application, 
and 95 per cent on 31st January. The whole of the issues were applied for and the 
cash duly received, with the exception that, on 25th March, the Directors resolved that 
the 10 shares upon which application and allotment money had been paid should be 
forfeited for non-payment of the call of £3 per share on 1st March. Give the Journal 
entries for the above, omitting Cash. 

(National Union of Teachers.) 


Solution 


JOURNAL ENTRIES 


1943 



, ~! 

,L.F. 

£ 

£ 

Jan. 1 

Share Application Account 

Dr. 


20,000 

l 


To Share Capital Account 

! (Being transfer of application money to Capital Account.) 


’ 

; j 

: 20,000 



j Debenture Application Account ... 

Dr. 

! l 

50,000 



To Debentures Account 

(For transfer of moneys received on application for 



| 50,000 



Debentures to Debentures Account.) 





.. 10 

Share Allotment Account 

Dr. 


i 20,000 



To Share Capital Account 

(Being allotment money due on 20,000 shares at £1 per 


! 

20,000 



share, as per Board’s Resolution of date.) 





.. 31 

Debenture Allotment Account 

To Debentures Account 

(For amount due on allotment of £1,000,000 Debentures 

Dr. 

i 

: 950,000 

950,000 



at 95 per cent, as per Board’s Resolution of date.) 
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JOURNAL ENTRIES— Contd. 



v 


Mar. 1 

! 

Share Call Account ... 

To Share Capital Account 

(Being amount due on Call on 20,000 shares at £3 per 
share, as per the resolution of the Board dated.....)' 

Dr. 

L.F. 

! £ 

! 60,000 

1 

! £ 

; 60,000 

„ 25 

Share Capital Account 

Dr. 


50 



To Forfeited Shares Account 



I; 

20 


„ Share Call Account 




30 


(Being forfeiture of shares for non-payment of Call as per 






! Directors' Resolution of even date.) 




1. 


Problem 203 

The Weyside Co., Ltd., was formed to purchase the business of Richard Blank, and 
was registered with a Capital of £200,000 in 200,000 shares of £1 each, which was 
divided into 100,000 Ordinary Shares, and 100,000 6 per cent Preference Shares. The 
whole of the Preference and 52,000 of the Ordinary Shares were offered for public 
subscription, payable in both classes of shares as follows: — 

2/6 per share on application, 2/6 per share on allotment, and 5’- per share on 
15th January 1943 (1st call), 5/- per share on 15th February 1943 (2nd call) ; the balance 
as and when required. The whole of the shares offered to the public were applied for 
and allotted in due course ; the balance of the Ordinary Shares being issued as fully 
paid to the vendor as part purchase price of his business. 500 Ordinary Shares applied 
for by John Smith upon which the application money only had been paid were subse¬ 
quently forfeited in accordance with the Articles. Make the entries necessary to record 
the above and show how they would appear in the Balance Sheet. 

(London Chamber of Commerce.) 

Solution 


JOURNAL ENTRIES 


i L.F.j £ 

j Business Purchase Account (Say) ... ... Dr. | 60,000 

To Richard Blank i 

(Being the purchase price of the business taken over by 

the Company from Richard Blank, as per Agreement ! 

, dated.) ; 


£ 

60,000 


! Ordinary Share Application Account ... ... Dr. 

Preference Share Application Account ... ... „ 

To Ordinary Share Capital Account 
„ Preference Share Capital Account 
(Being application amount received on 52,000 Ordinary 
Shares and 100,000 Preference Shares @ 2/6 per share, 
transferred to the respective Capital Accounts.) 


6,500 |i 
12,500 :i 

; 6,500 

I 12,500 


Ordinary Share Allotment Account ... ... Dr. 

Preference Share Allotment Account ... ... „ 

To Ordinary Share Capital Account 
„ Preference Share Capital Account 
(Being Allotment money due on 52,000 Ordinary Shares 
and 100.000 Preference Shares @ 2/6 per share, as per 
Board's Resolution of.) 


6,500 

12,500 


6,500 

12,500 


p 

li 


Richard Blank (Vendor) ... ... ... Dr. 

To Ordinary Share Capital Account 
(Being the issue of 48,000 Ordinary Shares of £1 each to 
the vendor, as fully paid, in part payment of the pur¬ 
chase price as per Agreement dated.) 


48,000 


48,000 
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JOURNAL—Contd. 


Jan. 15 Ordinary Share First Call Account 
Preference „ „ „ „ 

To Ordinary Share Capital Account 
„ Preference „ „ „ 

(Being the amount due for 1st Call on 52,000 Ordinary 
Shares and 100,000 Preference Shares @ 5/- per share, 
as per Board's Resolution of.) 

Feb. 15 Ordinary Share Second Call Account 
Preference „ „ 

To Ordinary Share Capital Account 
. „ Preference „ 

j (For amount due for 2nd Call on 52,000 Ordinary Shares 
i and 100,000 Preference Shares @ 5/- per share, as per 
j Board's Resolution of.) 

Ordinary Share Capital Account 
! To Forfeited Shares Account 

! „ Ordinary Share Allotment Account 

i „ „ ,, 1st Call „ 

j »» »» »» 2nd ,, ,, 

| (Being the forfeiture of 500 Ordinary Shares for non-pay- 
| ment of allotment, 1st Call and 2nd Call money as per 
! Board's Resolution dated.) 


CASH BOOK 



£ s. d. 


£ s. d. 

To Ord. Share Application A/c. 

6,500 0 0 

By Balance c/d. 

113,687 10 0 

,, Pref. „ 

12,500 0 0 



„ Ord. „ Allotment „ 

6,437 10 0 



„ Pref. „ 

12,500 0 0 



„ Ord. „ First Call „ 

12,875 0 0 



»» Pref. ,, „ tt ,i 

25,000 0 0 



„ Ord. „ Second „ „ 

12,875 0 0 



Pref 

,, 1 ivl. „ ,, tt tt 

25,000 0 0 



£ 

113,687 10 0 

£ 

113,687 10 0 

To Balance b/d. 

113,687 10 0 




The Weyside Company, Ltd. 
BALANCE SHEET 


Capital and Liabilities £ s. d. j £ s. d. 

Authorised Capital | j 

100,000 Ordinary Shares of £1 each ... ... ... i 1100,000 0 0 

100,000 6% Preference Shares of £1 each ... ... ( 100,000 0 0 

I- 

£ jj 200,000 0 0 

Issued and Subscribed Capital " 

100,000 Preference Shares of £1 each 15/- per share called up j 75,000 0 0 
48,000 Ordinary Shares of £1 each issued to vendor as fully paid ! 48,000 0 0 
52,000 Ordinary Shares of £1 each 15/- per 

share called up ... £ 39,000 0 0 

Less 500 Shares forfeited ... „ 375 0 0; 

-j 38,625 0 0 

!- 161,625 0 0 

Forfeited Shares Account ... ... ... 62 10 0 

Richard Blank (Vendor) ... ... ... 12,000 0 0 

173,687 10 0 
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Notes. —(1) On the Assets Side will appear Business Purchase Account at £60,000 
and Cash at Bank £113,687-10-0. 

(2) In the absence of a definite figure, the purchase price has been assumed to 
be £60,000. 


Problem 204 

On 1st January 1943, a Company with a Nominal Capital of £20,000 divided into 
10,000 Ordinary Shares of £1 each, and 1,000 6 per cent Preference Shares of £10 each, 
was formed to acquire the business of Albert Durand. It was agreed to allot as fully 
paid to the Vendor, as purchase consideration of the assets acquired, 5,000 Ordinary 
Shares and 500 Preference Shares. On the 5th January 1943, the balance of the Ordinary 
Shares was issued to the public at a premium of 5/- per share and 75 per cent of this 
issue was duly applied for, the terms of subscription being 10/- per share (including 
the premium) on application, 7/6 per share on allotment and the balance on 31st 
March. The Company carried out its agreement with Albert Durand and went to 
allotment on 12th January. All cash due on application and allotment was paid with 
the exception of that due on allotment of 500 shares to Victor Verdier. These shares 
were forfeited by resolution of the Directors on 15th March 1943, and were re-issued on 
22nd March to Hugh Dickson on payment of the amount due on the shares. Show how 
these transactions would appear in the books of the Company assuming that the call 
due on 31st March had been made, but that no cash has been received in respect of it. 

(London Chamber of Commerce.) 


Solution 


JOURNAL ENTRIES 


1943 
Ian. 1 


L.F. 

Business Purchase Account ... ... ... Dr. 

To Albert Durand (Vendor) 

(Being the agreed value of the business acquired by the 
Company from Albert Durand as per Agreement, 
dated.) 


£ s. £ s. 
10 , 000 - 0 : 

: 10 , 000-0 


Jan. 12 


Ordinary Share Application Account ... ... Dr. 

To Ordinary Share Capital Account 
(Being the transfer of Application money received at 5/- ^ 

per share on 3,750 Ordinary Shares to Capital 
Account.) 


Albert Durand (Vendor) ... ... ... Dr. 

To Ordinary Share Capital Account 
„ Preference Share Capital Account 
(Being the issue of 5,000 Ordinary Shares of £1 each 
and 500 Preference Shares of £10 each to the vendor 
as fully paid in satisfaction of the purchase price of 
the business as per Agreement dated.) 


n 


Mar. 15 


Ordinary Share Allotment Account ... ... Dr. 

To Ordinary Share Capital Account ! 

(Being the Allotment money due on 3,750 Ordinary 
Shares @ 7/6 per share, as per Board's Resolution 
dated.) 


Ordinary Share Capital Account ... ... Dr. 

To Forfeited Shares Account 
„ Ordinary Share Allotment Account 
(Being the forfeiture of 500 Ordinary Shares at 15/- per 
snare called up, held by Victor Verdier for non¬ 
payment of Allotment money, as per Board’s Re¬ 
solution dated.) 


937-10 

937-10 


10,000-0 


5,000-0 
5,000-0 


1,406-5, 

1,406-5 


312-10 


125-0 

187-10 
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JOURNAL— Contd. 



1 

£ s.j 

£ s. 

Forfeited Shares Account ... ... ... Dr. 

125-0 


To Ordinary Share Capital Account I 


125-0 

1 (Being the difference between the called up value of 500 



Ordinary Shares forfeited and the actual cash 



received on their re-issue made good out of Forfeited 1 

i 

i 


1 Shares Account.) 

L . . . ...... i 

I 

| 


| Ordinary Share Call Account ... ... ... Dr. 

1,406-5 


| To Ordinary Share Capital Account 


l f 406-5 

| (Being the amount due for Call on 3,750 Ordinary Shares 



! @ 7/6 per share, as per Board's Resolution of.) 

| 



CASH BOOK 


1943 Receipts Side i £ s. 

Jan. 5 |To Ord. Share Application A/c. ! ! 937 10 

„ Premium on Shares A/c. || 937 10 

„ 12 lf Ord. Share Allotment A/c. ! 1,218 15 

Mar. 22 „ Ord. Share Capital A/c. jl 187 10 


Problem 205 


The Nominal Capital of the Richmond Co., Ltd., consists of 10,000 shares of £1 each. 
The whole of these shares were issued in 1943, and were fully called up in four instal¬ 
ments of 5s. each. On 12th February 1943, after due notice, the Directors passed a 
resolution forfeiting the 1,000 shares held by Mr. W. A. Richardson, the final instalment 
due upon his holding not having been paid. On 1st May 1944, the 1,000 shares thus 
forfeited were issued as fully paid to Captain Heyward, who paid £500 for them. Give 
the entries necessary to record these transactions in the Company’s books. 

(London Chamber of Commerce.) 


Solution 


JOURNAL ENTRIES 


1944 
Feb. 12 

Share Capital Account 

To Forfeited Shares Account 
„ Share Final Call Account 
(Being forfeiture of 1,000 shares of £1 each for 
non-payment of final call of 5s. per share, as per 
Board's Resolution of today's date) 

Dr. 

L.F. 

£ 

1,000 

£ 

750 

250 

May 1 

Bank 

Forfeited Shares Account 

To Share Capital Account 

(Being the entry for re-issue of 1,000 shares of £1 
each as fully paid up on payment of £500.) 

Dr. 

>» 

i 


500 

500 

1,000 


Note. —The balance of £250 now standing to the credit of Forfeited Shares Account 
may be transferred to Preliminary Expenses or Goodwill Account or to a Special Reserve 
Account. 
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Problem 206 

John Jones was the holder of 200 £1 shares in the Goodly Iron Co., Ltd., upon 
which 10s. a share had been called up ; but he had only paid 2s. 6d. a share thereon. 

The Company forfeited the shares, and afterwards sold them to James Arkle, 
credited with 10s. a share paid for £90. 

How should the forfeiture and sale be recorded in the Company’s books and shown 
in the Balance Sheet? 

(Chartered Accountants.) 

Solution 


JOURNAL ENTRIES 





LF. 

£ ' 

£ 


Share Capital Account 

Dr. 


100 1 


L 

To Forfeited Shares Account 



s 

25 


„ Call Account 



! 

75 


(Being the forfeiture of 200 shares of £1 each 10s. called 






up, for non-payment of 7/6 per share as per Minute 
dated.) 





1 

J3ank Account 

Dr. 


90 



Forfeited Shares Account 

f> 


10 



To Share Capital Account 

(Being the re-issue of 200 forfeited shares, 10s. per share 




100 


called up for £90.) 






Since the shares have been re-issued, the Share Capital will appear in the Balance 
Sheet at the called up figure. The credit balance of Forfeited Shares Account £15 will 
appear as a separate item on the Liabilities Side. It is not advisable to transfer this 
amount to P. & L. Account, although a Company may do so unless forbidden by its 
Articles. 

Problem 207 

One thousand shares of £1 each in the Eldorado Mining Co., Ltd., were allotted 
to John Jones, of Bangor, Shipowner, on March 31st, 1943. 

He paid 5s. per share on application and 5s. per share on allotment. A first call 
of 5s. per share was made, payable on June 1st, 1943. This he failed to pay, and the 
Directors of the Company decided to forfeit his shares. Notice of the intention to forfeit 
was given on August 1st, 1943, and as the call still remained unpaid, the shares were duly 
forfeited on 1st September 1943. In the meantime, a second call of 5s. per share had 
been made, payable on 1st September 1943. 

On 1st October 1943, the forfeited shares were re-issued as fully paid to William 
Wilson, of Exchange Street, Liverpool, Cotton Merchant, at the price of 15s. per share. 

Describe the usual course of procedure in forfeiting shares, and make the entries 
in the books of the Company necessary to show the full effect of the above transactions. 

(Chartered Accountants.) 
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Solution 


JOURNAL ENTRIES 


1943 
Mar. 31 


Jupe 1 


Sept. 1 


Oct. 1 




L.F. 

£ 

£ 

Share Application Account 

To Share Capital Account 
(Being the transfer of Application money.) 

Dr. 


250 

250 

Share Allotment Account 

To Share Capital Account 

(Being the amount due on allotment of 1,000 shares 
of £1 each at 5s. per share.) 

Dr. 


250 

250 

Share First Call Account 

To Share Capital Account 

(Being the First Call of 5s. per share due on 1,000 
shares of £1 each.) 

Dr. 


250 

250 

Share Second Call Account 

To Share Capital Account 

(Being the Second Call of 5s. per share due on 1000 
shares of £1 each.) 

Dr. 


250 

250 

Share Capital Account 

To Forfeited Shares Account 
„ Share First Call Account 
„ Share Second Call Account 
(Being the forfeiture of 1,000 shares of £1 each for 
non-payment of First and Second calls of 5s. per 
share each, as per Minute, dated.) 

Dr. 


1,000 

500 

250 

250 

Forfeited Shares Account 

To Share Capital Account 

(Being the discount allowed on re-issue of 1,000 
forfeited shares, made good out of Forfeited 
Shares Account.) 

Dr. 


250 

250 


CASH BOOK 


1943 : j £ I 

Mar. 1 To Share Application Account ... j 250 

„ 31 „ Share Allotment Account ...<! 250 

Oct. 1 „ Share Capital Account ...lj 750 

The usual course of procedure is to give the necessary notice as required by the 
Articles of Association of the Company before the forfeiture of shares. The Directors 
then pass a Resolution forfeiting the shares of which a proper Minute is recorded. 


Problem 208 

The Directors of a Company with a registered and subscribed capital of 20,000 
Ordinary Shares of Rs. 25 each and 20,000 Preference Shares of Rs. 25 each on both 
of which Rs. 20 per share were called up, forfeit 200 shares held by A on which he 
had failed to pay First and Second calls of Rs. 5 per share each. They also forfeit 400 
Preference Shares of B who failed to pay Rs. 5 per share on Allotment, Rs. 5 per share 
on First Call and Rs. 5 per share on Second Call. The Directors further re-issued the 
forfeited shares of A at Rs. 15 per share and those of B at Rs. 17-8-0 per share, all of 
which were taken up and paid by C. 

Pass the necessary Journal entries to record the above transactions in the books 
of the Company. 
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Solution 


JOURNAL ENTRIES 


II 

L.F. Rs. 

Ordinary Share Capital Account ... ... ... Dr. 4,000 I 

Preference „ „ „ ... ... ... „ 8,000 | 

To Forfeited Shares (Ordinary) Account | 

„ Forfeited Shares (Preference) Account 

„ Ordinary Shares 1st Call Account | ' i 

t> »» ii 2nd ii ii j 

„ Preference Share Allotment Account 

„ „ „ 1st Call „ j ! 

ii n »i 2nd ft f , 

(Being the forfeiture of 200 Ordinary Shares held by A on i 

which Rs. 20 per share had been called up, and on 1 ! 

which the 1st and 2nd calls of Rs. 5 per share each had 
not been paid; and 400 Preference Shares held by B on 
which Rs. 20 per share had been called up, and on 
which the Allotment, First and Second calls of Rs. 5 | 

per share each had not been paid, as per the Directors' ! | 

Resolution, dated.) j j! 

10,000 

•I 3,000 
■ 7,000 


1,000 i 
1,000 

1,000 

; 1,000 


Note.— The Credit balance of Forfeited Shares Accounts may now be transferred 
either to Preliminary Expenses Account, Goodwill Account or Special Reserve Account. 


Problem 209 


A holds 100 shares of Rs. 10 each, on which he has paid Re. 1 per share as 
Application money. 

B holds 200 shares of Rs. 10 each and has paid Re. 1 and Rs. 2 per share as 
Application and Allotment moneys respectively. 


C holds 300 shares of Rs. 10 each and has paid Re. 1 on Application, Rs. 2 on 
Allotment, and Rs. 3 per share for the First Call. 


They all fail to pay their arrears and the Final Call of Rs. 4 per share and the 
Directors, therefore, forfeit their shares. These shares are, subsequently, re-issued for 
cash at a discount of 10 per cent. 


Pass the Journal entries in the books of the Company to give effect to the above. 
State also in what manner the amount, if any, standing to the credit of Forfeited Shares 
Account can be utilized. 


Bank Account ... ... ... ... Dr. 

To Ordinary Share Capital Account 
„ Preference „ „ „ 

I (Being the amount received from C on re-issue of 200 
| Ordinary and 400 Preference Shares at Rs. 15 and 

I Rs. 17-8 per share respectively [treated as Rs. 20 per 

I share called up], as per the Directors’ Resolution, 

dated.) 

| Forfeited Shares (Ordinary) Account ... ... Dr. 

| Forfeited Shares (Preference) Account ... ... „ 

! To Ordinary Share Capital Account 
I ,, Preference ,, „ ,, 

! (Being the discount on re-issue of the above shares made 
j good out of the Forfeited Shares Accounts.) 


Rs. 


2,000 

2,000 

1,000 

1,000 

2,000 

2,000 

2,000 
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Solution 


JOURNAL ENTRIES 



Share Capital Account 

To Forfeited Shares Account 
„ Allotment Account 
„ First Call Account 
,, Final Call Account 

(Being the 600 shares allotted to A 100, B 200 and C 300 
of Rs. 10 each, forfeited as per Board’s Resolution 

No.of date.amounts due thereon not 

having been paid by them.) 

Dr. 

L.F. 

Rs. 

6,000 

! 

Rs. 

2,500 

200 

900 

2,400 


Bank Account 

Forfeited Shares Account 

To Share Capital Account 

(Being cash received on re-issue of the 600 forfeited 
shares of Rs. 10 each fully paid at a discount of 10%, 
the latter being debited to Forfeited Shares Account.) 

Dr. 


! 5,400 

600 

6,000 


Now that all the forfeited shares are re-issued, the amount of Rs. 1,900 standing 
to the credit of Forfeited Shares Account may be utilized either in writing off Preliminary 
Expenses, Goodwill or any other Fictitious Asset or be transferred to Reserve Account. 
In the absence of the Company’s Articles prohibiting such a distribution, there is nothing 
to prevent a Company from transferring the credit balance to Profit and Loss Account. 


Problem 210 

How should the figures be shown in a Company’s Balance Sheet in both the follow¬ 
ing cases?: — (a) A Company issues £40,000 4 per cent Mortgage Debentures at 95 
per cent, (b) A Company issues £40,000 4 per cent Mortgage Debentures at par and 
undertakes to redeem them at the end of 10 years at £105. 

(Lancashire and Cheshire Institute.) 


Solution 

The Debentures Account is always to be credited with the nominal value 
of the Debentures issued, whatever be the conditions of Issue or Repayment. 
Hence, the treatment would be as follows : — 

(a) The difference between the nominal value of Debentures and the 
actual cash received at the time of issue, viz. £2,000, will be debited 
to “ Discount on Issue of Debentures ” Account. This amount is 
spread over the number of years for which the Debentures are to 
run and a proportionate amount thereof will be debited to each 
year’s Profit and Loss Account, the balance not written off being 
shown, year after year, as an Asset in the Balance Sheet. 

(b) In this case, there is a distinct loss to the Company of £2,000, 
inasmuch as the Company whilst actually receiving £40,000, will 
have to pay £42,000 at the time of redemption. Hence this loss 
ought to be provided for from the beginning, and all the ten years 
made to bear their proportionate share of it. 

This is done by debiting “ Loss on Issue of Debentures ” Account and 
crediting “ Premium on Redemption of Debentures ” Account with £2,000 at 
the time of issue. The treatment of “ Loss on Issue of Debentures ” Account 
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will be just the same as of “ Discount on Issue of Debentures ” Account, as 
shown in (a), “ Premium on Redemption of Debentures ” Account will 
appear as a liability, year after year, and at the end of the tenth year, at the 
time of redemption, it will be transferred to “ Debentures ” Account. The 
provision for repayment by means of Debenture Redemption Fund will be 
made for £42,000. 


Problem 211 


On 31st December 1942, the City Trading Co., Ltd., had a Debenture Reserve Fund 
of £50,000 represented by investments amounting to £59,000 2\ per cent Consols. The 
Company also had a balance in the Bank on current account at 30th June 1943 of 
£6,000. The Debentures amounting to £50,Q00 were paid off on 30th June 1943. To 
provide for this, the Consols were realized at 83 per cent net, and the proceeds paid into 
the Bank on 30th June 1943. Record the above transactions in the books of the Company, 
and show the Ledger Accounts affected. 

(Chartered Accountants.) 


Solution 

DEBENTURE RESERVE FUND ACCOUNT 


1943 

1 

£ 

i i 

1943 i | 

£ 

June 30 

To Investment Account 
„ General Reserve Fund ... 

£ 

1,030 

48,970 

50,000 

Jan. 1 ; By Balance b/fd. 

! £ 

50,000 

50,000 


DEBENTURE REDEMPTION INVESTMENT ACCOUNT 


—- — 


— - - - 

- - - 


- 

1943 


£ 

1943 

, 

£ 

Jan. 1 

To Balance—£59,000 Consols 

50,000 

June 30 

By Bank £59,000 @ 83% ... 

48,970 





,, Debenture Reserve Fund 






A/c.-—Loss transferred...! 

1,030 


£ 

! 

50,000 


I ! 

i £ i 

l 1 

50,000 


DEBENTURES ACCOUNT 


1943 


[[ ‘ 

1 £ 

1943 



June 30 

To Bank 

| 50,000 

Jan. 1 

By Balance b/fd. 

... 


BANK ACCOUNT 


1943 

1 

| 

£ 

i ' ' / 

1943 ; 

: £ 

June 30 

To Balance b/fd. 

6,000 

June 30 By Debentures Account 

! 50,000 

•» 

„ Investments Account ...j 

48,970 

„ j „ Balance c/d. 

4,970 

1943 
July 1 

£ 

To Balance b/d. 

54,970 

4,970 

£ 

1 1 

. ,L_..j 

54,970 


20 
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GENERAL RESERVE FUND ACCOUNT 




1943 
June 30 

By Debenture Reserve Fund 

£ 




Account—Transfer 

48,970 


Problem 212 

The X, Y Company, Ltd., made an issue of 5,000 4 per cent Debentures of £10 each 
at £9-10 per Debenture. The whole issue is underwritten by A, B & Co., for a commis¬ 
sion of 5 per cent on the nominal value. Applications were received for 4,500 Debentures 
which were duly allotted and paid for. The remaining 500 Debentures were allotted 
to A, B & Co., under the terms of their underwriting agreement. 

Write up the Debenture Account in ‘the Company’s Ledger, the Account of A, B 
& Co., and the “ Cost of Debenture Issue ” Account. 

(Chartered Accountants.) 


Solution 


DEBENTURES ACCOUNT 


j 

i 

i 

! 

i 

By Sundries ... 

£ 

50,000 

COST OF DEBENTURE ISSUE ACCOUNT 

1 

To Debenture Account—Discount .. j 
,, A, B and Co.—Underwriting 
Commission ... ... 

£ 

2,500 

2,500 

1 

By Balance c/d. ... ...1 

% 

£ 

5,000 

£ 

5,000 

c 

£ 1 

5 000 

To Balance b/d. ... ...j 

5,000 


i 

i 

A, B & Co. 

UNDERWRITERS’ ACCOUNT 


To Debentures Account 

£ 

4,750 

j 

By Cost of Debenture Issue Account ! 

—Commission " ... ...j 

„ Balance c/d. ... ...! 

£ 

2,500 

2,250 

£ 

4,750 

£ 

4,750 

To Balance b/d. 

1 

2,250 

i 



Note.—T he Debentures will appear on the Liabilities Side of the Balance Sheet at 
face value. The Cost of Issue of Debentures will be spread over the term of years for 
which the Debentures are to run, and so much of the amount as has not been written 
off will be shown on the Assets Side of the Balance Sheet under its distinct heading. 


Problem 213 

The Soft Coal Co., Ltd., issued on 1st April 1943, £100,000 of Second Debentures at 
5i per cent on condition that before paying, or providing for payment, of any dividend on 
any shares or stock, the Company should pay the Trustees for the Debenture-holders 
(immediately on the ascertainment of the result of the trading for the Company’s financUd 
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year, which ends on March 31st) one-fourth part of the amount, if any, which might 
then otherwise be applied in payment of dividend on such shares or stock. The Company 
made a profit for the year ended March 31st, 1944, of £14,500, and there was £1,50Q 
brought forward from the previous year. 

Draft the Journal entries necessary to make the Company’s Ledger, show the 
Liability to the Trustees, and show how the items affected should appear on the Balance 
Sheet of the Company. 

(Chartered Accountants.) 


Solution 


JOURNAL ENTRIES 


1943 

. 

1 

t 

L.F. 

£ 

£ 

Mar. 31 

Profit and Loss Appropriation Account ... ... Dr. j 


4,000 



To Second Debenture Redemption Fund Account 
(Being one-fourth of the total net profit, which might j 



4,000 


have been applied for the payment of dividend, set ' 

aside for repayment of Second Debentures as per 
agreement with the Trustees, dated.) 




* 

»» 

Second Debentures Account ... ... ... Dr. 

To Trustees for Second Debenture-holders 
(Being transfer of £4,000, from Debentures Account to 


4,000 

4,000 


Trustees' Account to give effect to the Agreement.) 





BALANCE SHEET 
As at 31st March 1943 


Liabilities Side 

5£% Second Debentures 

Less Provision for Repayment 


Trustees for Second Debenture-holders 
Second Debenture Redemption Fund 
Profit and Loss Appropriation Account 
Balance from last year 
Net Profit for the year 


Less Provision for Redemption of Second Debentures 


Note. —On the Trustees being paid, their Account will be debited and Bank Account 
credited. 

Problem 214 

The Bengal Iron Company, Limited, issued 7£ per cent Preference Shares of the 
face value of five crores of rupees at par and 6 per cent Debentures of the face value 
of three crores of rupees at a discount of 10 per cent., Messrs. S. D. & Co. underwrite 
the whole of the issue for a commission of four per cent on the Preference Shares and of 
five per cent on the Debentures.. Preference Shares of the value of four crores of rupees 
and Debentures of the value of two crores of rupees are taken up and paid for by the 
public. The balance is allotted to the underwriters under the terms of the underwriting 
agreement. 

Prepare the Ledger Accounts where these transactions will be found recorded; 
what amount will the underwriters have to pay to the Company ? How will these figures 
appear in the Balance Sheet of the Company? How will they appear in the Balance 
Sheet ten years after such issue, if the Debentures are redeemable in 30 years ? 



£ 

100,000 

4,000 

£ 

96,000 

4,000 

4,000 

... 



1,500 

14,500 



16,000 

4,000 

12,000 




(G DA.) 
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Solution 


The Bengal Iron Company, Ltd. 

7J% PREFERENCE SHARE CAPITAL ACCOUNT 


To Balance c/d. 

Rs. 

] Rs. 

| 5,00,00,000 

By Application & Allotment A/c. 

„ S. D. & Co.'s Account 

Rs. 

Rs. 

4,00,00,000 ' 
1,00,00,000 c 

5,00,00,000 

5,00,00,000 


By Balance b/d. 

5,00,00,000 

* 

BANK ACCOUNT 



Rs. 


Rs. 

To Preference Share Application 


By Balance c/d. 

7,35,00,000 

and Allotment Account 

4,00,00,000 



„ Debentures Account 




6% Debentures of 




Rs. 2,00,00,000 issued at 




a Discount of 10% 

1,80,00,000 



„ S. D. & Co.'s Account 

1,55,00,000 

__ - 


(Balance due on Allotment 




of Shares and Debentures) 




Rs. 

7,35,00,000 

Rs. 

7,35,00,000 

To Balance b/d. 

7,35,00,000 



6% 

DEBENTURES ACCOUNT 



Rs. 


Rs. 

To Balance c/d. 

3,00,00,000 

By Sundries (Bank & Discount)... 

2,00,00,000 



„ S. D. & Co.'s Account 

1,00,00,000 

Rs. 

3,00,00,000 

Rs. 

3,00,00,000 



By Balance b/d. 

3,00,00,000 


DISCOUNT ON ISSUE OF DEBENTURES ACCOUNT 


To Debentures Account 
„ S. D. & Co.'s Account 


Rs. 


Rs. 

20,00,000 

10,00,000 


30,00,000 


By Profit and Loss Account 
„ Balance c/fd. 


Rs. 


Rs. 

1,00,000 

29,00,000 


30,00,000 


UNDERWRITING COMMISSION ACCOUNT 


To S. D. & Co.'s Account:— 
On Share Capital ... 

„ Debentures 



Rs. 



20,00,000 

By Balance c/d. 

... 

15,00,000 

Rs. 

35,00,000 

Rs. 

... 

35,00,000 



Rs. 

35,00,000 


35,00,000 


To Balance b/d. 
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S. D. & CO.’S ACCOUNT 


To 7i% Preference Shares 

Capital Account ... 

„ 6% Debentures Account 

Rs. 

1,00,00,000 

1,00,00,000 

By Underwriting Commission 
Account:— Rs. 

On Pref. Shares... 20,00,000 
On Debentures... 15,00,000 

Rs. 

35,00,000 

10,00,000 

1,55,00,000 



„ Discount on Issue of 
Debentures Account 
„ Bank 

Rs. 

2,00,00,000 

Rs. 

2,00,00,000 





The 

Bengal Iron Company, Ltd. 

BALANCE SHEET 

As at . 


Capital & Liabilities 

Rs. 

Property & Assets 

Rs. 

7£% Preference Share Capital 

5,00,00,000 

Discount on Issue of Debentures 

29,00,000 

6% Debentures 

3,00,00,000 

j 

Underwriting Commission 

Cash at Bank 

Profit and Loss Account—l/30th 
part of Discount on Debentures 
written off 

35,00,000 

7,35,00,000 

1,00,000 t 

Rs. 

| 8,00,00,000 

Rs. 

8,00,00,000 

.. .... 

. _ 

1 



At the end of the 10th year, if any fund is created out of net profits and 
the same is invested in outside securities, these will appear on the Balance 
Sheet as follows : — 

On the Liabilities Side will appear the Debenture Redemption Fund 
showing the total amount set apart up to the date of the Balance Sheet, and 
on the Assets Side will appear, under the heading Debenture Redemption 
Investments Account, the amount representing the value of the Investments 
made on this account. 


Discount on Issue of Debentures will appear on 
follows : — 

Discount on Issue of Debentures 
Less Written off to date 


the Assets Side as 

Rs. Rs. 

30,00,000 
10,00,000 

- 20,00,000 


Note. —If it is desired to spread the amount of the Underwriting Commission on 
Debentures ove/ the number of years for which the Debentures are to run, the same 
may be separately debited to an account called “ Cost of Issue of Debentures ” to which 
would also be debited the discount allowed on Issue of Debentures. One-thirtieth of 
this amount will then be written off to P. & L. Account each year, the unwritten off 
balance in the meantime appearing on the Assets Side of the Balance Sheet. 


Problem 215 


A Limited Company has issued Debentures worth Rs. 10,00,000 repayable after 
10 years. 
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Show how the various Accounts in connection with the issue and redemption of 
the Debentures would appear in the Ledger at the time of expiry of Debentures and 
also after repayment of such Debentures, assuming that the investments realize 5 per 
cent less than the original cost. 

Solution 

The Ledger Accounts as they would appear at the time of expiry of 
Debentures: — 



DEBENTURES ACCOUNT 



By Balance b/fd. 


Rs. 

10,00,000 


DEBENTURE REDEMPTION FUND ACCOUNT 



Rs. 

. 

Rs. 

To Balance c/d. 

> 

: 10,00,000 

By Balance b/fd. 

,, P. & L. Appropriation Account 

! 9,00,000 

! 1,00,000 

Rs. 

10,00,000 

Rs. 

i 10,00,000 



By Balance b/d. 

10,00,000 


DEBENTURE REDEMPTION FUND INVESTMENTS ACCOUNT 


To Balance b/fd. 


;j Rs. 

; 9,00,000 

By Balance c/d. 


Rs. 

9,00,000 

To Balance b/d. 

Rs. 

9,00,000 

9,00,000 


Rs. 

9,00,000 


Ledger Accounts as they would appear after realization of Investments 
and Repayment of Debentures : — 

DEBENTURES ACCOUNT 



Rs. 


Rs. 

To Bank 

j 10,00,000 

By Balance b/fd. 

10,00,000 

Rs. 

I 10,00,000 

Rs. 

10,00,000 


DEBENTURE REDEMPTION FUND ACCOUNT 


To Debenture Redemption Fund 
Investments Account 
„ General Reserve Fund Account ... 

Rs. 

' / 45,000 

9,55,000 

By Balance b/fd. 

... 

Rs. 

10,00,000 

Rs. 

10,00,000 


Rs. 

10,00,000 


i - . 


_ -- . 
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DEBENTURE REDEMPTION FUND INVESTMENTS ACCOUNT 


To Balance b/fd. 

Rs. 

9,00,000 

By Bank ... 

„ Debenture Redemption Fund 
Account 

Rs. 

8,55,000 

45,000 

Rs. 

9,00,000 

Rs. 

9,00,000 







GENERAL RESERVE FUND ACCOUNT 


By Debenture Redemption Fund 

n ' 

Rs. 

Account 

9,55,000 


Notes. — (1) The amount set aside from the profits at the end of the 10th year, will 
remain uninvested, inasmuch as the same would be immediately 
utilized for the repayment of the Debentures. 

(2) The amount set aside for the Redemption of Debentures, is a charge 
on the Profit and Loss Appropriation Account and not on Profit and 
Loss Account. 

(3) The profit or loss on sale of such investments is transferred to 
Debenture Redemption Fund Account and not to Profit and Loss 
Account. 

(4) In actual practice, the amount to be credited to Debenture Redemption 
Fund Account and its corresponding investment at the end of each 
year will be less than Rs. 1,00,000, as the Fund thus built up will be 
allowed to accumulate at Compound Interest till the time of redemp¬ 
tion. For examination purposes, however, the question of interest 
may be ignored. 

Problem 216 T ^ 

A Limited Company issues Rs. 1,00,000 Debentures at a discount of 5 per cent 
repayable at a premium of 5 per cent at the end of 5 years. Explain what entries should 
be passed at the time of issue. 

What provision should the Company make for the redemption of such Debentures 
and how would the various Accounts concerned be dealt with at the time of repayment 
of the Debentures ? 

Solution 


The entry at the time of issue will be : — 



L.F. 

Rs. I 1 

Rs. 

Bank ... ... ... ... ... Dr. 


95,000 


Loss on Issue of Debentures Account ... ... „ 


10,000 


To Debentures Account 


1 

1,00,000 

„ Premium on Redemption of Debentures Account 


1 

5,000 


The loss on Issue of Debentures will have to be spread equally over the 
five years and charged off to Profit and Loss Account. 

The Provision that the Company will have to make for the Redemp¬ 
tion of the Debentures, will be of such an amount which, if set aside year 
after year, will accumulate, with compound interest, at the time of expiry of 
Debentures, to the sum necessary to pay off the Debentures (inclusive of 
the premium payable). 
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At the time of repayment of the Debentures, the accounts concerned will 
appear as follows : — 

DEBENTURES ACCOUNT 



Rs. 


Rs. 

To Bank 

1,05,000 

By Balance b/fd. 

1,00,000 



„ Premium on Redemption of 




Debentures (transferred) 

5,000 

Rs. 

1,05,000 

Rs. 

1,05,000 


LOSS ON ISSUE OF DEBENTURES ACCOUNT 


. "i 

Rs. 

II 

To Balance b/fd. ... ...j 

2,000 

By P. and L. Account ... ...J 


PREMIUM ON REDEMPTION OF DEBENTURES ACCOUNT 



Rs. 

Rs. 

To Debentures Account—Transfer 

5,000 By Balance b/fd. 

! 5,000 


DEBENTURE REDEMPTION FUND ACCOUNT 



1 Rs. 


Rs. 

To General Reserve Fund Account 


By Balance b/fd. 

84,000 

—Transfer ... 

1,05,000 

„ P. and L. Appropriation Account ; 

21,000 

Rs. 

1,05.000 

Rs. I 

1,05,000 

DEBENTURE REDEMPTION FUND INVESTMENTS ACCOUNT 



1 

! Rs. 


Rs. 

To Balance b/fd. 

84,000 

By Bank 

84,000 


GENERAL RESERVE FUND ACCOUNT 


! Rs. 

By Debenture Redemption Fund | 

Account—Transfer ... 1,05,000 

Notes.—(1) It may be noted that the periodical interest received on these invest¬ 
ments will be credited to Debenture Redemption Fund Account, and the corresponding 
sum will be invested in the same class of securities. 

(2) Note (4) given on Solution to the last Problem, regarding amounts credited 
to Debenture Redemption Fund Account, applies here also. 

Problem 217 

The General Trading Co., Ltd., has made an issue of debentures and, in accordance 
with covenants contained therein, provides for redemption at a definite future date by 
means of a Cumulative Sinking Fund, represented by investments, but has power to 
purchase the debentures in open market prior to that date. 

Before the due date for redemption arrives, the Company realizes a part of the 
Sinking Fund Investments and applies the proceeds in cancellation of debentures, which 
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were purchased (below maximum redemption value) in open market. The realization 
of investments and application of the proceeds thereof retards accumulation of the 
Sinking Fund. 

What adjustment do you consider necessary in these circumstances, and in what 
manner should it be made ? 


Solution 


The shortage in Cumulative Sinking Fund can be adjusted in any one of 
the following ways : — 

(1) The balance of Sinking Fund represented by the investments 
remaining unsold should be ascertained and the difference between this 
amount and that which will be required to redeem the remaining debentures 
should be provided for by the annual amended contribution to the Sinking 
Fund. The amount of this contribution should be arrived at by entirely 
new calculation. (2) The Profit and Loss Account should be charged and 
the Sinking Fund should be credited with the amount equal to the interest 
on cancelled debentures, in addition to the amount of the original annual 
contribution. The amount thus set aside should be invested in the same 
class of securities as the annual contribution. 

Problem 218 

A Company had made an issue of 5,000 Debentures of Rs. 100 each at par, a Sinking 
Fund being created to provide for repayment. Under the terms of issue, the Company 
might, under certain conditions, purchase the Debentures in the open market for cancella¬ 
tion. On January 1st, 1943, 3,800 of the Debentures were outstanding, and the Sinking 
Fund then amounted to Rs. 2,50,000. The Sinking Fund Investments consisted of 
Rs. 1,24,000 5 per cent War Loan, standing in the books at Rs. 1,20,000. 

In March 1943, the Directors purchased Rs. 20,000 of the Debentures at a cost of 
Rs. 19,300 realizing Rs. 19,000 War Loan to raise the necessary funds. Interest on the 
War Loan was received on June 1st and December 1st, and invested forthwith in purchase 
of further War Loan at par in each case. On December 31st, a further Rs. £0,000 was 
appropriated to the Sinking Fund and invested in War Loan, Rs. 19,850 of which was 
purchased. 

Open in the Company’s books the necessary Accounts affected by the above trans¬ 
actions. Ignore Income-tax and expenses of purchase and sale of investments. 

Solution 

SINKING FUND ACCOUNT 



1943 


Rs. a. 

P- 

1943 


Rs. a. 

P- 

Mar. 1 

To General Reserve 



Jan. 1 

By Balance b/fd. 

2,50,000 0 

0 


Account 

20,000 0 

0 

Mar. 1 

„ Sinking Fund In- 



„ Balance c/d. 

2,56,927 14 

6 


vestments 
Account- 
Profit on sale of 
investments ... 

912 14 

6 





»► f i 

,, Debentures Ac* 








count—Profit 
on redemption 
of Debentures ... 

700 0 

0 





June 1 

„ Bank—Interest .. 

2,625 0 

0 





Dec. 1 

»» »» ii ••• 

2,690 0 

0 





„ 31 

„ P. and L. Appro* 







priation A c * 
count 

20,000 0 

0 


Rs. 

2,76,927 14 

I 

1944 
Jan. 1 

Rs. 

2,76,927 14 

6 




By Balance b/d. 

2,56,927 14 

6 
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DEBENTURES ACCOUNT 


1943 
Mar. 1 

To Bank 

Rs. 

19,300 

1943 
Jan. 1 

By Balance b/fd. 

Rs. 

3,80,000 

Dec. 31 

„ Sinking Fund Account— 
Profit on Redemption... 
„ Balance c/d. 

Rs. 

700 

3,60.000 

3.80,000 

1944 
Jan. 1 

Rs 

By Balance b/d. 

3,80,000 

3,60,000 


SINKING FUND INVESTMENTS ACCOUNT 





Nominal 

Cost 




Nominal 

Cost 



1943 



Rs. 

Rs. a. 

P. 

1943 


Rs. 

Rs. 

a. 

P. 

Jan. 1 

To 

Balance 



Mar. 1 

By Bank 

19,000 

19,300 

0 

0 


b/fd. ... 

1,24,000 

1,20,000 0 

0 

Dec.31 

„ Balance 





Mar. 1 


Sinking 





c/d. ... 

1,30,150 

1,26.912 14 

6 



Fund 

Account 


912 14 

6 







June 1 


Bank 

2,600 

2,600 0 

0 







Dec. 1 

99 

99 ••• 

2,700 

2,700 0 

0 







31 


99 

19,850 

20,000 0 

0 







1944 


Rs. 

1,49.150 

1,46,212 14 

6 

i 

i 

Rs. 

1,49,150 

1,46,212 

14 

6 

To 

Balance 










Jan. 1 



b/d. .. 

1,30,150 

1,26,912 14 

6 








GENERAL RESERVE ACCOUNT 




1943 


Rs. 



Mar. 1 

By Sinking Fund Account... 

20,000 


Note.— The date of realization of investments and payment of Debentures has been 
assumed to be 1st March 1943. It is also assumed that the proceeds of Rs. 19,300 are 
inclusive of the interest due on the War Loan sold up to the date of sale. As the interest 
received as well as the profit on sale are both to be transferred to Sinking Fund, no 
distinction is particularly made in this case. 


Problem 219 V 

In 1940, a Company made an issue of 1,000 6 per cent Debentures of Rs. 500 each 
at Rs. 480. The terms of issue provided for the redemption of Rs. 10,000 annually, 
commencing in 1943, either by purchase in the market or by drawings at par at the 
Company’s option. The expenses of the issue were written off in 1940 and Rs. 5,000 was 
written off the Debenture Discount Account in each of the years 1940, 1941 and 1942. 

In December 1943, the Company purchased for cancellation Rs. 3,500 of its 
Debentures at Rs. 470, Rs. 6,000 at Rs. 472-8-0 and Rs. 500 at Rs. 475, the expenses 
amounting to Rs. 25. 

Give the entries to be made in the Company’s books in connection with the above 
transactions, dealing with the profit on redemption in the way you consider fit, and show 
also the entries which would appear in consequence in the Company’s published accounts 
as on December 31st, 1943. 
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Solution 


6% DEBENTURES ACCOUNT 


1943 
Dec. 31 

To Redemption of D e - 

Rs. 

1943 
Jan. 1 

By Balance b/fd. 

Rs. 

5,00,000 

M *> 

bentures Account ... 
,, Balance c/d. 

Rs. 

10,000 

4,90,000 

5,00,000 

i ! 

1944 
Jan. 1 

Rs. 

By Balance b/d. 

5,00,000 

4,90,000 


DEBENTURE DISCOUNT ACCOUNT 



Rs. 

1940 


Rs. 

To Debentures Account ... 

20,000 

Dec. 31 

By Profit & Loss Account 

5,000 



1941 





Dec. 31 

» 

5,000 



1942 





Dec. 31 


5,000 



1943 





Dec. 31 

„ Redemption of De¬ 





bentures Account 

540 




„ Balance c/d. 

4,460 

Rs. 

20,000 


Rs. 

20,000 

To Balance b/d. 

4,460 





REDEMPTION OF DEBENTURES ACCOUNT 



Rs. 

1943 


To Bank—Rs 3,500 Deb. 


Dec. 

By Debentures Account 

@ 470 

3,290 



„ „ —Rs. 6,000 Deb. 




@ 472-8 

5,670 



„ „ -Rs. 500 Deb. 




@ 475 

475 



„ „ —Expenses 

25 



„ Debenture Discount 




Account—Profit on 




redemption transferred 

540 



Rs. 

10,000 


Rs. 


BALANCE SHEET 
As at 31 st December 1943 



Rs. 

Rs. 

Rs. 

6% Debentures 

4,90,000 

Discount on Debentures 20,000 




Less Amounts written off 15,540 

1 




4,460 


Notes.— (1) No further discount is written off, as it has been already written off 
liberally, and so long as this account is gradually written off in proportion to the benefit 
received from the debentures each year, it is unnecessary to write off large amounts. 

(2) It is assumed that no Sinking Fund exists nor is one to be provided for. 
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Problem 220 

A Company raises a loan of Rs. 25,00,000 upon its Debenture Stock at a discount 
of 2£ per cent on 1st January 1940. At the end of a period of years, the loan is 
redeemable at par, by means of a cumulative Sinking Fund, but the Company has 
power to call upon the Trustees to apply the Sinking Fund Investments in the purchase 
of stock, if below par, at any time. The annual Sinking Fund contribution is Rs. 60,000, 
exclusive of interest accumulated. On the 1st of January each year this amount is 
invested, together with the income accumulations. Capital balances arising from 
realization of investments are re-invested at the same time. 

Sinking Fund Investments produce interest, less tax, as follows: — 

1941 Rs. 1,970 ; 1942 Rs. 3,040 ; 1943 Rs. 3,590. 

Realizations of Sinking Fund Investments are as follows: — 





Rs. 

Rs. 

31st 

May 

1941 

21,530 ^ 

Original Cost 21,460 

31st 

Aug. 

1941 

6,400 

„ „ * 6,550 

31st 

July 

1942 

41,700 

„ „ 41,535 

28th 

Feb. 

1943 

30,900 

„ „ 30,800 


The proceeds of realizations are applied in redemption of Stock as follows : — 

30th June 1941 Rs. 21,525 in cancellation of Rs. 22,815 stock 
30th Sept. 1941 „ 6,390 „ „ „ „ 6,500 

31st Aug. 1942 „ 41,700 „ „ „ „ 41,800 

31st Mar. 1943 „ 30,875 „ „ „ „ 31,000 

Interest on Debenture Stock is paid half-yearly on 1st July and 1st January. 

Prepare accounts for the years 1940 to 1943 (inclusive) in respect of the Sinking 
Fund transactions, showing the manner in which the Sinking Fund would be compensated 
for the loss of interest resulting from the realization of investments. Show also the 
manner in which you would deal with the accounts relating to Discount on Issue, Profit 
on Cancellation of Stock, and Profit and Loss on Realization of Investments. 
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SINKING FUND ACCOUNT 


1941 


Rs. 

1940 


Rs. 

Dec. 31 

To P. & L. on Realizationof 


Dec. 31 

By P. & L. Appropriation A/c. 

60,000 


Investments Account ...’ 

80 

1941 

1 



„ General Reserve 

29,315 

Dec. 31 

„ P. & L. on Cancellation of 


! 

„ Balance c/d. 

93,975 


Debentures Account 

1,400 





Bank—Interest 

1,970 





„ P. & L. Appropriation A/c. 

60,000 


Rs. 

1,23,370 

* 

Rs. 

1,23,370 

1942 

! 


1942 



Dec. 31 

To General Reserve 

41,800 

Jan. 1 

By Balance b/d. ... 

93,975 


„ Balance c/d. ...! 

1,15,480 

Dec. 31 

„ P. & L. on Cancellation of 

1 


■ 



Debentures Account 

1 100 


1 



„ P. & L. on Realization of 






Investments Account ... 

165 





„ Bank—Interest 

3,040 





„ P. & L. Appropriation A/c. 

60,000 


Rs. 

1,57.280 


Rs. 

i 1,57,280 

1943 



1943 



Dec. 31 

To General Reserve 

31,000 

Jan.- 1; By Balance b/d. ... 

1,15,480 


„Balancec/d. 

1,48,295 

Dec. 31 „ P. & L. on Cancellation of 



i 



Debentures Account 

125 


j 



„ P. & L. on Realization of 






Investments Account ... 

100 



'i 


„ Bank—Interest 

3,590 



i__ 


„ P. & L. Appropriation A/c. 

! 60,000 

- 


i Rs. 

1,79,295 


Rs. 

| 1,79,295 




1944 


1 


i 


Jan. 1 

By Balance b/d. 

1,48,295 


SINKING FUND INVESTMENTS ACCOUNT 


1941 

] 

Rs. 

1941 

i 

i 

i 

Rs. 

Jan. 1 

To Bank ... ...j 

60,000 

May 31 

By Bank ... 

21,530 

May 31 

„ P. & L. on Realization of 


Aug. 31 

„ P. & L. on Realization ofj 

6,400 


Investments Account ... 

70 







Investments Account ...1 

150 




Dec. 31 

„ Balance c/d. ..J 

. 

31,990 


Rs. 

60,070 


Rs. 

60,070 

1942 



1942 



Jan. 1 

To Balance b/d. ... 

31,990 

July 31 

By Bank 

41,700 


„ Cash InvestedRs. 


Dec. 31 

| „ Balance c/d. ... 

52,440 


Annual Instalment 60,000 






Interest 1,970 





Vok 

^. Balance of Invest- 



1 


vjt 

s** ments sold 15 



1 




61,985 




July 31 

j „ P. & L. on Realization of 






i Investments Account ... 

165 


i 



Rs. 

94,140 


Rs. 

| 

i 

j 94,140 
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SINKING FUND INVESTMENTS ACCOUNT— Contd. 


1943 

r 

Rs. 

1943 


Rs. 

Jan. 1 

To Balance b/d. 

52,440 

Feb. 28 

By Bank 

30,900 


„ Cash Invested:— Rs. 


Dec. 31 

„ Balance c/d. ... 

84,680 


Annual Instalment 60,000 






Interest 3,040 


: i 




63,040 

■ ; 


Feb. 28 

„ P. & L. on Realization of 





Investments Account ... 

100 

i 



1 Rs. 

11,15,580 


Rs. 

1,15,580 

1944 

i | 


1 


Jan. 1 

To Balance b/d. 

84,680 




„ Cash Invested :— Rs. 





Annual Instalment 60,000 


i 



Interest 3,590 


1 



Balance of Invest- 


i 


• 

ments sold 25 a j 





j 63,615 

1 



Rs. 

1,48,295 

i 

i j 



_4 





Note. —The figures of Rs. 15 and Rs. 25 debited to the above account, and styled 
“Balance of Investments Sold.” are difference s between the amounts reali sed on sale of 
. investments and the amounts required to p ay~~off the Debentu r es Trr~THose respective 
yearsT^. ” ' ' —----- 


PROFIT & LOSS ON CANCELLATION OF DEBENTURES ACCOUNT 


1941 

S Rs. 

1941 

h 

Rs. 

Dec. 31 ! To Sinking Fund Account 

i 

i 1,400 

June 30 

By Debentures Account ... j ! 

1,290 

! 

Sep. 30 

>• n » • * • j j 

110 

i Rs. 

1942 i 

j 1,400 

1942 ; 

Rs. 

1,400 

Dec. 31 To Sinking Fund Account 
1943 i 

: 100 

i . — 

Aug. 31 
1943 

By Debentures Account 

100 

Dec. 31 ! To Sinking Fund Account 

125 

Mar. 31 

By Debentures Account ... j( 

| 'M— 

125 


PROFIT AND LOSS ON REALIZATION OF INVESTMENTS ACCOUNT 


1941 
Aug. 31 

To S. F. Investments Account 

• ~ Rs. 
150 

1941 ~ 
May 31 
Dec. 31 

By S. F. Investments Account, 
„ Sinking Fund Account ... 

Rs. 

70 

80 

1942 
Dec. 31 

1943 

Rs. 

150 

1942 
July 31 

1943 
Feb. 28 

Rs. 

150 

To Sinking Fund Account... 

165 

By S. F. Investments Account 

165 

Dec. 31 

To Sinking Fund Account... 

100 

By S. F. Investments Account 

100 


> i _' ___ _ _ i 

GENERAL RESERVE ACCOUNT 

- 7 - -- 

1941 | 


Rs. 

1941 


| Rs. 

Dec. 31 

To Discount on Issue of 


Dec. 31 

By Sinking Fund Account ... 

1 29,315 

1942 
Dec. 31 

Debentures Account ... 

To Discount on Issue of 

29,315 

1942 
Dec. 31 

By Sinking Fund Account... 

i 

i 

41,800 

j 

! 

i 

Debentures Account ... 
„ Balance c/d. 

Rs. 

_ 

i 33,185 
| 8,615 

| 41,800 

1943 
Jan. 1 
Dec. 31 

Rs. 

By Balance b/d. 

„ Sinking Fund Account ... 

41,800 

8,615 

31,000 
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There is no necessity of compensating the Sinking Fund for the loss of 
interest resulting from the realization of Investments, since Debentures have 
been cancelled with such realizations and to that extent the fund is no longer 
necessjtry. 

®^Kote.—I t will be quite correct to transfer that portion of the Sinking Fund which 
is Implied for the purpose of cancelling Debentures to General Reserve, and out of that 
to write off Discoujzt on Issue of Debentures as early as possible. 


scount 

V 


Problem 221 

On 1st January 1943, Exporters, Ltd., issued Rs. 20,00,000 of 7 per cent Debentures 
at 5 per cent Discount, repayable in five years at par ; the Company reserved the right 
to redeem to the extent of Rs. 2,00,000 in any year by purchase in the open market. The 
interest was payable half-yearly on 30th June and 31st December, and the same was 
duly paid. 

On 30th September 1943, the Company purchased Rs. 2,00,000 Debentures at a cost 
of Rs. 1,91,000. Pass the necessary Journal entries in the books of the Company up to 
31st December 1943 including closing entries for the Balance Sheet on that date. % 

Solution 


JOURNAL 


1943 
Jan. 1 

Bank 

Discount on Issue of Debentures Account 

To Debentures Accounts 

(Being amount received on issue of 7% Debentures of 
the face value of Rs. 20,00,000 at 5% discount, repay¬ 
able at par in five years.) 

Dr. 

ft 

L.F. 

Rs. 

19,00,000 

1,00,000 

June 30 

Interest on Debentures Account 

To Bank 

(Being half year’s Debenture Interest at 7% per annum 
on Rs. 20,00,000 paid.) 

Dr. 


70,000 

Sep. 30 

Debentures Account 

To Bank 

„ Debentures Redeemed Account 
(Being purchase of Rs. 2,00,000 Debentures at 
Rs. 1,91.000.) 

Dr. 

1 

i 

2,00,000 


Interest on Debentures Account 

To Bank 

(Being payment of Interest on the redeemed debentures 
up to the date of their purchase.)* 

Dr. 


3,500 

1 

Dec. 31 

Interest on Debentures Account 

To Bank 

(Being half year's Debenture Interest at 7% per annum 
on Rs. 18,00,000 paid.) 

Dr. 


63,000 

»» 

Debentures Redeemed Account 

Profit and Loss Account 

To Discount on Issue of Debentures Account 
(Being one-fifth of discount written off this year.)t 

Dr. ' 


9,000 

11,000 

it 

Profit and Loss Appropriation Account 

To General Reserve Account 
(Being amount expended in payment of Debentures 
transferred to the latter account to preserve working 
capital.) 

Dr. 


1,91,000 


Rs. 


20 , 00,000 


70,000 


1,91,000 

9,000 


3,500 


63,000 


20,000 


1,91,000 


♦It is assumed that the price paid is ex. Interest. 

fit is not possible to make an exact apportionment of Discount on Issue of Deben¬ 
tures, as it is not known as to how the Debentures will be redeemed in future. 
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Problem 222 

A Limited Company created Rs. 1,00,000 Debenture Stock, which was issued as 
follows: — Rs. 

(1) To Sundry persons for cash at 90 per cent .. 50,000 nominal 

(2) To a creditor for Rs. 20,000 capital expenditure in 

satisfaction of his claim .. .. 23,000 „ 

(3) To the Bankers as collateral security 25,000 „ 

The issues (1) and (2) are redeemable at the end of 10 years at par. How should 
the Debenture Stock be dealt with in preparing the Balance Sheet of the Company ? 

(G.D.A.) 

Solution 

With regard to items (1) and (2) Debenture Stock will appear on 
the Liabilities Side of the Balance Sheet at its nominal value, viz. Rs. 73,000. 
The corresponding Assets created are Cash and the Capital expenditure, 
which will appear on the Assets Side. The total amount of Discount on 
Issue of Debentures, viz. Rs. 8,000, will be spread over the period of redemp¬ 
tion, i.e. 10 years ; one-tenth of this, therefore, will be written off to Profit 
and Loss Account at the end of the first year. 

With regard to item (3) no entry will be passed on the issue of 
Rs. 25,000 Debenture Stock, as the same are issued as collateral security 
only. The Bank Loan will appear on the Liabilities Side of the Balance 
Sheet, and a note regarding the issue of the Debenture Stock, will be shown 
in short, underneath the loan item in the particulars column, as follows : — 

Bank Loan 

(Secured by issue of Rs. 25,000 Debenture Stock, as collateral 
security.) 


/Problem 223 

On 1st January 1943, a Limited Company issued 200 5 per cent Debentures of 
Rs. 1,000^ each at Rs^ 950. Holders of these Debentures have an option to convert their 
holdings into 8#per cent Preference Shares of Rs. 100 each at a premium of Rs. 25 per 
share at any time within 3 years. 

On 31st December 1943, a year’s interest had accrued on the Debentures and 
remained unpaid and a holder of 20 Debentures notified his intention to exercise his 
option. 

Pass the necessary Journal entries and show how the items affected would appear 
in the Company’s Balance Sheet. (B.Com.) 

Solution 

JOURNAL 


1943 
Jan. 1 

i— 

Bank 

Discount on Issue of Debentures Account ... 

To Debentures Account 

(Being the amount received on issue of 200 Debentures 
of Rs. 1,000 each at Rs. 950.) 

Dr. 

L.F. | Rs. 

* | 1,90,000 

j 10,000 

ji Rs. 

]; 

i 2,00,000 

Dec. 31 

Debenture Interest Account ... . 

To Debenture-holders for Interest Account 
(Being one year's Interest accrued on the above 
Debentures at 5%.) 

Dr. 

10,000 

10,000 

” 

Debentures Account 

To Preference Share Capital Account 
„ Premium on Shares Account 
(Being the conversion of 20 Debentures of Rs. 1000 
each into 160 Preference Shares of Rs. 100 each, 
issued at a premium of Rs. 25 per share.) 

Dr. 

20,000 

j_ 

16,000 

4,000 
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BALANCE SHEET 
As at 31st December 1943 


(Liabilities Side) 

Rs. 

(Assets Side) 

Rs. 

Authorised Capital 

Issued, Subscribed and Called-up 
Capital 

160 Pref. Shares of Rs. 100 each, 
fully paid 

Premium on Pref. Shares ... 

5% Debentures 

Debenture Interest unpaid... 

... 

Discounts on Debentures 

Bank 

P. and L. Account (Deb. Interest) ... 

10,000 

1,90,000 

10,000 

16,000 

4,000 

1,80,000 

10,000 


Note. —It is advisable to transfer the credit balance of Premium on Shares Account 


to Discount on Issue of Debentures Account with a view to reduce the latter, specially 
as it is not known by what time the Debentures will be repaid or converted into shares. 


Problem 224 V 

A Company issues, on 31st December 1940, Rs. 2,00,000 of 4 per cent. Debentures, 
which it is agreed shall be redeemed out of Profits at the rate of Rs. 5,000 per annum. 
It is to be assumed that the reserve so created is invested without interval in 5 per 
cent Government Securities free of Income-tax at par, and all accretions (i.e. interest) 
which are received on 1st January and 1st July of each year to be similarly invested. 
Allowing the cost of making investments at one per cent, on Capital invested, write 
up the Debenture Redemption Account and the Debenture Redemption Investments 
Account up to 31st December 1943. 

Solution 


DEBENTURE REDEMPTION FUND ACCOUNT 


1941 


Rs. a. 

1941 


Rs. a. 

Dec. 31 

To Balance c/d. 

5,000-0 

Dec. 31 

By P. and L. Appropria¬ 
tion Account 

5,000-0 





1942 



1942 
Jan. 1 


Jan. 1 

To Bank — Cost of 


By Balance b/d. 

5,000-0 


making Invest- 


July 1 

„ Bank—Interest o n 

July 1 

ments @1% 

50-0 


Rs. 5,000 

125-0 

„ Bank — Cost of 


Dec. 31 

„ P. and L. Appropria- 


making Invest- 
ments@l% 

1-0 


tion Account 

5,000-0 

Dec. 31 

„ Balance c/d. 

10,074-0 




1943 
Jan. 1 

Rs. 

10,125-0 


Rs. 

10,125-0 

To Bank — Cost of 


1943 




making Invest¬ 


Jan. 1 

By Balance b/d. 

10,074-0 


ments (§ l% 

51-0 

,, 

„ Bank—Interest on 

July 1 

,, Bank — C o s t of 



Rs. 5,100 

127-8 


making Invest- 

' 

July 1 

„ Bank—Interest on 

Dec. 31 

ments @ 1% 

2-0 

Rs. 10,200 

255-0 

„ Balance c/d. 

15,403-8 

Dec. 31 

„ P. and L. Appropria¬ 





tion Account 

5,000-0 


Rs. 

15,456-8 


Rs. 

15,456-8 




Jan. 1 

By Balance b/d. 

15,403-8 


21 
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debenture redemption investments account 


1942 
Jan. 1 
July 1 

To Bank 

„ », —Interest invested 

Rs. 

5,000 

100 

1942 
Dec.31 

By Balance c/d. 

... 

Rs. 

5,100 

1943 
Jan. 1 

July 1 


Rs. 

5,100 

1943 
Deb. 31 


Rs. 

5,100 

To Balance b/d. 

„ Bank 

„ „ —Interest invested 

5,100 

5,100 

200 

By Balance c/d. 

... 

10,400 

1944 
Jan. 1 


Rs. 

10,400 



Rs. 

10,400 

To Balance b/d. 

„ Bank 

Rs. 

»» 

10,400 

5,000 






Note.— In India, Government Securities can only be bought or sold in multiple 
of Rs. 100, and therefore the whole of the Interest, as will be seen above, cannot be 
invested. Again there will be debits to the Debenture Redemption Fund Account in 
respect of 1 per cent cost of investments. It is due to these two factors that the 
Debenture Redemption Fund Account does not show the same balance as is shown by the 
Investments Account. 


Problem 225 

On 1st January 1939, the Asiatic Trading Co., Ltd., issued Debentures for Rs. 5,00,000, 
redeemable at par on 1st January 1944. It was decided to establish a Sinking Fund for 
the purpose of redemption. 

Show the Ledger Accounts for the five years, assuming the annually invested 
amounts to earn 5 per cent interest, net, and that the amount annually set aside for the 
purpose is Rs. 90,412-8-0. 

Solution 

SINKING FUND ACCOUNT 


1939 

Rs. a. 

1939 


Rs. a. 

Dec. 311 To Balance c/d. 

90,412 8 

Dec. 31 

By Profit & Loss Appro* 


i 

i 



priation Account 

90,412 8 

j Rs. 

90,412 8 


Rs. I 

90,412 8 

1940 


1940 j 



Dec. 31 | To Balance c/d. 

1,85,345 0 

Jan. 1 j 

By Balance b/d. 

90,412 8 

i 


Dec. 31 | 

„ Profit & Loss Appro- 





priation Account ...i 

90,412 8 




„ Bank—Interest ... 

4,520 0 

Rs. 

1,85,345 0 


Rs. 

1,85,345 0 

1941 | 


1941 



Dec. 31 To Balance c/d. 

2,85,022 8 

Jan. 1 

By Balance b/d. ... ( 

1,85,345 0 



Dec. 31 

„ Profit & Loss Appro- 


1 

i! 


priation Account ..J 

90,412 8 




„ Bank—Interest 

| 9,265 0 

Rs. 

2,85,022 8 


Rs. 

2,85,022 8 

1942 

|i 

1942 



Dec. 31 To Balance c/d. 

| ;3,89,685 0 

Jan. 1 

By Balance b/d. 

2,85,022 8 

• 


Dec. 31 

„ Profit & Loss Appro¬ 



it 


priation Account 

90,412 8 

i 

1 


„ Bank—Interest 

14,250 0 

! Rs. 

3,89,685 0 

I 

Rs. 

3,89,685 0 
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SINKING FUND ACCOUOT— Contd. 


1943 


Rs. a. 

1943 


Rs. a. 

Dec. 31 

To Balance c/d. 

5,00,000 0 

Jan. 1 

By Balance b/d. 

3,89,685 0 




Dec. 31 

„ Profit & Loss Appro- 






priation Account 

90,412 8 





„ Profit & Loss Account... 

422 8 





„ Bank—Interest 

19,480 0 


Rs. 

5,00,000 0 


Rs. 

5,00,000 0 

1944 






Jan. 1 

To Reserve Fund A/c. 


1944 




—Transfer 

5,00,000 0 

Jan. 1 

By Balance b/d. 

5,00,000 0 


DEBENTURES ACCOUNT 


1944 
Jan. 1 

[' 

To Bank 

Rs. 

5,00,000 

1944 
Jan. 1 

; 

By Bank 

Rs. 

5,00,000 


DEBENTURE REDEMPTION 

INVESTMENTS ACCOUNT 


1940 


Rs. 

1940 


Rs. 

Jan. 1 (To Bank 

90,400 

Dec. 31 

By Balance c/d. 

90,400 

1941 



1941 



Jan. 1 To Balance b/d. ... 

90,400 

Dec. 31 

By Balance c/d. 

1,85,300 

ft ft 

„ Bank 

94,900 





Rs. 

1,85,300 


Rs. 

1,85,300 

1942 



1942 



Jan. 1 To Balance b/d. ... 

1,85,300 

Dec. 31 

By Balance c/d. 

2,85,000 

ft 99 

„ Bank 

99,700 





Rs. 

2,85,000 


Rs. 

2,85,000 

1943 



1943 



Jan. 1 

To Balance b/d. ... 

2,85,000 

Dec. 31 

By Balance c/d. 

3,89,600 

ft 99 

„ Bank 

1,04,600 





Rs. 

3,89,600 


Rs. 

3,89,600 

1944 



1944 



Jan. 1 

To Balance b/d. ... 

3,89,600 

Jan. 1 

By Bank 

3,89,600 


Note. —Investment in Government Securities in India can only be bought in multiples 
of Rs. 100 and hence it will be found that the investments are not to the full extent 
of the amount set aside. In practice, the last annual instalment as well as the interest 
received are not invested, as the amount will be immediately required to pay off the 
Debentures. 

FINAL ACCOUNTS 

IMPORTANT NOTE.—Under the Indian Companies Amendment Act, 1936 , the 
original cost of each Fixed Asset and any additions thereto during the ycar,as also the 
total Depreciation written thereof to date are all required to be shown distinctly. In the 
absence, however, of sufficient information in the Problems, it is not possible for the 
student to completely abide by the requirements of the Act, and he can, therefore, show 
only such details in the Balance Sheet as are available. 
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Problem 226 

Prepare Trading Account, Profit and Loss Account for the year 1943 and Balance 
Sheet as at 31st December 1943 from the following Trial Balance of the Thana Flour 
Mill Company, Limited, which is registered in Bombay : — 

C 

Trial Balance, 31st December 1943 


'''Capital subscribed 9,000 Shares of Rs. 500 each on which Rs.400 per share 
^ called up 
Calls unpaid 
Buildings—Cost 
Machinery—Cost 

Depreciation provided on Buildings to 31st December 1942 ... 
Depreciation provided on Machinery to 31st December 1942 
^Reserve Fund 

✓Equalization of Dividend Fund 

✓'Loan from Bankers (secured by stock of wheat, flour, etc.) ... 

✓ Creditors for Wheat 
^Creditors for Coal and Stores 
Unclaimed Dividends 
Wheat Account^ 

Coal ^ „ 

Flour „ 

v^Fixed Deposits 
5J% War Bonds 
Cash in hand 
Cash at Mill 
Cash with Bankers ... 

Advanced fo A. B. & Company against future wheat contracts 
Stores / _ 

Wages J 
Interest earned 
Transfer Fees 

Sundry Debtors (these include Rs. 100 due by R. P. Pestonjee, Manager of 
the Mill, and Rs. 1,200 due by Rustomjee and Patel, Managing Agents 
of the Mill. Patel is also a Director) 

Profit and Loss 

Salaries 

Rent and Rates 

Income-tax in respect of Company's assessment to 31st March 1944- 

General Charges 

Due for Salaries, Wages, etc. 


Rs. 


1,000 

10,00,000 

48,00,000 


54,00,000 

3,15,000 


80,000 

900 

1,200 

14,495 

15,000 

3,45,000 

4,00,000 


66,100 

67,500 

34,000 

16,000 

47,000 


Rs. 

36,00,000 


2,00,000 
7.50,000 
3,00,000 
1,50,000 
5,00,000 
75,000 ~ 
20,000 * 
1,200 


6L6fim 
1 , 20,000 


Rs. 1,26,03,195 


4,020 ' 
750 ^ 


90,225 


32,000 


1,26,03,195 


The nominal Capital of the Company is 10,000 Shares of Rs. 500 each. 

You are to allow for the following appropriations of profits made by the Directors: 

Depreciation of Machinery Rs. 2,00,000; Depreciation of Buildings Rs. 40,000; 
Reserve Fund Rs. 1,50,000; Equalization of Dividend Fund Rs. 1,00,000. They have 
further resolved to recommend for the shareholders’ approval a dividend of Rs. 75 per 
share free of tax. Provide for Managing Agents’ Commission at 10 per cent, on the 
balance of net profits after charging all expenses except such commission and the afore¬ 
said appropriations. Provide for interest on Bank Loan for 6 months at 7 per cent 
and allow for Rs. 1,980 accrued due on War Bonds. On 31st December 1943, the following 
stocks were held: —Wheat at cost, Rs. 10,00,000 ; Coal at cost, Rs. 15,000; Flour taken 
at or below selling rates, Rs. 2,40,000 ; Stores at cost, Rs. 95,000. 

If there is any information lacking to enable you to prepare a Balance Sheet in 
the prescribed form, make notes to this effect stating what further information you 
require. 
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Solution 


The Thana Flour Mill Co., Ltd. 
TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 



Rs. 


Rs. 

Rs. 

To Wheat Account 
„ Coal 

54,00,000 

3,15,000 

By Flour Account 
„ Stock at end 

.. 

67,60,000 

„ Stores 

3,45,000 

Wheat 

10,00,000 


„ Wages ... 

4,00,000 

Coal 

15,000 


„ Gross Profit c/d. 

! 16,50,000 

! 

Flour 

Stores 

2,40,000 

95,000 

13,50,000 

Rs. 

81,10,000 


Rs. 

81,10,000 

To Salaries ... 

67,500 

By Gross Profit b Id. . 

.. ...4 

16,50,000 

„ Rent and Rates 

34,000 

„ Interest 


6,000 

„ General Charges 
„ Interest on Bank Loan 
,. Managing Agents' Commission .. . 
„ DepreciationRs. 
Machinery ... 2,00,000 

Buildings ... 40,000 

„ Net Profit transferred to Profit 
and Loss Appropriation 
Account 

47,000 

17,500 

1,49,075 

2,40,000 

11,01,675 

„ Transfer Fees 

I 

750 

Rs. 

16,56,750 


Rs. 

16,56,750 


PROFIT AND LOSS APPROPRIATION ACCOUNT 



Rs. 


Rs. 

To Income-tax 

16,000 

By Balance from last year 

90,225 

„ Dividend Equalization Fund ... 

1,00,000 

,, Net profit during this year 

| 11,01,675 

„ Reserve Fund 

1,50,000 

! 

I 

„ Balance transferred to Balance 


j 


Sheet ... 

9,25,900 

j 

1 

j 

Rs. 

11,91,900 

Rs. 

1 11,91,900 


BALANCE SHEET 
As at 31st December 1943 


Capital and Liabilities 

Rs. 

Property and Assets Rs. 

Nominal Capital:— 

10,000 Shares of Rs, 500 each 

Issued and Subscribed Capital :— 

9,000 Shares of Rs. 500 each Rs. 

50,00,000 

Building at cost ... 10,00,000 

Less Depre- 
c i a t i o n 
written off 

45,00,000 

Paid-up Capital 

9,000 Shares of Rs. 500 
each, Rs. 400 per share Rs. 
called up ... 36,00,000 

Less Calls in Arrears 1,000 

35,99,000 

in previous Rs. 
years 2,00,000 

Less Depre- 
c i a t i o n 
this year 40,000 

- 2,40,000 




7,60,000 
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BALANCE SHEET— Contd. 




Rs. 


Rs. 

Rs. 

Reserve Fund 

... 

4,50,000 

Machinery at cost 

48,00,000 


Dividend Equalization Fund 

... 

2,50,000 

Less Depre- 



Loan from Bankers 



c i a t i o n 



(secured by Stock of 

Rs. 


written off 



wheat, flour, etc.) 

5,00,000 


in previous Rs. 



Outstanding Interest ... 

17,500 


years 7,50,000 



— 


5,17,500 

Less Depre- 



Fixed Deposits 

##| 

1,20,000 

ciation this 



Unclaimed Dividends ... 


1,200 

year 2,00,000 



Sundry Creditors:— 




9,50,000 


For Goods supplied ... 

95,000 




38,50,000 

„ Expenses 

1,81,075 


Stock-in-trade 



— 


2,76,075 

Wheat at cost 

10,00,000 


Profit and Loss Appropriation 


Coal 

15,000 


Account ... 


9,25,900 

Flour (at or below 






selling rates) ... 

2,40,000 





Stores at cost 

95,000 




| 



13,50,000 




Book Debts:— 






Debts considered 






good 

64,800 




I 

Debts due by 






Directors and 


| 




other officers of 






the Company ... 

1,300 I 







66,100 




Advances against future Wheat 





Contracts 


15,000 




54% War Bonds 


80,000 



| 

Interest Accrued on the above ... 

1,980 




Cash:— 

Rs. 




i 

At Bank 

14,495 





At Mills 

1,200 





In hand 

900 







16,595 


Rs. 

61,39,675 

! _ 


Rs. 

61,39,675 


Notes. —(1) The market price of wheat is not indicated. If the market price is 
lower than the cost then it should be valued at market price. 


(2) The valuation of flour at selling rate can only be justified if the stock is already 
sold under standing contracts, otherwise, unrealized profit is taken into account, which 
method should be strongly deprecated. 

(3) In the absence of any information to the contrary, all Book Debts are considered 
to be good and shown accordingly. 

(4) It is not stated whether 5$% War Bonds stand at cost price or the figure given 
is the market value. 

(5) Depreciation is a fair charge against Profits, and cannot be regarded as an 
appropriation. While calculating the Managing Agents’ Commission, this amount ought 
to be deducted from the profits, but as the question clearly states the words “and the 
aforesaid appropriation/ 1 and as depreciation is placed under that heading} in the Question, 
it is not deducted in this case while calculating the commission. 







ACCOUNTS OF JOINT STOCK COMPANIES 


327 


Problem (22^ 

From the following particulars, make out a Balance Sheet as on 31st December 
1942 and a Profit and Loss Account for 1942 of the Mercantile Newspaper Co., Ltd., in 
accordance with the requirements of the Indian Companies Act. The Company was 
registered in 1939 with an authorized Capital of 6,000 Shares of Rs. 100 each, and 
acquired the ownership of the Mercantile Gazette , paying the vendors two lakhs of 
rupees in fully paid-up shares. 2,000 shares were allotted to the public in 1939 and paid 
for at par, 2,000 shares were issued in 1942 and paid for at a premium of Rs. 25 per share. 

Buildings were erected at a cost of Rs. 3,00,000, Plant and Machinery purchased 
for Rs. 3,50,000, and Furniture and Fittings for Rs. 10,000. Depreciation written off up 
to 31st December 1941 amounted to Rs. 15,000 on Buildings, Rs. 35,000 on Machinery and 
Rs. 1,500 on Furniture. The Directors wrote off in 1942 5% on Machinery and Furniture 
and 2J% on Buildings, calculating same on original cost. 

Reserve for Doubtful Debts on 1st January 1942 was Rs. 5,000. A sum of Rs. 6,000 
was brought forward in 1942 accounts from the Profit and Loss Account of 1941, and 
an interim dividend at ten per cent per annum was paid in August 1942. 

The Bank Loan raised on the security of the Buildings stood at Rs. 1,50,000 on 31st 
December 1942. Interest for the year on the Loan amounted to Rs-. 9,000 of which 
one-third remained unpaid. Interest on the Bank current account amounted to Rs. 500. 

The Company had Rs. 20,000 worth of Paper on 31st December 1941 ; they 
bought in 1942 Paper for Rs. 1,00,000, one-half of which remained on hand at the end 
of the year. 


Subscriptions collected in 1942— 
On account of 1941 

Do. 1942 

Do. 1943 


Subscriptions in arrears on 31st Dec. 1942— 
On account of 1941 

Do. 1942 


Rs. I 


15,000 I 
63,000 I 
10,000 | 


6,000 

19,000 


Collections in 1942 on account of— 
Advertisements of 1941 

Do. 1942 

Do. 1943 


12,000 

1,11,000 

15,000 


Uncollected on 31st December 1942— 

On account of Advertisement Bills of 1941 
Do. Do. 1942 

Printing done for customers in 1942 and Bills rendered out of which 
Bills for Rs. 31,000 remained uncollected ... 

The expenditure of 1942 amounted in the 

Printing Department to Rs. 51,000 paid and Rs. 9,000 unpaid 

Editorial Department to „ 20,000 do. „ 8,000 do. 

Manager's Department to „ 12,500 do. „ 10,000 do. 

Cash on hand on 31st December 1942— 

In Bank on current account Rs. 

On hand 


9,000 

21,000 


8,000 

2,000 


Rs. 


88,000 

25,000 


1,38,000 

30,000 

93,500 


10,000 


Treat 5% of the book debts as doubtful. 

Value the Paper on hand at 80% of the ccfet price. 


(G. D. A.) 
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Solution 


The Mercantile Newspaper Company, Ltd. 
PROFIT & LOSS ACCOUNT 


For the year ended 31st December 1942 



Rs. 

Rs, 

Rs. 

Rs. 

To Stock of Paper (1-1-1942) 


20,000 

By Subscriptions 

82,0001 

„ Purchases ... 

... 

1,00,000 

„ Advertisement 

1,32,000] 

„ Expenditure 



„ Printing 

93,500’ 

Printing Dept 

60.(500 


,. Interest on Current Account 

500 

Editorial „ 

28,000 


„ Reserve for Doubtful Debts— 


Manager's,, 

22,500 


Old Reserve ... 5,000 




1,10,500 

Less New Reserve 4,300 


„ Interest on Bank Loan 

• • • 

9,000 


700 

„ Depreciation:— 



„ Stock of Paper (31-12-1942) 

40,000 

Buildings 2 J% 

7,500 




Plant and Machinery 





5% ... 

17,500 




Furniture 5% 

500 






25,500 



„ Balance, being Net Profit 

... 

83,700 




Rs. 

3,48,700 

Rs. 

3,48,700 


BALANCE SHEET 


As at 31st December 1942 


Capital and Liabilities 

Rs. 

Property and Asse/s 

Rs. 

Rs. 

Authorised Capital 

6,000 Shares of R 9 . 100 each 

Issued and Subscribed Capital 

2,000 Shares of Rs. 100 
each issued to vendors Rs. 

as fully paid ... 2,00,000 

4,000 Shares of Rs. 100 
each, fully paid up ... 4,00,000 

6,00,000 

Fixed Capital Expenditure: 

Goodwil at cost 
Buildings at cost 

Less Depreciation writ¬ 
ten off ... 

3,00,000 ’ 
22,500 

2,00,000 


2,77,500 

6,00,000 

50,000 

4,300 

1,53,000 

27,000 

25,000 

Plant and Machinery at 
cost 

Less Depreciation writ¬ 
ten off ... 

3,50,000 

Premium on Issue of Shares 

Provision for Doubtful Debt9 

Loans on Security of 

Buildings ... ... 1,50,000 

Interest on above ... 3,000 

52,500 

2,97,500 

Furniture and Fittings at 
cost 

Less Depreciation writ¬ 
ten off ... 

10,000 

2,000 

Sundry Creditors for Expenses 

Payments received in advance 

Subscriptions ... 10,000 

Advertisements ... 15,000 

8,000 

40,000 

86,000 

Stock-in-trade (below cost) 
Book Debts 

Cash in hand 
„ at Bank 

2,000* 

8,000 

Profit and Loss Account 

Balance 1-1-1942 ... 6,000 

Add Profit during the 
year ... ... 83,700 

10,000 




89,700 

Less Interim Dividend... 30,000 

59,700 








Rs. 

9,19,000 


Rs. 

9,19,000 


Note. —As it is not stated clearly why th^ Vendors were issued shares worth 
Rs. 2,00,000 as fully paid and as the various assets were purchased by the Company after 
it came into existence, the amount is considered as paid for Goodwill. 
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Problem 228 

The Bombay West Coast Navigation Co., Ltd., has an authorized Capital of 3,00,000 
shares of Hs. 10 each, of which 56,035 shares have been subscribed. The following trial 

balance as on 30th June -has been prepared by the book-keeper of the Company and 

owing to his inability to find the difference your assistance is sought. 

On carrying out the necessary examination of the accounts you find that the 
interest accrued on investments is taken into the trial balance from the statement pre¬ 
pared and that no entry therefor is made in the books. You also find that the balance of 
Profit and Loss Account, viz., Rs. 6,863 (Rs. 89,132 profits as per last balance sheet less 
Rs. 82,269 appropriations thereof), brought forward from last year is omitted, and you 
find certain other obvious errors in copying down the balances in the trial balance. 

After giving effect to the necessary corrections, you are to prepare the Balance 
Sheet and Profit and Loss Account as required by the Indian Companies Act. Deprecia¬ 
tion written off to date on “Steamers, Barges, etc.” and on “Furniture and Fittings” is 
Rs. 1,96,998 and Rs. 2,413 respectively. 

The following is the trial balance as submitted to you by the book-keeper of the 
Company: — 


Dr. Cr. 

Rs. Rs. 


Steamers, Barges, etc. 


... 3.37,743 


Furnitu re and Fittings 

... 

4,613 


Book Debts (of which Rs. 20,367 are doubtful) 

... 50,828 


Unexpired Insurance 

... 

... 27,606 


Customs Deposits 


1,110 


Investments at cost 


... 4,00,782 


Interest accrued on the above ... 


12,811 


Forfeited Shares Account 

... 

9,342 


Cash with Banks on Fixed Deposit 


... 6,00,000 


Cash with Banks on Current Accounts 


... 1,91,641 


Cash in hand 

... 

... 12,559 


Subscribed Capital 

... 

... 

5,60,350 

Calls in Arrears 



6,582 

Calls in Advance 

... 

... 4,93,315 


Reserve Fund 

... 


1,50,000 

Dividend Equalization Fund 

... 


25,000 

Provision for Doubtful Debts ... 

... 


15,367 

Unpaid Dividends 

... 


1,17,682 

Liabilities for— 




Goods Supplied 

... 


9,504 

Expenses 

... 


1,54,336 

Other Finance 



47,416 

Voyage Receipts 



3,92,178 

V oyage Expenses 

... 

... 2,14,637 


Interest 

... 

... 

19,786 

Transfer Fees 



1,630 

Expenses of Management 


!!! ... 1,28,262 


Depreciation 

... 

... 26,406 




Rs. 25,11,655 

14,99,831 

Solution 


(G. 

D. A.) 

The Bombay West Coast Navigation Co., Ltd. 


PROFIT & LOSS ACCOUNT 


For the period ended 30 th June .... 



Rs. 


Rs. 

To Voyage Expenses 

2,14,637 

By Voyage Receipts 

3,92,178 

„ Expenses of Management 

1,28,262 

„ Interest 

32,597 

„ Depreciation 

26,406 

„ Transfer Fees 

1,630 

„ Net Profit transferred to Balance 




Sheet 

57,100 



Rs. 

4,26,405 

Rs. 

| 4,26,405 
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- BALANCE SHEET 
As at ZOth June .... 


Capital & Liabilities 
Authorised Capital 

Rs. 

Property & Assets 
.Steamers, Barges etc.,at 

Rs. 

3,00,000 Shares of Rs. 20 each 

60,00,000 

cost 

Less Depreciation to 

5,34,741 

Subscribed Capital:— 

56,035 Shares of Rs. 20 each, Rs. 
Rs. 10 per share called up 5,60,350 


date 

Furniture and Fittings at 

1,96,998 

Less Calls in Arrears ... 6,582 


cost 

Less Depreciation to 

7,026 

5,53,768 

Forfeited Shares Account ... 9,342 

5,63,110 

date 

Sundry Debtors:— 

2,413 

Calls received in Advance ... 

4,93,315 

Considered Good 

30,461 

Reserve Fund 

Dividend Equalization Fund 

1,50,000 

25,000 

„ Doubtful .. 

20,367 

Provision for Doubtful Debts 

15,367 

Unexpired Insurance 


Dividends Unpaid . 

1,17,682 

Customs Deposits 

. ... 

Liabilities:— 


Investments at cost 

. 

For Goods Supplied ... 9,504 


Interest Accrued on Investments ... 

For Expenses ... 1,54,336 

For Other Finance ... 47,416 

2,11,256 

Cash and Other Balances:- 
With Banks on Fixed 
Deposit 

With Banks on Current 

6,00.000 

Profit and Loss Account:— 

Balance as per last Balance 


Account 

1,91,641 

Sheet ... 89,132 

Less Appropriations ... 82,269 

6,863 

Add Net Profits this year 57,100 

63,963 

In hand 

12,559 

Rs. 

16,39,693 


Rs. 


Rs. 


3,37,743 


4,613 


50,828 

27,606 

1,110 

4,00,782 

12,811 


8,04,200 


16,39,693 


Note.— As the number of shares subscribed is 56,035 shares of Rs. 10 each and as 
the Subscribed Capital Account shows a credit balance of Rs. 5,60,350 in the Trial Balance, 
the shares are evidently fully called, and it is difficult to see how under such circum¬ 
stance there can be any calls in advance. It has, therefore, been assumed that the 
value of each share is Rs. 20 instead of Rs. 10. 


Problem 229 

From the following balances abstracted on 31st December 1943 from the books 
of the Bombay Cotton Mills, Limited, prepare a Balance Sheet in the Form prescribed 
under the Indian Companies Act, showing full particulars of the appropriation of Profit 
since the last Balance Sheet: — 

The Mill was started on 1st January 1941 with a Nominal Capital of Rs. 14,00,000 
divided into 7,000 shares of Rs. 200 each. 

Out of the 7,000 shares 5,250 were issued to the public, but only 4,200 were actually 
taken up. Rs. 150 were called up per share. Out of Rs. 1,26,000 Book Debts, Rs. 21,000 
were due by Directors, Rs. 14,000 were Doubtful, and Rs. 7,000 were Bad. Out of 
Rs. 6,09,000 Creditors, Rs. 49,000 were due to merchants for Stores, etc., Rs. 4,20,000 due 
to Bank of India, Limited, for a fixed Loan which is secured by Mortgage on Buildings 
and Machinery, Rs. 1,05,000 due on Messrs. Dalai & Co.’s loan which is secured by a 
charge over the Stock-in-trade, Rs. 14,000 due for Excise Duty, and the balance was due 
to sundry unsecured Creditors. 

It was resolved on 3rd March 1943 that out of the credit balanoe of Profit as per 
the last Balance Sheet as on 31st December 1942 a dividend at Rs. 20 per share be paid 
as the final dividend for the second half of 1942, Rs. 84,000 be carried to the Reserve 
Fund, Rs. 10,000 to Employees’ Bonus Fund, and Rs. 30,000 be written off the Preliminary 
Expenses. It was further resolved on 5th September 1943 that an Ad Interim Dividend 
at Rs. 36 per share be paid for the first half of 1943. 
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Trial Balance 




Rs. 



Rs. 

Land 

70,000 

Cash in Office 


12,600 

Capital 

6,30,000 

Employees Bonus Fund 


14,000 

Buildings 

3,50,000 

Salaries Due 


5,600 

Calls in Arrears 

35,000 

Bad Debts Reserve 


6,300 

Creditors 

6,09,000 

Cash at Bank of India 


58,800 

Reserve Fund 

1,54,000 

Live Stock 


5,000 

Preliminary Expenses (including 


Machinery 


4,90,000 

Rs. 12,000 for Brokerage on 


Loose Tools 


1,19,000 

Shares) 

42,000 

Book Debts 


1,26,000 

Stores and Spare Gear 

91,000 

Unpaid Dividend 


3,500 

Wages Due 

9,100 

Credit Balance of Profit 

& Loss 


Godown Rent Due 

3,500 

Account (after being 

credited 


Cash at Mill 

2,100 

Rs. 3,51,200 for this year’s Profit 


Stock-in-trade (at cost) 

2,40,000 

and debited for Appropriations 


Unexpired Insurance 

3,500 

as per Resolutions, dated 3rd 




March and 5th September) 

2,10,000 

Solution Bombay Cotton Mills, Ltd. 




BALANCE SHEET 


As at 31st December 1943 


Capital and Liabilities 

Rs. 

Property and Ass<?/s 

Rs. 

Nominal Capital:— 


Land at cost 

70,000 

7,000 Shares of Rs. 200 each ..., 

14,00,000 

Buildings at cost ... ... 

3,50,000 

Issued Capital:— 


Machinery at cost 

4,90,000 

5,250 Shares of Rs. 200 each 

10,50,000 

Preliminary Expenses ... ...; 

30,000 

Subscribed and Called-up Capital:— 


Brokerage on Shares ... ... : 

12,000 

4,200 Shares of Rs. 200 


Stores and Spare Gear at cost ... ; 

91,000 

each, Rs. 150 per share Rs. 


Loose Tools at cost ... ...; 

1,19,000 

called up ... ... 6,30,000 


Live Stock ... ... : 

5,000 

Less Calls in Arrears ... 35,000 


Stock-in-trade at cost ... .../ 

2,40,000 


5,95,000 

Book Debts:— Rs. 


Reserve Fund ... 

1,54,000 

Due by Directors ... 21,000 ! 


Employees' Bonus Fund ... ...j 

14,000 

Considered Good ... 84,000 


Provision for Bad and Doubtful Debts j 

6,300 

Doubtful... 14,000 :• 


Loan (from Bank of India) on Mort- l 


Bad ... 7,000 , 


gage of Buildings and Machinery ... j 

4,20,000 


1,26,000 

Lqan secured by Stock-in-trade 

1,05,000 

Unexpired Insurance 

3,500 

Unclaimed Dividends ... ...j 

3,500 

Cash and Other Balances :— i 


Liabilities; 


At Bank of India ... 58,800 | 


For Goods Supplied ... 49,000 


„ Office ... 12,600 ji 


„ Expenses ... 32,200 


„ Mill ... 2,100 ! 


„ Other Finance ... 21,000 


! 

73,500 

j 

1,02,200 

| 


Profit and Loss Appropriation 

i 



Account:— 

! 

1 


Balance on 1-1-1943 ... 2,18,000 




Less Appropriations as under :— 




Final Dividend for 




the year 1942 at Rs. 



! 

Rs. 20 per share 84,000 



j 

Reserve Fund ... 84,000 




Empl oyees' 



l 

Bonus Fund ... 10,000 



i: 

Preliminary Ex¬ 




penses ... 30,000 




2,08,000 



j 1 

10,000 



ij 

It 

Add Net Profit this year ... 3,51,200 



Ij 

3,61,200 




Less Interim Dividend upto 




June 1943 at Rs. 36 per share 1,51,200 





2,10,000 



Rs. 

|l6,10,000 

Rs. 

16,10,000 
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Problem 230 


The following is the Trial Balance at 30th June 1943 of the L. Y. Manufacturing 
Company, Limited: — 


Stock, 30th June 1942 




£ 

7,500 

£ 

‘ Sales • 




35,000 

Purchases 


... 


24,500 

Productive Wages 

•• • 

... 


5,000 


< Discounts 




700 

500 

Salaries 

••• 



750 


Rent 




495 


General Expenses 




1,705 


Profit and Loss Account, 30th June, 1942 




1,503 

Dividend paid, August 1942 ' 


... 


500 

Interim Dividend paid February, 1943 


•.. 


400 


Capital—10,000 £ 1 shares, fully paid 

... 




10,000 

Debtors and Creditors 


... 


3,750 

1,750 

Plant and Machinery 




2,900 

Cash in hand and at Bank 


... 


1,620 


Reserve 

... 



1,550 

Loan to Managing Director 




325 

Bad Debts 

... 

... 


158 


Stock, 30th June 1943 



£ 

50,303 

8,200 

50,303 


You are required to make out the Trading Account, and Profit and Loss Account 
for the year ended 30th June 1943, and the Balance Sheet as at the latter date. You are 
also to make provision in respect of the following : — 

(1) Depreciate Machinery 10% per annum. 

(2) Reserve 5% Discount on Debtors. 

(3) Allow 2\% Discount on Creditors. 

(4) Provide Managing Director’s Commission, 15% on the net profit, before 
deducting his commission. 

(5) One Month’s Rent £45 per mensem was due on 30th June. 

(6) Six Months’ Insurance was unexpired at £75 per annum. ■ 


Solution L. Y. Manufacturing Co., Ltd. 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 30 th June 1943 



£ s. d. 


£ 5. d. 

To Stock, 1st July 1942 

7,500 0 0 

By Sales 

35,000 0 0 

„ Furchases 
„ Productive Wages 
„ Gross Profit c/d.... 

24,500 0 0 
5,000 0 0 
6,200 0 0 

,, Stock 

8,200 0 0 

£ 

43,200 0 0 

£ 

43,200 0 0 

To General Expenses 
„ Salaries 
„ Rent 
„ Discounts 
„ Bad Debts 

„ Depreciation on Machinery 
., Managing Director’s Com¬ 
mission 

„ Net Profit carried to P. and 

L. Appropriation Account 

1,667 10 0 
750 0 0 
540 0 0 
343 15 0 
158 0 0 
290 0 0 

367 12 3 

2,083 2 9 

By Gross Profit b/d. 

6,200 0 0 

£ 

6,200 0 0 

£ 

6,200 0 0 


Note.—A s there is no separate item of Insurance, it is assumed that the same is 
included in General Expenses. 
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m 


PROFIT AND LOSS APPROPRIATION ACCOUNT 


To Interim Dividend paid in 
February 1943 
„ Balance c/fd. 

£ s. d. 

400 0 0 
2,686 2 9 

By Balance of previous £ 

year ... 1,503 

Less Dividend paid... 500 

„ Profit & Loss Account 

£ s. d. 

1,003 0 0 
2,083 2 9 

£ 

3,086 2 9 

£ 

3,086 2 9 


BALANCE SHEET 


As at 30 th June 1943 


Capital &Liabilities S 

£ $. d. 

Property & Assets £ s. d. 

£ s. d. 

Authorised Capital 


Plant & Machinery 2,900 0 0 


10,000 Shares of £1 each ... 

10,000 0 0 

Less Depreciation 


1 


written off... 290 0 0 


Issued, Subscribed, and Paid-up 1 



2,610 0 0 

Capital 


Stock at cost ... 

8,200 0 0 

10,000 Shares of £1 each, 


Debtors (good) ... 3,750 0 0 


fully paid 

10,000 0 0 

Less Reserve 


Reserve 

1,550 0 0 

for Discounts 187 10 0 


Creditors:— £ s. d. 



3,562 10 0 

On Open Accounts 1,750 0 o 


Unexpired Insurance 

37 10 0 

Less Reserve 


Cash in hand and at Bank 

1,620 0 0 

for Discount 43 15 0 




1,706 5 0 

1 


i 

For Commission 



1 

and Expenses... 87 12 3 



i 

i 


1,793 17 3 



Profit & Loss Appropriation A/c. 

2,686 2 9 


1 

£ 

16,030 0 0 

£ 

16,030 0 0 


Note— Loan to Managing Director, £325 has been deducted from the Commission 
due to him. 


Problem 231 ' 

Prepare an Income and Expenditure Account and Balance Sheet from the following 
Trial Balance and particulars of the Associated Land and Building Co., Ltd., as on 
30th April 1943. Make a Reserve of Rs. 147 for Audit Fee and Rs. 175 for Repairs. 
Interest on Mortgage has been paid to 31st December 1942. Two tenants, Lowji and Co., 
and Karsondas Bros., at Rs. 1,260 a year each have paid rent to 31st March 1943. The 
only other tenants are those mentioned in the Trial Balance. Provide for a dividend 
of 6 per cent on the Capital and carry the balance to the Reserve Fund. 


Dr. Balances 


Rs. 

Romer, half-year’s rent due 31st Rs. 

Incidental Expenses 


35 

March 

1,680 

Postages 


21 

Land and Buildings 

.. 1,75,000 

Bank Commission 

>. 

28 

Income-tax 

259 

Interest on Mortgage 


1,680 

Kapadia, half-year’s rent to 31st 

Secretary’s remuneration 


560 

December 1942 

630 

Patel, half-year’s rent due 

31st 


Bank,, 

4,263 

January 


560 

Cr. Balances 


Dastoor, half-year’s rent due 28th 


Registration and Transfer Fees 

7 

February 


630 

Bank Interest 

105 

Repairs and Paintings 


245 

Reserve Fund 

8,540 

Fire Insurance 


84 

Rentals 

9,170 

Stationery and Printing 


112 

Capital Account, 3,000 Shares 

of 

Mulla, half-year’s rent due 

31st 


Rs. 35 each fully paid 

.. 1,05,000 

December 1942 


840 

Forfeited Shares 

70 

Heating and Ventilating 

., 

350 

A. Barton (Mortgage 4 per cent) 63,000 




1 Creditors 

1,085 









TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution 


The Associated Land & Building Co., Ltd. 
INCOME AND EXPENDITURE ACCOUNT 


For the year ended 30 th April 1943 


'o Interest on Mortgage 
„ Secretary’s Remuneration 
„ Repairs and Painting 
„ Heating and Ventilating 
„ Income-tax 
„ Audit Fees 
„ Stationery and Printing 
„ Fire Insurance 
„ Incidental Expenses 
„ Bank Commission 
„ Postages 

„ Balance being Surplus of Income 
over Expenditure 



Rs. 


Rs. 

2,520 

By Rentals 

11,130 

560 

„ Bank Interest 

105 

420 
! 350 

| 259 

1 147 

i 112 

i 84 

35 
28 
21 

„ Registration & Transfer Fees 

7 

i 

6,706 



11^242 

Rs. 

11,242 


BALANCE SHEET 
As cut 30th April 1943 


Capital & Liabilities 

it 

i ! Rs. 

Authorised Capital 

! | 



Subscribed & Paid-up Capital 

!' 

3,000 Shares of Rs. 35 each, 


fully paid ... 1,05,000 

Add Forfeited Shares A/c. 

70 , 

— 

1,05,070 

Reserve Fund—Balance 

8,540m 

Add Transfer from P. & 

|i 

L. Appropriation A/c. ... 

406; 

— 

: 8,946 

A. Barton’s Loan on Mortgage 

... 63,000 

Interest accrued on above ... 

840 

Creditors:— 

i ! 

On Open Accounts 

1,085 

For Expenses 

322 

— 

- 1,407 

P. & L. Appropriation Account 

I 

Balance from Income & 

i! 

i. 

Expenditure Account ... 

6,706 

Less Transferred to Reserve 

$ 

Fund 

4061 


Rs. 


6,300 


il ,85,563 


Property & Assets 
Land & Buildings 
Sundry Debtors for Rents 
Cash at Bank 


Rs. 

1,75,000 

6,300 

4,263 


Rs. 


1,85,563 


Notes. — (1) Entry for Dividend can only be passed after the Dividend is declared 
at the Annual General Meeting, following the preparation of accounts. 

(2) Rent due or accrued, but not received, and not booked, is\ Rs. 1,960 and this can 
be ascertained from the particulars given in the adjustments and the Trial Balance. 

(3) It is not clear whether the figure of Land and Buildings represents their original 
cost or depreciated value. 











ACCOUNTS OF JOINT STOCK COMPANIES 


Problem 4M 

From the following Trial Balance of the Premier Rubber Company, prepa re P rofit 
and Loss Account and Appropriation Account for the year ended 31st December MHI and 
Balance Sheet as on that date: — 


Share Capital, Authorised and Issued 

Leasehold Estate in Sumatra . ... 

Development Account, 1st Janua ry M BE i ^ ... 

Expenditure in Sumatra during ' > K ~ Rs. 

Upkeep of producing area, tapping, manufacturing, shipping, etc. 1,83,030 
Further outlays on areas not in bearing ... ... 51,060 


Buildings and Machinery 

Inventory of Cattle, Stores, etc. ... ... ... 

Stock of Rubber in Store and in Transit at 31st December, Mfl* 

Proceeds of Rubber sold 

Profit on Exchange 

Directors'Fees 

Audit Fees 

Income-tax 

Interest on Deposit 

Transfer Fees 

Cash at Bankers and in hand 
Sundry Debtors 
Sundry Creditors 
General Reserve 

Profit and Loss Balance, after payment of Rs. 1,25,000 Final 
Dividend for M ^ ... 

Interim Dividend paid 31st July, ‘ * > 


Rs. 


Rs. 

Rs. 

10,00,000 

7,38,450 

2,96,720 


2,34,090 

1,37,200 

10,530 

1,42,410 

i 

I 

i 

1 4,23,970 


140 

8,500 


2,540 


24,300 

640 


100 

74,880 


11,020 

45,810 

1,50,000 

84,980 

25,000 

17,05,640 

! 17,05,640 


Provide 10 per cent Depreciation on Building and Machinery, carry Rs. 50,000 to 
General Reserve and provide for additional remuneration of the Directors, viz., 2\ per cent 
on the profit for the year before charging Income-tax and the General Reserve. The 
Stock of Rubber in Store and in Transit on 31st December 1943 was valued at 
Rs. 1,56,860. 

(B. Com.) 

Solution The Premier Rubber Co., Ltd. 

PROFIT AND LOSS ACCOUNT 


For the year ended 31st December 1943 


i 

r 

Rs. a. 


i' 

Rs. a. 

To Stock of Rubber in Store 


By Sales 

i 

4,23,970-0 

and in Transit 

1,42,410-0 

,, Stock of Rubber in 

Store | 


„ Expenditure in Sumatra 


and in Transit 

...1 

1,56,860-0 

during 1943 



I 


Upkeep of Producing ii 





Area, Tapping, Manu- i 1 





facturing, Shipping, etc. ... 

1,83,030-0 


i, 


„ GrosS Profit c/d. ... 

2,55,390-0 


L 


Rs. 

5,80,830-0 


Rs. r 

5,80,830-0 

To Directors 1 Fees 

8,500-0 

By Gross Profit b/d. 

.Jr 

2,55,390-0 

„ Audit Fees ... ... 

2,540-0 

„ Profit on Exchange 


140-0 

„ Depreciation—Building and 


„ Interest on Deposit 


640-0 

Machinery at 10% 

13,720-0 

„ Transfer Fees ... 

... ij 

100-0 

„ Additional Remuneration to 

i 


j 


Directors 

5,787-12 




„ Net Profit transferred to 

i 


ii 


Appropriation Account 

2,25,722-4 


it 

j! _ 


Rs. 

2,56,270-0 


R, 'i 

2,56,270-0 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


PROFIT AND LOSS APPROPRIATION ACCOUNT 



| Rs. a. 


Rs. a. 

To Dividend for 1942 ... 

1,25,000-0 

By Profit of last year 

2,09,980-0 

„ Interim Dividend ... 

„ Income-tax 
„ General Reserve ... 

., Balance available for Distri¬ 
bution 

25,000-0 

24,300-0 

50,000-0 

2,11,402-4 

„ Net Profit during the year ... 

2,25,722-4 

Rs. 

4,35,702-4 

Rs. 

4,35,702-4 


BALANCE SHEET 


As at 31st December 1943 


Capital and Liabilities 

Rs. 

Property and Asscfs 

Rs. 

Authorised Capital 

10,00,000 

Leasehold Estate in Sumatra 



at cost 

7,38,450 

Issued and Subscribed Capital ...1 

j 

10,00,000 

Development Account at cost:— 
Balance as at 1st Rs. 


Paid-up Capital ... ...; 

10,00,000 

January 1943 ... 2,96,720 


General Reserve 

Liabilities:— Rs. 

2,00,000 

Add Additions 
during the year... 51,060 

3,47,780 

1,23,480 

For Goods Supplied 45,810 
„ Additional Re¬ 
muneration to 

Directors 5,787-12 ] 

Profit and Loss Appropriation 

51,597-12 

Building and Machinery 

at cost ... 1,37,200 i 

Less Depreciation 13,720 i 

Stock of Cattle, Stores, etc., as 

Account—Balance ... 

2,11,402-4 

per Inventory, at cost 

Stock of Rubber in Store and 
in Transit 

Sundry Debtors (good) 

Cash in hand and at Bankers ... 

| 10,530 

1,56,860 

11,020 

74,880 

Rs. 

14,63,000 

Rs. 

14,63,000 






Problem 233 

The following Trial Balance of the Universal Manufacturing Company on 31st 
December, 1943 (on which date the cashier had in hand Rs. 450) was prepared by an 
inexperienced Ledger Clerk : — 

Dr. Balances Rs. Cr. Balances Rs. 

Machinery .. 9,92,700 ^ Subscribed and fully called Capital 12,50,000 

Unclaimed Dividends .. .. 1,700 cV Discount on Debentures .. 5,000 

Freehold Land .. .. .. 1,50,400- Interest on Sinking Fund 

Preliminary Expenses 8,320 Investments .. .. 8,000 1 

^Sinking Fund for Redemption of Sinking Fund Investments .. 2,50,000 v ^ 

Debentures .. 2,50,000^ Sundry Creditors .. r. 2,00,025*. 

Sundry Debtors .. 2,50,000 v Goodwill .. .. .. 50,000 I •' 

1 Depreciation on Machinery 55,000 v Miscellaneous Receipts .. .. 400 

Wages .. 75,000 Loose Tools 4,225 m 

Salaries 20,913- 4% Debentures (to be redeemed 

Purchases .. 6,47,000* on 31-12-1947) .. 3,00,000- 

Bad Debts 3,400 Reserve for Bad Debts .. .. 10,000 * 

Directors’ and Auditors’ Fees 2,900 Interest on War Bonds .. .. 3,000'. 

Interest on Debentures .. 6,000- Sales .. .. .. .. 9,83,500 

Insurance 3,000* P. & L. Balance (Cr.) .. .. 9,600* 

Depreciation on Buildings .. 15,000 v Returns from Customers .. 4,700 

Cash at Bank .. .. 17,300- v Depreciation Fund .. .. 2,02,400 

Reserve Fund 47,600 ^ / Bank Charges .. .. 150 ^ 

Returns frd*i Purchases .. 3,500 v Discount on Sales .. .. 1,300 

6% War Bonds .. .. .. 1,00,000 ^ 
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Dr. Balances 

Rs. 

.. 19,000 y 

Motive Power 

Bills Payable 

.. 9,300 0/1 

Buildings 

.. 4,50,600 J 

Stock (31-12-1943) 

.. 1,37,000 

General Expenses 

.. 1,417 ' 

Repairs 

.. 3,900 y 

Postage, Stationery, etc. .. 

.. 2,100 J 

Rent, Rates & Taxes 

6,200 

Carriage 

.. 2,000- 

Travelling Expenses 

.. 1,050-' 


Rs. 32,82,300 


Cr. Balances Rs. 


Rs. 32,82,300 


You are required to prepare Trading and Profit and Loss Account and Balance 
Sheet as required by the Indian Companies Act after making the following adjustments : 

Reserve for Bad Debts is to be maintained at 5 per cent on Sundry Debtors. 
Directors’ Fees amounting to Rs. 300 are to be provided. Insurance is paid for the year 
ending 31st March 1944. Write off the whole of Preliminary Expenses. Add Rs. 10,000 
to Sinking Fund for Redemption of Debentures. The Closing Stock includes goods worth 
Rs. 3,000 received on the last day and which have hot been passed through the 
Purchase Book. The Authorized Capital of the Company is Rs. 15,00,000 divided into 
15,000 Shares of Rs. 100 each. The Stock on 31st December 1942 was Rs. 1,30,000. 

(B. Com.) 

Solution 

Note.— In cases like this, it is advisable to prepare an amended Trial Balance even 
roughly, if time permits. 

AMENDED TRIAL BALANCE 
As on 31st December 1943 


;| 

Dr. 

~T 

Cr. 

i. 

Rs. 

i 

Rs. 

Stock ... ... ...j; 

1,30,000' 

Unclaimed Dividends ... 

1,700 ' 

Machinery 

9,92,700 - 

Sinking Fund for Redemption of 1 


Freehold Land ... ... | 

1,50,400- 

Debentures ... ...j 

2,50,000 

Preliminary Expenses ... 

8,320 < 

Reserve Fund ... ...i 

47,600 v 

Sundry Debtors ... ...! ! 

2,50,000. 

Returns from Purchases ...' 

3,500 v 

Wages 

75,000* 

Bills Payable 

9,300 v 

Salaries 

20,913 * 

Subscribed and fully called Capital ... 

12,50,000' 

Purchases 

6,47,000. 

Interest on Sinking Fund Investments! 

8,000 

Bad Debts 

3,400- 

Sundry Creditors ... ...1; 

2,00,025 - 

Directors' and Auditors' Fees 

2,900' 

Miscellaneous Receipts ...j 

, 400- 

Interest on Debentures 

6,000 

4% Debentures 

3,00,000 t 

Insurance 

3,000 

.Reserve for Bad Debts 

10,000~ 

Cash at Bank 

17,300 

Interest on War Bonds 

3,000" 

Cash in hand ... ... j 

450* 

Sales 

9,83,500 

6% War Bonds 

1,00,000V 1 

Profit and Loss Account Balance ... 

9,600 

Motive Power ... ...1 

19,000' 

Depreciation Fund ... 

2,02,400 - 

Buildings ... ...'' 

4,50,600 



General Expenses 

1,417* 



Repairs ... ... j 

3,900- 



Postage, Stationery, etc. 

2,100 



Rent, Rates and Taxes ... | 

6,200' 



Carriage 

2,000‘ 

i 


Travelling Expenses ... ... 1 i 

1,050' 



Discount on Debentures ...1 

5,000 ; 



Sinking Fund Investments 

i 2,50,000-' 



Goodwill ... ...!' 

50,000 * 



Loose Tools 

4,225^ 



Returns from Customers ...| 

4,700 • 


, 

Bank Charges 

15(K 


i 

Discount on Sales ... ... 

1,300* 


> 

Depreciation on Machinery 

55,000* 

. 

j 

„ Buildings 

15,000- 



Rs. 

32,79,025 

Rs. 

32,79,025 


22 
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typical problems in advanced accounting 


The Universal Manufacturing Company, Ltd. 
TRADING AND PROFIT & LOSS ACCOUNT 


For the year ended 31st December 1943 


Rs, 

Rs. 

Rs. 

Rs. 

To Stock 

1,30,000 

By Sales ... ... 9,83,500 


„ Purchases ... ... 6,50,000 


Less Returns ... 4,700 


Less Returns ... 3,500 



9,78,800 


6,46,500 

,, Stock at end 

1,37,000 

„ Wages 

75,000 



„ Carriage 

2,000 



„ Motive Power 

19,000 



„ Gross Profit c/d. 

2,43,300 



Rs. 

11,15,800 

Rs. 

11,15,800 

To Salaries 

20,913 

By Gross Profit b/d. 

2,43,300 

„ Rents, Rates and Taxes 

6,200 

„ Miscellaneous Receipts 

400 

„ Directors' & Auditors' Fees 

3,200 

,, Interest on War Bonds 

6,000 

„ Repairs 

3,900 



„ Insurance 

2,250 



,. Postage, Stationery, etc. 

2,100 



„ General Expenses 

1,417 



„ Travelling Expenses ... 

i 1,050 



„ Bank Charges 

150 



„ Discount on Sales 

1,300 



„ Bad Debts 

! 3,400 



„ Interest on Debentures 

j 12,000 



„ Reserve for Bad Debts 

2,500 ! 



. „ Discount on Debentures 

\ 



(l/5th written off) 

! i.ooo 



„ Preliminary Expenses... 

8,320 



„ Depreciation on: — 




Machinery ... 55,000 




Buildings ... 15,000 





70,000 



„ Net Profit to Appropriation A/c. 

1,10,000 



Rs. 

2.49,700 

Rs. 

2,49,700 

—- _ - _ 





BALANCE SHEET 
As at 31 st December 1943 


Capital & Liabilities 
Authorised Capital:— 

15,000 Shares of Rs. 100 each ... 


Subscribed and fully Called 
Capital:— 

12,500 Shares of Rs. 100 each, 
fully paid ... ... ...! 

4% Debentures ... ... ...! 

Interest accrued on above ...[ 

Reserve Fund ... ... ...j 

Sinking Fund for Redemption Rs. ! 

of Debentures ... 2,60,0001 

Interest on Sinking Fund 
Investments ... ... 8,000 


Depreciation Fund 
Reserve for Bad Debts 
Unclaimed Di vidends 


Rs. 

15,00,000 


12,50,000 

3,00,000 

6,000 

47,600 


2,68,000 

2,02,400 

12,500 

1,700 


Property & Assets 


Rs. 

Goodwill at cost 


50,000 

Freehold Land at cost 


1,50,400 

Buildings „ 


4,50,600 

Machinery „ 


9,92,700 

Loose Tools „ 


4,225 

Stock-in-trade 


1,37,000 

Book Debts (good) 


2,50,000 

Unexpired Insurance 


750 

Discount on Debentures ... 


4,000 

6% War Bonds 


1,00,000 

Interest due on above 


3,000 

Sinking Fund Investments at cost ... 

2,50,000 

Cash:— 

Rs. , 


At Bank 

17,300' 


In hand 

450 

17,750 
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BALANCE SHEET— Contd. 


Creditors:— 

On Open Accounts 

For Bills Payable 

For Expenses 

Rs. 

2,03,025 

9,300 

300 

Rs. 

2,12,625 


Rs. 

Profit and Loss Account :— 
Balance from last year ... 
Add • Profits this year ... 

9,600 

1,10,000 



1,19,600 

Less Transf erred to Sinking 

Fund for Redemption 
of Debentures ... 10,000 

1,09,600 








Rs. 

24,10,425 

Rs. 

24,10,425 


Problem 234 

The Reliance Colliery Co., Ltd., which has an Authorized Capital of Rs. 20,00,000 
divided in 20,000 Shares of Rs. 100 each, of which 10,0p0 Shares have been issued, makes up 
accounts annually to 30th September. The Ledger Balances on 30th September 1943 
were as follows : — 


Freehold Property 

Rs. 

4,36,260 

Insurance 


Rs. 

3,000 

Plant and Machinery 

2,27,460 

Betterment Fund Levy Account 


Share Capital 

10,00,000 

(debit balance) 


2,020 

Locomotives 

58,000 

Wagon Revenue Account 

(debit 


Steam Wagon and Motor Car .. 

11,000 

balance) 


16,310 

Wagons 

1,76,000' 

Salaries 


28,380 

Coal Stock—2,514 tons 

14,630 

Sales Agency Commission 
Directors’ Fees 


14,050 

Preliminary Expenses 

21,000 


3,750 

Wages 

20,61,310 

Bank Charges 


4,850 

Workmen’s Compensation Insur¬ 


Office Rent and Expenses 


17,350 

ance (coal production account) 

73,410 

Discount Account (credit balance) 

3,830 

National Health and Unemploy¬ 


Sales—2,40,240 tons 

. 31,37,290 

ment Insurance (coal production 


Carriage, etc., on Coal .. 


1,71,280 

account) 

9,280 

Sundry Debtors 


3,92,680 

Timber and Pitwood 

1,89,220 

Sundry Creditors 


1,86,410 

Stores 

82,190 

Cash in hand 


5,920 

Repairs 

1,03,140 

National Bank, Limited 

(debit 

Horses and Horsekeep 

69,060 

balance) 


68,470 

Electric Power 

42,470 

Profit and Loss Account 

(credit 


Rent, Royalties and Way leaves .. 

34,030 

balance) 


1,34,020 

Rates 

25,030 

Dividend Account 


1,00,000 


Stock Valuations on 30th September 1943 were as follows : — 

Rs. 

Timber and Pitwood .. .. 10,110 

Stores ... .. .. .. 15,320 

Horsekeep (balance of fodder) .. .. .. 3,500 

• Coal — 2,274 tons .. .. 10,100 

Horses were valued on 30th September 1943 at Rs. 20,450. One-third of the 
balance of Preliminary Expenses is to be written off. Depreciation is to be Written 
off at: — 

5 per cent on Plant and Machinery 
7i per cent on Locomotives 
15 per cent on Steam Wagon and Motor Car 
7J per cent on Wagons. 

The output during the year was 2,63,880 tons, of which 24,220 tons were consumed 
under boilers. 1 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Prepare Coal Production Account (showing proceeds and cost of production per ton 
of output disposable), Trading and Profit and Loss Account for the year to 30th September 
1943 and Balance Sheet as on that date. 

Solution 

The Reliance Colliery Co., Ltd. 

COAL PRODUCTION ACCOUNT 


For the year ended 30th September 1943 


1 

Rs. 


Rs. 

ToWages 

20,61,310 

By Cost of Production :— 


„ Timber and Pitwood... 

1,79,110 

Tons 


„ Stores 

66,870 

Total Output ... 2,63,880 


„ Repairs ... 

1,03,140 

Less Consump- 


„ Horsekeep 

45,080 

tion of Coal •... 23,880 


„ Electric Power 

42,470 



„ Rent, Royalties and Wayleaves ... 

34,030 

Net Output ... 2,40,000 


„ Rates 

25,030 



„ Workmen's Compensation 


@ Rs. 10-15-118 per ton 

26,39,730 

Insurance 

73,410 



„ National Health and Unemploy¬ 




ment Insurance ... 

9,280 



Rs. 

26,39,730 

Rs. | 

26,39,730 


Note.— The difference between the quantity of coal as at the start plus the 
output of the year and the quantity sold plus the quantity of closing stock is taken as 
the quantity consumed. 


TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 30 th September 1943 



[ Tons 

Rs. 

| 

Tons 

Rs. 

To Stock on 1-10-42 

2,514 

14,630 

By Sales ... ...i 

2,40.240 

31,37,290 

„ Cost of Coal raised 

2,40,000 

26,39,730 

,, Stock of Coal 

2,274 

10,100 

„ Carriage, etc. on 






coal sold 

i 

1,71,280 




„ Wagon Revenue 






Account 


16,310 




„ Gross Profit c/d. 

! 

3,05,440 





2,42,514 

1 __ 

31,47,390 


2,42,514 

31,47,390 

To Salaries 


28,380 

By Gross Profit b/d. ... 


3,05,440 

„ Office Rent and Expenses 

17,350 

,, Discount 

... 

3,830 

„ Sales Agency Commission 

14,050 




„ Insurance 


3,000 




„ Directors'Fees 


3,750 




„ Bank Charges 


4,850 




„ Betterment Fund 

Levy 





Account 


2,020 




„ Preliminary Expenses—1/3rd 





written off 


7,000 




„ Depreciation:— 

Rs. 





Plant 

11,373 





Locomotives 

4,350 





Steam Wagons 

1,650 





Wagons 

13,200 







30,573 




„ Net Profit carried to 

F\& L. 





Appropriation Account 

1 1,98,297 





Rs. 

3,09,270 


Rs. 

i 

3,09,270 
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The Reliance Colliery Co., Ltd. 
BALANCE SHEET 


As at 30 th September 1943 


Capital and Liabilities 

Rs. 

Property and Assets 

Rs. 

Rs. 

Authorised Capital:— 



Freehold Property 


4,36,260 

20,000 Shares of Rs. 100 each 

20,00,000 

Plant and Machinery ... 

2,27,460 


Issued, Subscribed and 

Paid-up 


Less Depreciation 



Capital:— 



written off 

11,373 


10,000 Shares of Rs. 

100 each, 




2,16,087 

fully paid 


10,00,000 

Locomotives 

58,000 


Sundry Creditors 

—i 

1,86,410 

Less Depreciation 



P r o fi t and Loss Appropriation 


written off 

4,350 


Account:— 


j 


— 

53,650 


Rs. 


Steam Wagon and 



Balance from last year.. 

.. 1,34,020 

! 

Motor Car at cost... 

11,000 


Add Profit this year . 

.. 1,98,297 

i 

Less Depreciation 






written off 

1,650 



3,32,317 

;i 



9350 

Less Dividend paid 

.. 1,00,000 


Wagons 

1,76,000 





Less Depreciation 





!; 2,32,317 | 

written off 

13,200 







1,62,800 




Preliminary Expenses 

... 

14,000 




Horses 


20,450 



i 

Stock (at cost):— 






Stores 

15,320 





Timber and Pitwood 

10,110 





Coal 

10,100 





Fodder 

3,530 







39,060 




Sundry Debtprs (good)... 


3,92,680 




Cash:— 






With National Bank 

68,470 





On hand 

5,920 

74,390 


Rs. 

|! 14,18,727 


Rs. 

14,18,727 


Problem 235 

On 31st December 1942, A, B and C convert their business into a Joint-stock 
Company with a Nominal Capital of Rs. 1,00,000 when their Balance Sheet was as under: 


Balance Sheet 



Liabilities 

Rs. 

Assets 

Rs. 

Creditors 


14,000 

Land and Building 

.. 30,000 


Rs. 


Machinery 

20,000 

A’s Capital 

.. 27,000 


Stock 

.. 10,000 

B’s „ 

.. 21,000 


Debtors 

.. 20,000 

C’s „ 

.. 18,000 

66,000 




Rs. 

80,000 


Rs. 80,000 


The following arrangement was agreed upon by all the partners: — 

(1) A Goodwill Account was to be created for Rs. 28,000. t 

(2) Land and Building, Machinery and Stock to be taken over by the Company 
at book value. w 

(3) The Company to allot shares for Rs. 88,000 to the Vendors, as purchase 
consideration. 

(4) Book Debts were to be realized and Creditors were to be paid off by the 
Company on behalf of the Vendors. 
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On 31st December 1943, other Accounts stood as under in the Company’s Ledger: 



Rs. 



Rs. 

Wages 

.. 4,000 

Debtors 


.. 23,000 

Carriage 

1,200 

Cash 


200 

Discount Allowed 

1,300 

A’s Drawings 


600 

Repairs 

300 

B’s 


600 

Rates and Insurance 

400 

C’s „ 


400 

Coal 

200 

Sales 


.. 60,100 

General Expenses 

1,300 

Discount charged 


900 

Purchases 

Preliminary Expenses 

.. 38,000 

700 

Creditors 


.. 5,200 


The Stock on hand on 31st December 1943 amounted to Rs. 23,000. 

The Debtors on 31st December 1943 included Rs. 7,000 belonging to the Vendors, 
Rs. 3,000 of which was irrecoverable and should be written off. All the liabilities of 
the old firm have been discharged. Discount allowed and discount charged included 
Rs. 600 and Rs. 100 respectively in connection with Vendors’ Debtors and Creditors. 

Pass the Journal entries necessary for adjusting the Vendors’ Account (the same 
set of books being continued) and draw up Trading Account and Profit & Loss Account 
for the year ending 31st December 1943 and the Balance Sheet as on that date after 
making provisions as under: — 

Bad and Doubtful Debts Reserve at 5 per cent on Debtors. 

Unexpired Insurance Rs. 100. 

Depreciation on Machinery at 7^ per cent. 

Solution 


JOURNAL ENTRIES 




ii 

L.F. 

Rs. 

Rs. 


Land and Building Account ... 

Dr. 


30,000 



Machinery Account 

,, 


20,000 ! 



Stock Account 

• > 


10,000 



Goodwill Account 

tr 


28,000 



Vendors’Debtors Account ... 



20,000 



To Vendors’ Account 
,, Vendors’ Suspense Account 

(Being the values of various assets including Goodwill taken 



. ! 

88,000 

20,000 


over from the Vendor Firm, and the Vendors' Debtors 
taken over for the purpose of collection on their behalf.) 






Vendors'Suspense Account ... 

To Vendors’ Creditors Account 
(Being the amount of Vendors' Creditors brought into the 

Dr. 

; 

14,000 i 

14,000 


books, as the same are to be paid by the Company on their 
behalf.) 



! 



Vendors'Account 

Dr. 


88,000 ■ 

i 


1 To Share Capital Account 

i (Being issue of shares to the Vendors in payment of purchase 



1 

i | 

j 88,000 


consideration.) 


< 




Vendors'Suspense Account ... 

To Vendors’ Debtors Account 

Dr. | 

j 

3,600 

i 

3,000 


„ Discount Account 

1 

j 

i 600 


(Being the amount of Vendors’ Debtors considered irrecover¬ 



i 

1 


able written off, and the discount in relation to Vendors' 
Debtors charged to Vendors' Suspense Account.) 

i 





Discount Account 

Dr. 


100 



To Vendors' Suspense Account 
(Being the amount of discount earned from Vendors' 


| 


100 


Creditors now transferred to latter account.) 

_1 



ll 
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J OURNAL— Contd. 



L.F. 

Rs. 

Rs. 

Vendors'Suspense Account ... ... Dr. 


1,600 


To A's Drawings Account 



600 

,, B s ,, ,, 



600 

,, C s ,, ,, 

(Being transfer of debit balance on Vendors' Drawings 



400 

• Accounts to Vendors’ Suspense Account) 



i 


. Co. Ltd. 

TRADING AND PROFIT & LOSS ACCOUNT 


For 

the year 

ended 

31st December 1943 




T 

Rs. 


| 

Rs. 

To Stock, 1st January 1943 

..j 

10,000 

By Sales 

! 

60,100 

„ Purchases ... 


38,000 

,, Stock at end 

...! 

23,000 

„ Wages 


4,000 


i 


„ Carriage ... 


1,200 


i 


„ Coal 

..J 

200 


1 


„ Gross Profit c/d. 


29,700 





Rs. 

83,100 


Rs. 

83,100 

To General Expenses 


1,300 

By Gross Profit b/d. 

i 

! 29,700 

„ Repairs 


300 

„ Discounts 

. . . . j 

; 800 

„ Rates and Insurance ... 


300 



i 

,, Discounts ... 

...|' 

700 


1 

i 

„ Reserve for Bad & Doubtful Debts 

800 



| 

„ Depreciation on Machinery 

@7§% ; 

1,500 



| 

„ Net Profit ... 

-i 

25,600 



1 


Rs. 

30,500 


Rs. 

| 

30,500 

... _ 




BALANCE SHEET 
As at 31st December 1943 



Rs. 

Rs. 

Rs. 

Nominal Capital 

1,00,000 

Goodwill at cost 

28,000 



Land and Building at cost ... 

30,000 

Issued and Subscribed Capital :— 


Machinery at cost ... 20,000 




Less Depreciation @ 7J% 1,500 


fully paid 

88,000 


18,500 

Reserve for Doubtful Debts 

800 

Preliminary Expenses 

700 

Vendors' Suspense Account 

900 

Stock in hand at cost 

23,000 

Sundry Creditors 

5,200 

Sundry Debtors (good) 

16,000 

Profit & Loss Account 

25,600 

Vendors’ Debtors 

4,000 



Unexpired Insurance 

100 



Cash 

200 

Rs. 

1,20,500 

Rs. 

1,20.500 


Problem 236 

The following is the Trial Balance as at 31st March 1943 of the Indian Colliery 
Co., Ltd., with an Authorized Capital of Rs. 7,50,000 in 7,500 Shares of Rs. 100 each, of 
which 5,000 Shares have been issued and paid up to the extent of Rs. 87-8-0 each. 
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Rs. 

Authorized Capital 

.. 7,50,000 

Un-allotted Shares 

.. 2,50,000 

Uncalled Capital 

.. 62,500 

General Reserve 

.. 40,000 

Leasehold Property 

.. 2,00,000 

Plant and Machinery 

.. 1,80,000 

Locomotives and Wagons 

.. 43,500 

Motor Car 

1,800 

Horses 

5,500 

Coal Stock, 1st April 1942, 


980 tons 

5,000 

Stores Stock, 1st April 1942 

3,000 

Purchases of Stores during 

the 

year 

.. 32,500 

Debtors 

.. 1,35,600 

Creditors 

.. 24,300 

Cash at Bank 

.. 58,400 

Mine Wages 

.. 5,68,750 

Mine Timber 

.. 36,850 

Mine Repairs 

.. 26,750 


Rs. 

Electric Power and Lighting .. 26,800 

Mine Rent and Royalties .. 15,000 

Office Salaries .. .. 12,000 

Sale Expenses .. . • 5,000 

Carriage on Coal .. .. 45,800 

Office Expenses .. .. .. 2,500 

Sales, Coal 67,500 tons .. .. 9,00,000 

Sales, Stores .. .. .. 5,000 

Directors’ Fees .. .. .. 4,000 

Discounts allowed .. .. 10,500 

Discounts received .. .. 5,700 

Interest paid .. .. 1,500 

Rates .2,$00 

Insurance .. .. .. 7,000 

Horse Grain and Stable Requisites 4,750 

Dividend Account .. .. 35,000 

Appropriation Account, 1st April 
1942 . 57,500 


Stocks at 31st March 1943 were valued as under:— Coal, 1,195 tons, Rs. 6,000; 
Mine Timber, Rs. 6,500 ; Stores, Rs. 2,500 ; Horse Grain, Rs. 1,000. The following adjust¬ 
ments have to be made:—Depreciation of Machinery and Plant, 10 per cent; Locomo¬ 
tives and Wagons, 10 per cent; Horses, 20 per cent; Motor Car, 10 per cent; Lease¬ 
hold Property, 10 per cent. Insurance Premium paid in advance Rs. 500. The output 
during the year was 72,715 tons, of which 5,000 tons were consumed on working account. 

Prepare Working Account, showing cost of production per ton of disposable output, 
Trading and Profit & Loss Account for the year, and Appropriation Account and Balance 
Sheet as at 31st March 1943. 

Solution 


The Indian Colliery Co., Ltd. 

PROFIT AND LOSS APPROPRIATION ACCOUNT 


I 

Rs. 


Rs. 

To Dividend Account 

35,000 

By Balance from last year 

57,500 

„ Balance c/d. 

95,870 

„ Net Profit this year ... 

73,370 

Rs. 

1,30,870 

Rs. 

1,30, 870 



By Balance b/d. 

95,870 


TRADING AND PROFIT & LOSS ACCOUNT 


For the year ended 31 st March 1943 


f 

Tons 

To Stock of Coal ... ... 980 

„ Working Account-Cost 

of New Output ... 67,715 

„ Carriage on Coal 
„ Gross Profit c/d. 

Rs. 

5,000 

7,01,900 

45,800 

1,53,300 

Tons 

By Sales. 67,500 

„ Stock at end ... ... 1,195 

Rs. 

9,00,000 

6,000 

68,695 

9,06,000 

68,695 

9,06,000 
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TRADING AND PROFIT & LOSS ACCOUNT— Contd. 



Rs. 


Rs. 

To Office Salaries ... 

12,000 

By Gross Profit b/d. 

1,53,300 

„ Sale Expenses ... 

5,000 

„ Discounts 

5,700 

„ Insurance 

6,500 



„ Office Expenses... 

2,500 



„ Directors'Fees... 

4,000 

i 


„ Discounts allowed 

10,500 



„ Interest 

1,500 



„ Depreciation:— 




Machinery & Plant @10% 

18,000 



Locomotives & Wagons @ 10% ... 

4,350 



♦ Horses @ 20% 

' 1,100 



Motor Car @10% 

180 



Leasehold Property @ 10% 

20,000 



„ Net Profit transferred to P. & L. 




Appropriation Account 

73,370 



Rs. 

1,59,000 

Rs. 

1,59,000 


BALANCE SHEET 
As at 31s£ March 1943 


Capital & Liabilities 
Authorised Capital:— 

7,500 Shares of Rs. 100 each 

Issued & Subscribed Capital 
5,000 Shares of Rs. 100 each 

Amount called up 

5,000 Shares of Rs. 100 each, Rs. 87-8| 
per share called up 
General Reserve 
Creditors ... 

P. & L. Appropriation Account 


Rs. 


Rs. 

Property & Assets 

Rs. 

Rs. 

7,50,000 

Leasehold Property 

Less Depreciation @ 10% 

2,00,000 

20,000 

1,80,000 

5,00,000 

Plant and Machinery 

Less Depreciation @ 10% 

1,80,000 

18,000 

1,62,000 

Locomotives and Wagons ... 
Less Depreciation @ 10% 

43,5U0 

4,350 


39,150 

4,37,500 

Motor Car 

Less Depreciation @ 10% 

1,800 

180 

1,620 

40,000 

Horses ... 

5,500 

24,300 

Less Depreciation @ 20% 

1,100 

4,400 

95,870 

1 

Stock (valued at cost)— 

Coal ... 

Mine Timber ... 

Stores 

Horse Grain 

6,000 

6.500 

2.500 
1,000 

16,000 


Debtors 

... 

1,35,600 


Insurance Prepaid 


500 


Cash at Bank 


58,400 

5,97,670 


Rs. 

5,97,670 


WORKING ACCOUNT 
For the year ended 31 st March 1943 



Rs. 



Rs. 

To Mine Wages 

5,68,750 

By Cost of Production— 

Tons 


„ „ Timber 

„ Stores Consumed 

30,350 

28,000 

Total Output 

Less Coal consumed in 

72,715 


„ Mine Repairs 
„ Electric Power and Lighting 

26,750 

26,800 

working 

5,000 


„ Mine Rent and Royalties 
„ Rates 

,» Horse Grain and Stable Requisites 

15,000 

2,500 

3,750 

Net Output 

(At Rs. 10-5-10-3 per 
ton) transferred to 
Trading Account 

0 

67,715 

7,01,900 

Rs. 

7,01,900 

% 

Rs. 

7,01,900 


Note. —Another method of working out this would be to debit the Working Account 
with the value of coal consumed and credit Trading Account with the same. The 
Working Account would then give the cost per ton of disposable output. 
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Problem 237 

The Shareholders of the Private Company, Ltd. having a Nominal Capital of 
Hs. 1,00,000, divided into 10,000 Ordinary Shares of Rs. 10 each, resolved: — 

(1) That the Capital be increased to Rs. 2,50,000 by the creation of 10,000 7£ per 
cent Cumulative Preference Shares of Rs. 10 each and 5,000 Ordinary Shares 
of Rs. 10 each ; 

(2) That the Private Co., Ltd. be converted into the Public Co., Ltd. 

Prior to registration as a public company, the Directors, on 22nd October 1943, 
had valuations made of the Freehold Premises and Fixtures and Fittings, which valuations 
were respectively Rs. 2,00,000 and Rs. 10,000. 

The last financial year of the Private Co., Ltd., ended on 31st October 1943, and 
its Trial Balance at that date, before giving effect to the abovementioned increase .of 
capital and valuation of Freehold Premises and Fixtures and Fittings, was as follows : — 

TRIAL BALANCE 




Rs. 

Rs. 

Nominal Capital, 10,000 Shares of Rs. 10 each 



1,00,000 

Unsubscribed Capital, 1,600 Shares of Rs. 10 each 


16,000 


Goodwill 

Reserves:—1st November 1942 

Rs. 

20,000 


General 

Doubtful Debts 

Depreciation of Fixtures and Fittings 

Depreciation of Plant 

Freehold Premises, at cost 

Alterations to Freehold Premises:— 

1st November 1940 

Less Proportion written off to 1st November 1942 

15,000 

1,000 

5,000 

600 

1,200 

400 

1,50,000 

800 

21,600 

Mortgage on Freehold Premises 

... ... 


1,15,000 

Fixtures and Fittings, 1st November 1942, at cost 


8,500 

Plant, 1st November 1942, at cost 


2,500 


Stock, 1st November 1942, at cost 


67,500 


Debtors and Creditors 


33,000 

11,540 

Bank Overdraft 


15,000 

Purchases and Sales 


1,05,500 | 

2,02,000 

Returns, Sales and Purchases ... 


1,500 

300 

Directors' Fees 


3,000 


Factory Wages and Expenses ... 


16,500 


Salaries 


15,000 


Office Expenses 

... ... 

3,000 


Repairs 


160 


Advertising 

... 

9,000 


Interest 

... 

6,000 

800 


Discount allowed and received 

... 

1,300 

j 

Lighting Charges 

Travellers' Expenses and Commission 


700 


2,800 


Rates 


1,000 


Municipal Taxes 


3,500 


Insurance 

... ... 

750 


Income-tax 


830 


Dividend Account 

... 

8,400 

i 

Appropriation Account, 1st November 1942 ... 

... 

10,000 


Rs. 4,76.740 

4,76,740 


Stock, 31st October 1943, valued at Rs. 66,000. Show and give effect to your 
entries for (1) increase of capital; (2) writing up of freehold premises, and fixtures 
and fittings as per valuations, and the cqnsequential adjustments with regard thereto ; 
also provide for the following : — # 

(a) Income-tax and Super-tax estimated at Rs. 3,950 ; (b) Depreciation of Plant, 
10 per cent on original cost; (c) Accrued Interest on Mortgage, Rs. 2,030, and on 
Overdraft, Rs. 750 ; (d) Bad Debts, Rs. 900. State the Trading, Profit and. Loss and 
Appropriation Accounts of the Private Co., Ltd., for the year ended, and Balance Sheet 
at 31st October 1943, differentiating under the item “ Reserves ”, capital profits and 
profits available for dividend. 
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Solution JOURNAL ENTRIES 


Bank Account 

To Preference Share Capital Account 
„ Ordinary Share Capital Account 
(Being amount received on issue of 10,000 74% Cumulative 
Preference Shares of Rs. 10 each and further 5,000 
Ordinary Shares of Rs. 10 each.) 

Dr. 

L. F. 

Rs. 

1,50,000 

Ks. 

1,00,000 

50,000 

Freehold Premises Account 

Fixtures and Fittings Account 

Depreciation of Fixtures and Fittings ... .... 

To Capital Reserve Account 

(Being appreciation in value of Freehold Premises and 
Fixtures and Fittings prior to registration as a public 
company, credited to Capital Reserve.) 

D , r ‘ i 
” ! 

49.200 

1,500 

5,000 

55,700 

1 Interest Account 

To Outstanding Creditors Account 
„ Bank Overdraft Account 

! (Being the amounts of accrued interest on Mortgage and 
j Bank Overdraft brought into account.) 

Dr. 

: j 2,780 j 

| j 

2,030 

750 

: Income-tax Account 

To Reserve for Income-tax and Super tax 
(Being provision for Income-tax and Super-tax payable.) 

Dr. 

,j 3,950 

i 

3,950 

Profit and Loss Account ... 

To Depreciation of Plant Account 
„ Reserve for Bad Debts Account 
! (Being provision of 10% Depreciation on the original cost 
of the Plant and for Bad Debts.) 

Dr. 

1,150 

250 
; 900 

iL 


TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st October 1943 


Rs. 

Rs. 

Rs. | 

’ 

Rs. 

To Stock, 1st November 1942 

67,500 

By Sales ... ... ... 2,02,000 


„ Purchases ... ... 1,05,500 


Less Returns ... ... 1,500 


Less Returns... ... 300 



2,00,500 

- 1,05,200 



,, Factory Wages & Expenses 

16,500 

„ Stock at end 

66,000 

„ Lighting Charges 

700 



„ Gross Profit c/d. 

76,600 



Rs. | 

2,66,500 

Rs. 

2,66,500 

To Salaries 

15,000 

By Gross Profit b/d. 

76,660 

„ Office Expenses 

3,000 

„ Discounts received 

1,300 

„ Municipal Taxes 

3,500 



„ Rates 

1,000 



„ Insurance . 

750 



„ Travellers' Expenses & Commission 

2,800 



„ Advertising ... ... ...! 

9,000 


' 

„ Directors' Fees 

3,000 



„ Repairs 

160 


I 1 

„ Discounts allowed 

800 

1 


„ Interest 

; 8,780 


' 

r 

„ Income-tax 

I 4,780 



„ Reserve for Doubtful Debts 

1 900 

! 

h 

„ Depreciation Account—Plant ...j 

250 

1 

: ! 

,, Net Profit transferred to P. & L. 


1 


Appropriation Account 

24,180 


i 

Rs. 

77,900 

Rs. 

77,900 

|t-- 
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BALANCE SHEET 
As at 31st October 1943 


Capital & Liabilities 

Rs. 

Property & ,4ss£f$ Rs. 

Rs. 

Nominal Capital:— 


Goodwill at cost ... • ... 

20,000 

10,000 7i% Cumulative Preference 


Feeehold Premises (revalued at) 

2,00,000 

Shares of Rs. 10 each ... 

1,00,000 

Plant—Cost ... 2,500 


15,000 Ordinary Shares of Rs. 10 each 

1,50,000 

Less Depreciation written 


Rs. 

2,50,000 

off in previous years 600 
„ Depreciation written 

off this year ... 250 850 


Subscribed Capital:— 


1,650 

10,000 7i% Cumulative Preference. 


Fixtures and Fittings (revalued at) 

10,000 

Shares of Rs. 10 each, fully paid ... 

1,00,000 

Debtors ... 

33,000 

13,400 Ordinary Shares of Rs. 10 


Stock-in-trade (at cost) 

66,000 

each, fully paid 

1,34,000 

Cash at Bank 

1,50,000 

Capital Reserve Account ... ...j 

General Reserve Account ... ...! 

Reserve for Doubtful Debts ... 

2,34,000 

55,700 

15,000 

1,900 



Reserve for Income-tax & Super-tax ... 
Mortgage on Freehold Premises 
Accrued Interest thereon 

Sundry Creditors:— Rs. 

On Open Accounts ... 11,540 

Bank Overdraft (including 

Interest) ... ... 15,750 

P. & L. Appropriation Account 

3,950 

1,15,000 

2,030 

27,290 

25,780 

' 


Rs. 

4,80,650 

Rs. 

4,80,650 

, —- _- — 

———— 

-— _ . - — . .. 

—-- 


Note. —It has been assumed that a further provision of Rs. 900 is required for 
Doubtful Debts. 

PROFIT AND LOSS APPROPRIATION ACCOUNT 


! 

Rs. 


Rs. 

To Dividend Account 

8,400 

By Balance from last year 

10,000 

„ Balance carried to Balance Sheet... 

25,780 

„ Net Profit this year ... 

24,180 

Rs. 

34,180 

Rs. 

34,180 


Problem 238 


The following is the Trial Balance 


ending 31st December.: — 

Dr. Balances Rs. 

Calls in Arrears .. 7,500 

Freehold Premises .. .. 3,00,000 

Plant and Machinery .. .. 3,30,000 

Interim Dividend paid, 1st 
August— .. .. 37,500 

Stock (1st January—) .. .. 75,000 

Furniture and Fixtures .. .. 7,200 

Sundry Debtors .. .. 87,000 

Cash in hand .. .. 750 

Cash at Bank .. .. .. 39,900 

Purchases .. 1,85,000 

Preliminary Expenses .. 5,000 

Sinking Fund Investments-^- .. 75,000 

Manufacturing Wages .. .. 84,865 

Repairs and Renewals ^ .. 4,300 


of the Manufacturing Co., Ltd., for the year 

Cr. Balances Rs. 

Authorized Capital 60,000 Shares 
of Rs. 10 each .. .. 6,00,000 


Subscribed and fully called up 

Capital .. .. 4,00,000 

Debentures 6% .. .. .. 3,00,000 

Balance of P. & L. Appropriation 
Account last year .. .. 14,500 

Bills Payable .. .. .. 38,000 

Sundry Creditors .. .. 50,000 

Sales.4,15,000 

Sinking Fund for redemption of 
Debentures f.. .. .. 75,000 

Bad and Doubtful Debts Reserve 3,500 
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Rs. 

Coal, Gas and Water ^.. .. 2,450 ’ 

Hates and Taxes ^ .. .. 1,800 

Salaries .. .. .. 14,500 

Travelling Expenses'^ .. .. 2,000 

Discounts v .. .. .. 6,375 

Directors* Fees .. .. 5,725 

Bad Debts .. .. .. 2,110 

Debenture Interest Paid .. .. 9,000 

/ Carriage .. .. .. 1,765 

L Freight .. .. .. 8,900 

Trade Charges .. .. .. 2,360 


Rs. 12,96,000 


Hs. 


Rs. 12,96,000 


Prepare Trading and Profit & Loss Account and Balance Sheet after making the 
following adjustments: — 

Depreciate Plant and Machinery by 10 per cent. Write off Rs. 500 from Prelimi¬ 
nary Expenses. Add Rs. 15,000 to Sinking Fund. Provide half year’s Debenture Interest. 
Leave Bad and Doubtful Debts Reserve at 5 per cent on Sundry Debtors. Stock on 31st 
December _ was Rs. 95,000. 

Solution . Mfg. Co., Ltd. 

PROFIT AND LOSS APPROPRIATION ACCOUNT 




Rs. 



Rs. 

To Interim Dividend—paid on 1st 




By Balance from last year ...i 

14,500 

August— ... ...; 


37,500 


„ Net Profit this year ... ... 

60,500 

„ Sinking Fund 


15,000 




„ Balance carried to Balance Sheet ... 


22,500 




R,| 

75,000 


Rs. j 

1 

75,000 

TRADING AND PROFIT & LOSS ACCOUNT 


For the year ended 

31st December . . . 



i 

Rs. 

1 


Rs. 

To Opening Stock 

, 

75,000 

By Sales ... ...i 

4,15,000 

„ Purchases^ 


1,85,000 

,, Stock at end ... ...1 

95,000 

„ Manufacturing Wages ... 

. 

84.865 

! 


„ Freight 

•i 

8,900 

1 


„ Carriage 


1,765 



„ Coal, Gas and Water ... 

i 

2,450 



„ Gross Profit c/d. 

.',1,52,020 



Rs. 

j 

5,10,000 

Rs. 

5,10,000 

To Salaries 

i 

14,500 

By Gross Profit b/d. 

1,52,020 

„ Repairs and Renewals ... 

.1 

4,300 



„ Trade Charges 


2,360 



„ Rates and Taxes 

1 

1,800 



„ Travelling Expenses 

J 

2,000 



„ Directors’Fees 


, 5,725 



„ Discounts 


1 6,375 



„ Reserve for Doubtful DebtsRs. 






New Reserve ... 4,350 





Add Bad Debts ... 2,110 





6,460 





Lew Old Reserve ... 3,500 





— 

- 

2,960 



„ Debenture Interest 


18,000 



„ Preliminary Expenses ... 

. 

500 



„ Depreciation on Plant and 






Machinery—10% ... 


33,000 



„ Balance transferred to P. and L. 





V * 

Appropriation Account 


60,500 



Rs 


1,52,020 

Rs. 

1,52,020 
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BALANCE SHEET 
As at 31st December . . . 


Capital and Liabilities 

Authorised Capital:— 

60,000 Shares of Rs. 10 each 

Subscribed and Called-up Capital 
40,000 Shares of Rs. 10 Rs. 

each, fully called ... 4,00,000 

Less Calls in Arrears ... 7,500 


Sinking Fund for Redemption of 
Debentures 

Reserve for Bad and Doubtful Debts ... 
6 per cent Debentures 
Interest (unpaid) on Debentures 
Sundry Creditors 

On Open Accounts ... 50,000 

Bills Payable ... 38,000 


Profit and Loss 
count—Balance 


Appropriation Ac- 


Rs. 

Property and Assets 

Rs. 

Rs. 


Freehold Premises 

3,00,000 

6,00,000 

Plant and Machinery 

3,30,000 


i 

Less Depreciation 
at 10% 

33,000 


i 

! 

Furniture and Fixtures ... 

2,97,000 

7,200 


Preliminary Expenses 

5,000 

[3,92,500 

Less Written off this 
year 

500 


90,000 


— 

4,500 

; 4,350 

Stock-in-trade valued at cost 

•.. 

95,000 

,3,00,000 

Sundry Debtors 

... 

87,000 

i 9,000 

Sinking Fund Investments 


75,000 

88,000 

Cash 

In hand 

At Bank 

750 

39,900 

40,650 

, 22,500 




9,06,350 


Rs. 

9,06,350 


Problem 239 

The Silver Ore Co., Ltd., was formed on 1st April .... with an Authorized Capital 
of Rs. 6,00,000 divided into 30,000 Ordinary Shares of Rs. 10 each and 30,000 5 per cent 
Cumulative Preference Shares of Rs. 10 each. The whole of the Ordinary Shares 
were issued, and fully paid, but of the Cumulative Preference Shares 22,000 only were 
issued, and of these 21,900 were fully paid. From the following Trial Balance prepare 
Trading and Profit & Loss Account and Balance Sheet on 1st April following : — 


Balance at Bank 

Rs. 

1.05,500 

Crushing Plant & Machinery 

40,000 

Cost to date of Sinking Mine .. 

20,000 

Land 

2,00,000 

Expenses of Promotion of Co. .. 

6,000 

Royalties paid 

10,000 

Light Railway cost 

12,000 

Wages of Miners, etc. .. 

74.220 

Wagons 

5,000 

Advertising 

5,000 

Carriage paid on Crushing Plant 
and Machinery 

1,800 

Erection of Sheds 

15.000 

Legal Expenses 

1,000 

Oil . 

2,000 

Repairs to Plant 

900 

Coal 

4,500 

Office Furniture 

1,500 

Salaries 

20,000 

Cash in band 

530 

Directors* Fees 

7,000 

Investment in Madras Tin Mines, 
2,000 Ordinary Shares of Rs. 50 
each, Rs. 40 paid up .. 

80,000 

Broker’s Charges, etc. on same .. 

1,000 

Deposit Account at Bank 3% per 
annum 

89,000 

Loose Tools 

4,400 

Rs. 7,06,350 


Rs. 

Ordinary Share Capital . . .. 3,00,000 

Preference „ ,, .. .. 2,19,750 

Silver sold (Cash) .. .. 1,70,000 

Other minerals sold .. 9,500 

Bank Interest .. .. .. 2,700 


Dividend received on Investment 3,200 
Interest received to 31 December — 1,200 


Rs. 7,06,350 
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Depreciate Plant and Light Railway at 15 per cent per annum. Wagons are 
valued at Rs. 4,000, and Loose Tools at Rs. 3,000. Promotion Expenses to be charged 
‘over a period of three years. Value of Silver Ore on hand Rs. 15,000. On 21st Decem¬ 
ber ...., the Directors decided to forfeit the 100 shares on which only Rs. 7-8-0 per 
share had been paid up. 


Solution 


The Silver Ore Co., Ltd. 
BALANCE SHEET 
As at 31st March . . . 


Capital & Liabilities \ 

Authorized Capital 
30,000 Ordinary Shares of Rs. 10 
each 

30,000 5% Cum. Pref. Shares of 
Rs. 10 each 

Rs. 

Issued & Called-up Capital:— || 

30,000 Ordinary Shares of Rs. 10 ! | 
each, fully called ... ...j! 

22,000 5% Cum. Pref. Shares of 
Rs. 10 each, fully called less 
100 Shares forfeited... ... 1 j 



3,00,000-0 

3,00,000-0 

6,00,000-0 


3,00,000-0 


2,19,000 0 


;! 5,19,000-0 

Forfeited Shares Account ... j 750-0 

Profit & Loss Account—Balance ... I 65,177-8 


Note.—T here is a Contingent 
Liability of Rs. 10 per share on 2,000 
Shares in Madras Tin Mines. 1 


Rs. 5,84,927-8 


Property & Assets 

Rs. j 

Land at cost 


Cost of Sinking Mine 


Sheds at cost 


Light Railway at cost 

12,000, 

Less Depreciation @ 15% 

1,800 

Wagons at cost ... 

5,000 

Less Depreciation 

, 1,000 

Plant & Machinery at cost 

41,800 

Less Depreciation @ 15% 

6,270 

Office Furniture at cost .. 


Preliminary Expenses 

* 6,000 

Less Written off 

. 2,000 

Loose Tools at cost 

. 4,400 

Less Depreciation 

. 1,400 


Stock of Silver Ore on hand at cost 
Investments (at cost):— 

Madras Tin Mines 2,000 Ordi¬ 
nary Shares of Rs. 50 each 
(Rs. 40 paid up) 

Outstanding Interest on Deposit 
at Bank 
Cash:— 

In hand ... ... 530 

At Bank on Current A/c. 1,05,500 
Deposit at Bank 89,000 



Rs. a. 

2,00,000-0 

20,000-0 

15,000-0 


10,200-0 

4,000-0 


35,530-0 

1,500-0 


4,000-0 


3,000-0 

15,000-0 


81,000-0 

667-8 


1,95,030-0 

5,84,927-8 


TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st March . . . 


To Wages of Miners, etc. 
„ Royalties 
„ Coal 
„ Oil ... 

„ Gross Profit c/d. ... 


Rs. 


Rs. a. 



Rs. a. 

74,220-0 

By Sales:— 

Rs. 


10,000-0 

Silver Ore 

.. 1,70,000 


4,500-0 

2,000-0 

Other Minerals . 

9,500 

1,79,500-0 

1,03,780-0 

„ Stock of Silver Ore on hand ... 

15,000-0 

1,94,500-0 


Rs. ! 

i 

i 

1,94,500-0 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


TRADING AND PROFIT & LOSS ACCOUNT— Contd. 


1 

j 

Rs. 


Rs. 

To Salaries 

20,000-0 

By Gross Profit b/d. 

1,03,780-0 

„ Repairs to Plant ... 

900-0 

,, Dividends on Shares in Madras 


„ Advertising 

5,000-0 

Tin Mines 

3,200-0 

„ Legal Expenses ... 

1,000-0 

„ Interest 

4,567-8 

„ Directors* Fees ... ...1 

7,000-0 



„ Prel iminary Expenses 

2,000-0 



„ Depreciation:— Rs. j 




Plant & Mach. & 15% 6,270: 




Light Rly. @ 15% 1,800 




Wagons ... 1,000 




Loose Tools ... 1,400 





10,470-0 



„ Net Profit carried to Balance 

! 



Sheet 

65,177-8 



5Rs. 

| 1,11,547-8 

Rs. 

1,11,547-8 

___ _ _ __ _ 


__ _ : ___ 

1 


Problem 240 


The following balances appear at 31st March 1943 in the books of the Publicity 
Press, Ltd., whose Authorized Capital of 250 Ordinary Shares had been increased during 
the year by the creation of 12,450 Preference Shares of Rs. 15 each: — 


Ordinary Share Capital 

Rs. 

3,750 

Blocks and Drawings 

Rs. 

1,695 

Preference „ „ 

93,750 

Rent, Lighting and Heating 

3,000 

Cash at Bank 

17,505 

Telephone 

1,380 

„ in hand 

105 

Subscriptions received 

70,000 

Sundry Debtors, as per Sales 


Salaries 

43,470 

Ledger 

91,125 

Travelling and Entertaining 


Reserve for Bad and Doubtful 


Expenses 

25,515 

Debts 

12,000 

Commission 

12,195 

Office Furniture and Fixtures .. 

6,990 

Translators’, Contributors’, and 


Goodwill 

18,000 

Editorial Charges 

17,895 

Commission payable in respect of 

Stationery and Advertising 

2,445 

additional Share Capital sub¬ 


Bank Charges 

175 

scribed 

3,105 

Transfer Fees 

15 

Stamp Duty and Registration Fee 

Legal Expenses 

295 

payable on increase of the 


Audit Fee 

500 

Capital of the Company 

1,950 

Postages 

19,450 

Motor Car — Balance as at 


Wrapping Charges 

3,750 

31-3-1942 . 

8,565 

Bad Debts 

7,380 

Profit & Loss Account — Debit 

Trade Expenses 

6,120 

Balance as at 31-3-1942 

16,800 

Assurance Premium on life of 


Sundry Creditors, as per Bought 
Ledger 

41,220 

Managing Director (payable by 
the Company under special 


Loan Creditors 

15,000 

agreement) 

1,815 

Revenue from Advertisements .. 

1,96,545 

Directors’ Fees 

2,850 

Discounts received 

75 

Interest on Loans 

2,925 

Printing 

35,550 

Plant and Machinery 

71,000 

Paper 

8,805 




Stock of paper on hand at 31st March 1943, estimated at Rs. 1,500. Provide De¬ 
preciation on Office Furniture and Motor Car at 10 per cent and 20 per cent per annum 
respectively, and Plant and Machinery at 7£ per cent per annum and increase Reserve 
for Bad and Doubtful Debts to Rs. 15,000. 

The following amounts were owing by the Company at 31st March 1943, in 
addition to the liabilities shown by the books: — 

Rs. 

. Directors* Fees .. 1,170 

Salaries .. 1,665 

Trade Expenses .. 1,290 
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The Advertisements and Subscriptions received but attributable to the next period 
amounted to Rs. 4,000 and Rs. 5,500 respectively. Outstandings due from Advertisers 
and Subscribers and not included in the above were Rs. 9,000 and Rs. 2,500. Prepare 
a Trading and Profit & Loss Account and Balance Sheet. 

Solution 


The Publicity Press, Limited 
TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st March 1943 


By Advertisements 
„ Subscriptions 
„ Stock of Paper on hand 



Rs. 

To Printing ... 

35,550 

„ Paper 

8,805 

„ Blocks & Drawings ... 

1,695 

„ Translators', Contributors' and 


Editorial Charges ... 

17,895 

„ Postages ... 

19,450 

„ Wrapping Charges 

3,750 

„ Gross Profit c/d. 

1,82,900 

Rs. 

2,70,045 

To Salaries 

45,135 

„ Travelling & Entertaining Expenses 

25,515 

„ Commission 

12,195 

„ Trade Expenses 

7,410 

„ Rent, Lighting & Heating 

3,000 

„ Stationery & Advertising 

2,445 

„ Telephone 

i 1,380 

„ Bank Charges 

175 

„ Legal Expenses ... ...! 

295 

„ Audit Fees 

500 

„ Assurance Premium (on life of 


Managing Director)... 

i 1,815 

„ Directors'Fees ... ...I 

i 4,020 

„ Interest on Loans 

2,925 

„ Reserve for Doubtful DebtsRs. 


New Reserve ... 15,000 


Add Bad Debts ... 7,380 


22,380 


Less Old Reserve ... 12,000 



10,380 

„ Depreciation:— 

I 

Furniture—10% ... 699 


Plant & Machinery—7i% 5,325 

i 

MotorCar—20% ... 1,713 

i 


; 7,737 

„ Net Profit carried to Balance Sheet 

j 58,063 

Rs. 

il.82,990 


Rs. 

... I 2,01,545 
... | 67,000 

1,500 


Rs. 2,70.045 


By Gross Profit b/d. 
„ Discounts 
,, Transfer Fees 


. j 1,82,900 
J! 75 

.. i 1 15 


Rs. | 1,82,990 


BALANCE SHEET 
As at 31st March 1943 


Capital & Liabilities 
Authorised Capital:— 

250 Ordinary Shares of 
Rs. 15 each 

12,450 Pref. Shares of 
Rs. 15 each 


1,86,750 



Property & Assets 
Goodwill ... 

Rs. ii 

Rs. 

18,000 

Plant & Machinery 

Less Depreciation @ 7i%..- 

71,000; 
5,325: 

- 1 

65,675 

Office Furniture & Fixtures ... 
Less Depreciation® 10%... 

6,990 

699 

6,291 


23 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


BALANCE SHEET— Contd. 




Rs. 


Rs. 

Rs. 

Issued & Paid-up Capital:— 



MotorCar 

8,565 


250 Ordinary Shares of 

Rs. 


Less Depreciation @ 20%... 

1,713 


Rs. 15 each, fully paid ... 

3,750 


— 


6,852 

6,250 Preference Shares of 



Preliminary Expenses 

... 

1,950 

Rs. 15 each, fully paid ... 

93,750 


Commission on Shares 

... 

3,105 

— 

— 

97,500 

Stock of Paper on hand at cost 

• •• 

1,500 

Reserve for Bad & Doubtful Debts ... 

15,000 

Sundry Debtors (good) 

... 

91,125 

Loan Creditors 


15,000 

Outstanding Debtors:— 



Sundry Creditors:— 


I 1 

For Advertisements 

9,000 


For Goods Supplied 

41,220 

| 

„ Subscriptions 

2,500 


„ Expenses 

4,125 

i ! 

i i 

— 


11,500 

— 


45,345 

Cash:— 



Payments Received in Advance 

— 


In hand 

105 


Advertisements ... 

4,000 


At Bank 

17,505 


Subscriptions 

5,500 


- 


17,610 

— 


9,500 




Profit and Loss Account:— 






Net Profit this year 

58,063 





Less Dr. Balance on 1st 






April 1942 

16,800 




i 

— 


41,263 





Rs. 

2,23,608 


Rs.| 

2,23,608 


Problem 241 

The Nominal Capital of the All-India Steamship Co., Ltd., is Rs. 25,00,000, half 
in 6 per cent Cumulative Preference Shares of Rs. 100 each and half in Ordinary 
Shares of Rs. 10 each. There were also 5 per cent Mortgage Debenture Bonds of 
Rs. 20,00,000 issued at 950 repayable at Rs. 1,000 in twenty equal annual instalments, in 
respect of which two drawings had been duly made on 1st January 1942, and at 1st Jan¬ 
uary 1943. ' The Managers are entitled to a remuneration of 2\ per cent on the Gross 
Freight and Passage Money. The Trust Deed provides that Depreciation at the rate of 6 
per cent per annum on the original cost of the steamers should be charged to Profit and 
Loss Account during the time a vessel is owned by the Company, and that the surplus, if 
any, over the book value of a steamer, on realization, should be carried to a “ Contin¬ 
gency ” Account, any deficit to be charged to Profit & Loss Account. The S.S. London was 
acquired on 1st January, 1941. The Ordinary Shares on which the final call was unpaid 
were forfeited by the Board on 31st March, 1942, and have not been re-issued. Draw 
up the Balance Sheet as on 31st December, 1942, and Profit and Loss Account for the 
year ended that date, from the above information and the following Trial Balance. 
Ignore Annas and Pies. 


Dr. Balances Rs. 

Cost of Fleet, 10 vessels @ 

Rs. 4,50,000 . 45,00,000 

Purchase of S.S. Manchester, 

9-6-1942 . 5,00,000 

Purchase of S.S. Liverpool, 
22-12-1942 .. .. 4,75,000 

Repairs and Maintenance .. 1,12,200 
Port Charges, Pilotage and 
Towage .. 4,15,700 

Agency and Commission .. 80,600 

Stevedoring and Cargo Charges 5,03,100 
Insurance of Fleet .. 2,37,650 

Wages . 3,82,500 

Provision and Stores .. 3,48,500 

Bunkers ,. .. 6,95,600 


Cr. Balances Rs. 

Preference Share Capital issued 12,50,000 
Ordinary Share Capital issued 10,00,000 
First Mortgage Debenture 

Bonds 19,00,000 

Recovered from Underwriters on 
total Loss of S.S. London 
wrecked (5-5-1942) .. 5,25,000 

Gross Freight and Passage Money 34,72,000 
Creditors, including unpaid De¬ 
benture Interest and Preference 
Dividend .. .. 3,51,710 

Interest on Deposits ... .. 1,000 

Bills Payable. 2,75,000 

Depreciation Account as on 
1-1-42 4,45,000 
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* Dr. Balances — Constd. Rs. 

Office Expenses 28,160 

Directors’ Fees paid for the year 5,650 

Audit Fees (1942 Accounts) .. 3,150 

Solicitors’ Fees paid for the year 940 

Final Call unpaid on 1,000 Ord. 

Shares .. .. 5,000 

Debenture Interest (31-12-42) .. 95,000 

Preference Dividend (31-12-42) 75,000 

Discount on Debentures .. 95,000 

Sundry Debtors 4,04,000 

Cash at Bankers and in hand 2,84,360 


Rs. 92,47,110 


Cr. Balances — Contd. Rs. 
Profit & Loss Account — Balance 
on 1-1-42 after payment of 
Ordinary Dividend for 1941 .. 27,400 


Rs. 92,47,110 


Solution 


All-India Steamship Co., Ltd. 
BALANCE SHEET 
As at 31st December 1943 


Capital and Liabilities 


Property and Assets 


Nominal Capital:— 

Rs. 

Rs. 

Rs. 

Rs. 

12,500 6% Cumulative 



Fleet 


Preference Shares of 



9 Vessels at a cost 


Rs. 100 each 

12,50,000 


of Rs. 4,50,000 each 40,50,000 


1,25,000 Ordinary 





Shares of Rs. 10 each 12,50,000 i 


Add Additions at 



i 

25,00,000 

Cost: 





S. S. Manchester i 


Issued Capital:— 



5,00,000 ! 


12,500 6% Cumulative 



S. S. Liverpool 


Preference Shares of 



4,75,000 


Rs. 100 each 

12.50,000 


- 9,75,000 


99,000 Ordinary Shares 




50,25,000 

of Rs. 10 each 

9,90,000 


Discount on Debentures 

90,000 

- 



Sundry Debtors (good) 

4,04,000 


22,40,000 


Cash in hand and at Bankers 

2,84,360 

Add Forfeited Shares 





Account 

5,000 






22,45,000 



First Mortgage Debentures 

19,00,000 



Outstanding Interest on 





Debentures 


95,000 



Contingency Account:— 



l 


Being Surplus 





realized on vessels 





over book value ... 


1,11,000 


* 

Depreciation of Vessels 





Account 


6,78,500 



Dividends unpaid 


75,000 



Sundry Creditors:— 





On Open Accounts... 

1,81,710 


1 


Bills Payable 

2,75,000 




Outstanding Com- 





mission 

86,800 






5,43,510 



Profit and Loss A/c. 


1,55,350 




Rs. 

58,03,360 

Rs. 

58,03,360 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


PROFIT & LOSS ACCOUNT 


For the year ended 

31st December 1943 

• 


Rs. 


Rs. 

To Stevedoring and Cargo Charges... 

5,03,100 

By Gross Freight and Passage 


„ Port Charges, Pilotage, etc. 

4,15,700 

Money 

34,72,000 

„ Wages 

3,82,500 

,, Interest on Deposits ... 

1,000 

„ Provision and Stores ... 

3,48,500 



„ Bunkers 

6,95,600 



„ Rapairs and Maintenance 

! 1,12,200 



„ Insurance of Fleet 

I 2,37,650 



„ Agency and Commission 

80,600 



„ Manager's Coifimission 

86,800 



„ Office Expenses 

28,160 



„ Debenture Interest 

95,000 



„ Directors' Fees 

5,650 



„ Audit Fees ... 

3,150 



„ Solicitors’ Fees 

940 



„ Depreciation on Vessels 

2,69,500 



„ Discount on Debentures l/20th 




of Rs. 1,00,000 written off 

5,000 



„ Net Profit 

2,02,950 



Rs. 

34.73.000 

Rs. 

34,73,000 

To Dividend on Preference Shares... 

75,000 

By Balance, 1st January 1942 

27,400 

„ Balance carried to Balance Sheet 

1,55,350 

„ Net Profit this year 

2,02,950 

Rs. 

| 2,30,350 

Rs. 

2,30,350 


Notes.— (1) Contingency Account: The amount shown in the Balance Sheet 
represents the difference between the value recovered from the Underwriters on the 
one hand and the original value of the vessel reduced by the depreciation up to date, 
(viz. Rs. 36,000) on the other. 

(2) Fractions of months are ignored while calculating Depreciation. 

(3) As can be seen from the Question, the Discount on Debentures is required to 
be charged equally to 20 years. It would be better, in cases where Debentures are repaid 
by annual drawings, to write off the Discount in the proportion of benefit received by 
each year, from the Debenture money, as compared to total benefit received by all years. 


Problem 242 


The Myso-Chrome Boot Co., Ltd., was registered with a Nominal Capital of 
Rs. 5,00,000, divided into 10,000 Preference Shares of Rs. 10 each and 80,000 Ordinary 
Shares of Rs. 5 each. Before closing the books, the following adjustments are necessary : 
—One month’s carriage is owing and has not been passed through the books Rs. 4,720 ; 
Rent due to landlord but not provided for Rs. 1,500 ; Value of unexpired Insurance 
Premium Rs. 1,970 ; Wages paid in advance Rs. 840 ; Reserve to be created for Bad 
Debts Rs. 7,500. Write off the following depreciations : Machinery and Plant 10 per cent; 
Horses and Vans Rs. 1,460 ; Land and Buildings *l\ per cent. Stock 31st December 1943 : 
—Finished Goods Rs. 1,32,410 ; Raw Materials and Unfinished Goods Rs. 51,920. Prepare 
Trading and Profit & Loss Accounts and Balance Sheet on 31st December 1943. 


Dr. Balances Rs. 

Goodwill Account .. 50,000 

Pension Fund Investments ... 45,400 

Stable Expenses .. 4,210 

Company’s Contribution to Pension 

Fund .. .. .. 5,000 

Bonus paid to Employees .. 7,630 

Gas, Electricity and Water .. 15,670 

Manager’s Salary .. .. 15,000 

Purchases .. .. .. 9,76,510 

Directors’ Fees .. .. 2,500 


Rs. 

Boxes and Packing .. .. 6,740 

Discounts allowed .. .. 12,510 

Sales Returns .. .. 9,460 

Carriage .. .. 34,600 

Stock in hand, 1st January— 

Finished Goods .. 1,12,640 

Materials and Unfinished 
Goods 84,570 

Cost of Repairs to Machinery and 
Plant .2,930 
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Dr. Balances —Contd. 

Rs. 



Rs. 

Debtors as per Sales Ledger 

1,62,450 

Cash at Bank 

.. 

32,590 

Bad Debts written off 

3,150 

„ (Pension Fund) 

# . 

4,400 

Factory Wages 

72,990 

Cash in hand 


750 

Interest paid on Debentures 

2,385 

Profit and Loss Account 

(1st 


Postage and Stationery 

4,440 

January) 


12,360 

Horses and Vans 

9,460 

Cr. Balances 



Audit Fee and Legal Charges .. 

2,740 

Ordinary Share Capital Account 

3,58,200 

Machinery and Plant Account.. 

74,550 

Preference Share Capital 

Ac- 


General Expenses 

9,390 

count 


1,00,000 

Cost of Trade Catalogues 

2,560 

Pension Fund 


49,800 

Bank Charges 

170 

Debenture Capital (100 

5% 


Rent, Rates, Taxes and Insur¬ 


Debentures of Rs. 500 each) .. 

50,000 

ance 

11,730 

Transfer fees received .. 


15 

Office Salaries 

42,160 

Purchases Returns 


12,430 

Bills Receivable 

19,310 

Bills Payable 


21,620 

Advertising 

4,700 

Discounts Received 


19,780 

Freehold Land and Buildings 

1,84,420 

Sales 

. 13,12,760 



Creditors as per Bought Ledger 

1,17,470 


Solution 


The Myso-Chrome Boot Co., Ltd. 
BALANCE SHEET 
As at 31st December 1943 


Capital & Liabilities Rs. a. 

Rs. a. 

Property & Assets Rs. aJ 

Rs. a. 

Authorised Capital :— 


Fixed Capital Expenditure :— ! 


10,000 Pref. Shares of 


Goodwill ... 50,000 O' 


Rs. 10 each ... 1,00,000 0 


Freehold Rs. a. 


80,000 Ord. Shares 


Land and 1 


of Rs. 5 each ... 4,00,000 0 


Buildings 1,84,420 0 




Less Dep- 


5,00,000 0 


reciation 4,610 8 j 




- 1,79,809 8 


Issued & Paid-up Capital 


Plant and 


10,000 Pref. Shares of 


Machinery 74,550 0 jj 


Rs. 10 each, fully 

1 

Less Dep- || 


paid 1,00,000 0 

1 

reciation 7,455 0 i| 


71,640 Ord. Shares 

I 

- 67,095 0; 


of Rs. 5 each, fully 


Horses 


paid 3,58,200 0 


& Vans 9,460 0 



4,58,200 0 

Less Dep- 


Pension Fund 

49,800 0 

reciation 1,460 0 


Provision for Bad and Doubtful 


- 8,000 0 


Debts 

7,500 0 


3,04,904 8 

100 5% Debentures of Rs. 500 each 

50,000 0 

Stock valued at cost 


Interest unpaid on Debentures ... 

115 0 

Finished Goods ... 1,32,410 0, 




Raw Materials and j 


Liabilities 


Unfinished Goods 51,920 0 


For Gobds Supplied 1,17,470 0 



1,84,330 0 

For Acceptances 21,620 0 


Bills Receivable ... ...j 

19,310 0 

For Expenses 6,220 0 


Sundry Debtors (good) ...! 

1,62,450 0 


1,45,310 0 

Expenses Prepaid ...j 

2,810 0 

Profit & Loss Appropriation A/c 


Pension Fund Investments at cost 

45,400 0 

Profit as per P. & L. 


Cashj 


Account $8,379 8 


At Bank ... 32,590 Oj 


Less Loss from last 


For Pension Fund 4,400 0 


year 12,360 0 


In hand ... 750 0 



46,019 8 


37,740 0 

Rs. 

7,56,944 8 

Rs. 

7.56,944 8 

- - — - . 

. — -- 

. _ 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 


Rs. 

Rs. a. 

Rs. 

Rs. a. 

To Stock on 1-1-1943 


By Sales ... 13,12,760 


Finished Goods 1.12,640 


Less Returns... 9,460 


Materials and 



13,03,300 0 

Unfi nished 


„ Stock on 


Goods ... 84,570 

i 

31-12-1943 



1,97,210 0 

Finished Goods 1,32,410 


„ Purchases . . 9,76,510 


Raw Materials 


Less Returns ... 12,430 


and Unfinished 



9,64,080 0 

Goods ... 51,920 


„ Factory Wages 

72,150 0 


1,84,330 0 

„ Carriage 

39,320 0 



„ Boxes and Packing 

6,740 0 



„ Gas, Electricity and Water ... 

15,670 0 



„ Gross Profit c/d. ... 

1,92,460 0 



Rs. 

14,87,630 0 

Rs. 

14,87,630 0 

To Office Salaries 

42,160 0 

By Gross Profit b/d. ... 

1,92,460 0 

„ Manager’s Salary ... 

15,000 0 

„ Transfer Fees 

15 0 

„ Rent, Rates, Taxes and 


„ Discount 

7,270 0 

Insurance 

11,260 0 



,. Stable Expenses ... 

4,210 0 



„ General Expenses ... 

9,390 0 



„ Advertising 

4,700 0 



„ Cost of Trade Catalogue 

2,560 0 



„ Directors’ Fees 

2,500 0 



„ Repairs to Machinery and 




Plant 

2,930 0 



„ Bad Debts written off 

3,150 0 



„ Reserve for Doubtful Debts ... 

7,500 0 



„ Interest on Debentures 

2,500 0 



„ Postage and Stationery 

4,440 0 



„ Audit Fee and Legal Charges ... 

2,740 0 



„ Bank Charges 

170 0 



„ Depreciation:— Rs. a. 




Plant and Machi¬ 




nery 10% ... 7,455 0 




Land and Build¬ 




ings 2J% ... 4,610 8 




Horses and Vans 1,460 0 





! 13,525 8 



„ Bonus to Employees 

7,630 0 



„ Company’s Contribution to Pen¬ 




sion Fund 

5,000 0 



„ Net Profit carried to P. & L. 




Appropriation Account 

58,379 8 



Rs. 

1,99,745 0 

Rs. 

1,99,745 0 






Problem 243 

The following is a Trial Balance extracted from the books of the Seaface Hotel 
Co., Ltd., on 31st December 1943, from which prepare Revenue Account and Balance 
Sheet. Nominal Capital of Rs. 2,50,000 divided into 10,000 5 per cent Cumulative Pre¬ 
ference Shares of Rs. 10 each, and 10,000 Ordinary Shares of Rs. 10 each and 5,000 
Deferred Shares of Rs. 10 each. Reserve for Debenture Interest, Unpaid Wages and 
Salaries Rs. 1,280. Stock, 31st December 1943 : Beer, Wines, Spirits, etc. Rs. 25,200 ; 
Provisions Rs. 1,640. Depreciate Furniture and Fittings at 5 per cent for the year. 

Prepare Profit and Loss Appropriation Account assuming that after the Ordinary 
Shareholders are allowed 10 per cent, th§ Deferred Ordinary Shareholders are to be 
paid a dividend of 10 per cent, and Balance carried forward. 




ACCOUNTS OF JOINT STOCK COMPANIES 


Dr. Balances Rs. 

Purchases: — 

Beer, Wine and Spirits, etc. 54,500 
Provisions .. 45,800 

Wages and Salaries .. 52,300 

Rates, Taxes, Insurance, Licences, 

etc. .. .. 18,900 

Laundry .. .. 3,130 

Coals .. 1,290 

Carriage and Porterage .. 2,360 

Sundry Trade Expenses .. 5,840 

Advertising .. .. 4,710 

Repairs .. 2,080 

Freehold Land and Buildings .. 3,50,000 

Furniture and Fittings .. 36,710 

Stock on 1st January, 1943 : — 

Beer, Wines, Spirits, etc. .. 21,280 

Provisions .. 3,200 

Cash in hand .. 1,240 

Preliminary Expenses .. 8,640 

Debenture Interest to 31st October, 

1943 .. .. 7,500 

Investments .. 50,690 

Goodwill at cost to Company .. 1,00,000 

Interim Dividend on Preference 
Shares, half year to 30th June, 

1943 .. 2,125 

Debtors for apartments not yet en¬ 
tered .. .. 1,520 

Additions to Freehold .. 21,120 
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Cr. Balances Rs. 

8,500 5% Cumulative Preference 

Shares .. .. 85,000 

9,000 Ordinary Shares fully paid 90,000 
5,000 Deferred Ordinary Shares 

issued to vendors as fully paid 50,000 
Takings—Beer, Wine, etc. .. 78,620 

Sales of Food .. .. 62,630 

Apartments .. .. 81,910 

Billiards .. .. 2,120 

Sundry Receipts .. .. 2,155 

Discounts received 3,900 

Transfer Fees .. .. 60 

2,000, 4£% 1st Mortgage Deben¬ 
tures of Rs. 100 each .. 2,00,000 

Profit and Loss Account, 1st Jan¬ 
uary, 1943 .. .. 15,100 

Sundry Creditors .. .. 49,800 

Reserve Fund .. .. 50,000 

Apartments not yet entered .. 1,520 

Central Bank of India, Ltd. .. 22,120 


Solution 


The Seaface Hotel Company, Ltd. 
REVENUE ACCOUNT 
For the year ended 31st December 1943 


To Stock, 1st Jan. 1943 Rs. 
Beers, Wines, Spirits, etc. 21,280| 
Provisions ... 3,200 

„ Purchases 

Beers, Wines, Spirits, etc. 54,50( 
Provisions ... 45,80( 

» Wages and Salaries 
„ Rates, Taxes, Insurance, 
Licences, etc. 

» Sundry Trade Expenses 
,, Advertising 
„ Laundry 

„ Carriage and Porterage 
», Repairs 
„ Coals 

„ Debenture Interest ... 

„ Depreciation @ 5% on Furni¬ 
ture and Fittings ... 

„ Net Profit carried to Profit and 
Loss Appropriation Account ... 

Rs. 


Rs. 

a. 

By Sales :— 

Rs. 

Rs. 

a. 



Beer, Wines, etc. 

78,620 





Food 

62,630 



i 24,480 

0 



1,41,250 

0 

1 


,, Apartments 

... 

83,430 

0 

i 


,, Billiards 


2,120 

0 



„ Sundry Receipts 


2,155 

0 

1,00,300 

0 

„ Discounts Received 


3,900 

0 

; 53,580 

0 

,, Transfer Fees ... 


60 

0 



„ Stock, 31st Dec. 1943 

;— 



18,900 

0 

Beer, Wines, 




5,840 

0 

Spirits, etc. 

25,200 



4,710 

0 

Provisions 

1,640 



3,130 

0 

— 


26,840 

0 

2,360 

0 





2,080 

0 





1,290 

0 





9,000 

0 





^ 1,835 

8 





32,249 

8 





2,59^755 

0_ 


Rs. 

2,59,755^ 

0 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


PROFIT AND LOSS APPROPRIATION ACCOUNT 


For the year ended 31st December 1943 


To Preference Dividend Account ... 
„ Ordinary Dividend Account ... 
„ Deferred Dividend Account ... 
„ Balance carried to Balance Sheet 

Rs a. 
4,250-0 
9,000-0 
i 5,000-0 
29,099-8 

By Balance—1st Jan. 1943 
„ Revenue Account—Net Profit for 
the year ... 

Rs. a. 
15,100-0 

32,249-8 


Rs. 

47,349-8 

Rs. 

47,349-8 

^ . , 


__ __ 1 

_ __ __ . _ 

J" 


BALANCE SHEET 
As at 31st December 1943 


Capital & Liabilities 

Rs. a. 

Property & Assets 

Rs. a. 

Nominal Capital:— Rs. 


Fixed Capital Expenditure:— Rs. a. 


10,000 5% Cumulative 


Goodwill at cost ... 1,00,000-0 


Pref. Shares of 


Freehold Land 


Rs. 10 each ... 1,00,000 


& Buildings 3,50,000 


10,000 Ord. Shares of 


Add Additions 


Rs. 10 each ... 1,00.000 


during the 


5,000 Deferred Shares 


year ... 21,120 


of Rs. 10 each ... 50,000 

i 

- 3,71,120-0 




Furniture & 


Rs. 2,50,000 


Fittings ... 36,710-0 




Less Deprecia- 


Issued & Paid-up Capital:— 


tion 5% ... 1,835-8 


8,500 5% Cumulative 


34,874 8 


Pref. Shares of Rs. 10 



5,05,994-8 

each, fully paid ... 85,000 


Preliminary Expenses ... 

8,640-0 

9,000 Ord. Shares of * 


Stock valued at cost:— 


Rs. 10 each, fully paid 90,000 


Beer, Wines, Spirits, etc. 25,200 


5,000 Deferred Shares 


Provisions 1,640 


of Rs. 10 each, issued 



26,840-0 

to vendors as fully paid 50,000 


Sundry Debtors (good) 

1,520-0 


2,25,000-0 

Investments at cost 

50,690-0 

Reserve Fund 

50,000-0 

Cash in hand 

1,240-0 

2,000 4^% 1st Mortgage Debentures 

1 



of Rs. 100 each 

2,00,000-0 



Interest Accrued on Debentures ... 

1,500-0 



Unpaid Dividends 

, 16,125-0 



Liabilities:— 




For Goods Supplied ... 49,800 




For Ex peases ... 1,280 




Bank Overdraft ... 22,120 





73,200-0 



Profit and Loss Appropriation 




Account Balance 

29,099-8 



Rs. 

5,94,924-8 

Rs. 

5,94,924-8 






Problem 244 


The Madras Tobacco Co., Ltd., was registered on 1st April, 1943, with a Nominal 
Capital of Rs. 3,00,000 divided into 25,000 Ordinary Shares of Rs. 10 each and 500 
Preference Shares of Rs. 100 each ; 22,179 Ordinary Shares were allotted (upon appli¬ 
cation), called up and fully paid, with the exception of Rs. 320 (“calls in arrears”), 
while the whole of the Preference Shares were allotted and paid up before 31st March, 
1944. 

On 31st March, 1944, in addition to the above transactions, the following were 
the Ledger Account Balances of the Company. You are required, after making the 
adjustments stated below, to prepare a Trading Account and a Profit and Loss Account 
for the year ended 31st March, 1944, and a Balance Sheet as on that date. The 
Stock in hand as on 31st March, 1944, was valued at Rs. 1,64,550. 
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Ledger Accounts Balances 

Rs. 

Cash in hand 

1,290 

Rent 

6,200 

Gas and Electric Light 

1,820 

Rates and Taxes 

2,030 

Licence and Insurance 

2,090 

Trade Expenses 

5,060 

Electric Power 

630 

Interest and Discount (Dr. Bal¬ 


ance) 

32,750 

Sales— 


Tobacco 

2,56,930 

Cigarettes 

6,14,600 

Shorts and Sundries 

75,650 

Sales Returns— 


Tobacco 

4,270 

Cigarettes 

10,360 

Shorts and Sundries 

1,930 

Purchases— 


Tobacco 

7,40,290 

Sundries 

23,000 

Boxes 

30,530 

Purchases Returns— 


Tobacco 

17,450 

Sundries 

1,620 

Boxes 

470 

Bad Debts (written off) 

2,470 

Wages (Manufacturing) 

75,170 

Salaries 

15,870 

Carriage 

8,960 


Rs. 

Travellers’ Salaries, Commission 


and Expenses .. .. 14,790 

Printing and Postage .. 3,470 

General Expenses .. .. 930 

Plant and Machinery .. 34,200 

Fixtures and Fittings .. 11,600 

Advertising and Samples .. 9,040 

Profit and Loss Account (Dr. 

Balance) .. .. 4,790 

Legal Expenses .. • .. 530 

Audit Fee .. .. 1,050 

Stock .. .. 1,75,320 

Bad Debts Reserve .. .. 5,420 

Sundry Creditors .. .. 2,29,700 

Sundry Debtors .. .. 2,43,600 

Cash at Bankers .. .. 9,270 

Adjustments 

Insurance paid in advance .. 490 

Rates paid in advance .. 320 

Owing for Salaries .. .. 400 

Owing for Electric Light .. 340 

Owing for Electric Power .. 180 


Depreciation, Plant & Machinery 
10 per cent 

Depreciation, Fixtures & Fittings 
7g per cent 

Reserve for Bad and Doubtful 
Debts, 2£ per cent on the amount 
of the Sundry Debtors. 


Solution The Madras Tobacco Co., Ltd. 

BALANCE SHEET 
As at 31st March 1944 


Capital & Liabilities 

Rs. 

Property & Assets 

Rs. Rs. 

Nominal Capital 

Rs. 

’Goodwill at cost ... 

4,790 

25,000 Ord. Shares of Rs. 


Plant and Machinery at cost 

34,200 

10 each 

2,50,000 

Less Depreciation @ 10% 

3,420 

500 Pref. Shares of Rs. 100 

50,000 


- 30,780 


-- 3,00,000 

Fixtures & Fittings at cost ... 

11,600 



Less Depreciation @ 7J% ... 

870 

Issued Capital 



- 10,730 

22,179 Ord. Shares of Rs. 


Stock in hand valued at cost... 

1,64,550 

10 each 

2,21,790 

Sundry Debtors (good) 

2,43,600 

500 Pref. Shares of Rs. 100 


Prepaid Expenses 

810 

each 

50,000 

Cash 




At Bankers 

9,270 


2,71,790 

In hand 

• 1,290 

Less Calls in Arrears 

320 


-10,560 


- 2,71,470 

’Profit & Loss Account:— 


Reserve for Bad Debts 

6,090 

Net Loss during the year ... 

... 42,360 

Sundry Creditors:— 




On Open Accounts 

2,29,700 



Outstanding for Salaries 




and other expenses 

920 




- 2,30,620 




Rs. 5,08,180 


Rs. 5,08,180 






* The debit balance of Profit and Loss Account in the Trial Balance represents 
loss prior to incorporation as the Company is registered on 1st April 1943 and this 
loss is, therefore, debited to Goodwill Account. 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st March 1944 



Rs. 

Rs. 


Rs. 

Rs. 

To Stock at commencement 


1,75,320 

By Sales:— 



„ Purchases:— 



Tobacco 

... 2,56,930 


Tobacco 

7,40,290 


Less Returns 

4,270 


Less Returns 

17,450 




2,52,660 

- 


7,22,840 

Cigarettes 

... 6,14,600 


Sundries 

23,000 


Less Returns 

... 10,360 


Less Returns 

1,620 



--- 

6,04,240 

- 


21,380 

Shorts and Sundries 

... 75,650 


Boxes 

30,530 


Less Returns 

... 1,930 


Less Returns 

470 




73,720 

- 


30,060 

„ Stock at end 


1,64,550 

„ Wages 


75,170 




„ Carriage 


8,960 




„ Electric Power 


810 




„ Trade Expenses 


5,060 




„ Gross Profit c/d. 


t 55,570 





Rs. 

(_10,95,170 


Rs. 

10,95,170 

To Interest and Discount... 


32,750 

By Gross Profit b/d. 


55,570 

„ Salaries 


16,270 

„ Net Loss carried to 



„ Travellers' Salaries, Com 

- 


Balance Sheet 


42,360 

mission and Expenses 


14,790 




„ Advertising and Samples 


9,040 




„ Rent 

# 

6,200 




„ Printing and Postage ... 


3,470 




„ Gas and Electric Light... 


2,160 




„ Rates and Taxes 


1,710 




„ Licence and Insurance... 


1,600 




„ General Expenses 


930 




„ Legal Expenses 


530 




„ Audit Fees... 


1,050 




„ Bad Debts 

2,470 





Add Reserve 

6,090 






8,560 





Less Old Reserve 

5,420 







3,140 




,, Depreciation 






Plant and Machi¬ 






nery @ 10% 

3,420 





Fixtures & Fittings @7*% 870 







4,290 





Rs. 

97,930 


Rs. 

97,930 


Note.— Trade Expenses : If this item means expenses directly chargeable to trade, 
it should find its place in the. Trading Account. This evidently seems to be the 
meaning here as there is another item of General Expenses representing sundry 
charges to be debited to Profit*and Loss Account. 


Problem 245 


The following Balances were extracted from the books of the Agricultural Instru¬ 
ments Company, Ltd., of Rangoon and Colombo, as on 31st December 1943. 

The Nominal Capital was Rs. 10,00,000 divided into 50,000 6 per cent Preference 
Shares of Rs. 10 each, and 50,000 Ordinary Shares of Rs. 10 each. 


Rs. 

Ordinary Share Capital .. 3,00,000 

Preference Share Capital .. 4,00,000 

Sales—Rangoon .. 15,10,000 

Sales—Colombo .. 4,70,000 


Rs. 

Salaries and Travelling Expenses— 
Rangoon .. 70,100 

Colombo .. .. 9,700 
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Rs. 

Purchases—Rangoon 

12,00,000 

Colombo 

3,00,000 

Stock, 1st January 1943— 


Rangoon 

2,10,000 

Colombo 

65,000 

Wages—Rangoon 

25,000 

Colombo 

3,000 

Carriage, Cartage and Freight— 


Rangoon 

10,000 

Colombo 

1,600 

Investments 

2,50,000 

Income from Investments 

10,000 

Trade Expenses—Rangoon 

32,500 

Trade Expenses—Colombo 

4,000 

Electric Light, Gas, Fuel & Water— 

Rangoon 

11,500 

Colombo 

3,200 

Goodwill 

1,50,000 

Sundry Debtors—Rangoon 

4,00,000 

Sundry Debtors—Colombo 

32,500 

Bills Payable 

23,500 


Rs. 


Printing, Stationery & Advertise- 


ments—Rangoon 

53,600 

Colombo 

5,000 

Rent, Rates, and Insurance— 


Rangoon 

15,500 

Colombo 

2,700 

Fixtures, Fittings & Furniture— 


Rangoon 

45,000 

Colombo 

6,000 

Sundry Creditors—Rangoon 

1,90,000 

Sundry Creditors—Colombo 

10,000 

Cash in hand—Rangoon 

3,000 

Cash in hand—Colombo 

200 

Cash at Bank—Rangoon 

76,000 

Cash at Bank—Colombo 

2,500 

Directors’ Fees 

20,000 

Bank Interest (Credit Balance) 

2,100 

Preference Dividend—Paid for 


half year to 30th June 1943 

12,000 

Profit & Loss Account (Cr. 


Balance) 

4,000 

Reserve Fund 

1,00,000 


Make the following provisions : — 

Bad Debts, Rangoon Rs. 7,500, Colombo Rs. 1,200 ; Wages accrued due, Rangoon 
Rs. 300 ; Salaries accrued due, Rangoon, Rs. 400 ; Rent, one quarter’s ground-rent, Rangoon 
Rs. 1,000 ; Rates accrued due, Rangoon, Rs. 1,500 ; Insurance, Rangoon, 6 months, paid in 
advance Rs. 300. Charge Colombo and credit Rangoon with Rs. 2,500 for clerical work. 
Stock on 31st December 1943, Rangoon Rs. 2,75,000, Colombo Rs. 80,000, 

Raise the Rangoon and Colombo Trading Accounts, General Profit and Loss 
Account for the year 1943, and the Balance Sheet as on 31st December 1943. 

Solution The Agricultural Instruments Co., Ltd. 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 


i 

Rangoon 

Colombo 


Rangoon 

Colombo 

1 

Rs. 

Rs. 


Rs. 

Rs. 

To Stock at commence- 



By Sales ... 

15,10,000 

4,70,000 

ment ... 

2,10,000 

65,000 

„ Purchases ..., 

12,00,000 

3,00,000 

,, Stock at end 

2,75,000 

80,000 

ft Wages ... 

„ Carriage, Cartage and 

25,300 

3,000 




Freight 

„ Electric Light, Gas, 

10,000 

1,600 



!• 

Fuel and Water 

11,500 

3,200 


i 

i 

,, Gross Profit c/d. 

3,28,200 

1,77,200 



i 

Rs. 

17,85,000 

5,50,000 

Rs. 

17,85,000 

! 5,50.000 

To Salaries & Travelling 



By Gross Profit b/d. ... 

I 3,28,200 

' 1,77,200 

p 

Expenses 

„ Rent, Rates and Insu¬ 

70,500 

, 

9,700 

„ Transferror Clerical 


i 

rance 

17,700 

2,700 

Work ... 

;; 2,5oo 

'i 


„ Printing, Stationery 

53,600 j 




& Advertisement ... 

5,000 




„ Trade Expenses 

32,500 . 

4,000 


1 


„ Reserve for Doubtful 




1 


Debts ... 

7,500 

1,200 


;l 


„ Transfer for Clerical 
Work ... 

„ Net Profit Transferred 

i 

: 

2,500 


j 


to General P. & L. A/c. 

1,48,900 

1,52,100 




Rs. 

3,30,700 

1,77,200 

Rs. 

3,30,700 

1,77,200 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


GENERAL PROFIT AND LOSS ACCOUNT 



Rs. 

Rs. 

Rs. 

To Directors’ Fees 

20,000 

By Profit b/d.— 


„ Net Profit carried to P. & L. Appro- 


Rangoon ... ... 1,48,900 


priation Account 

2,93,100 

Colombo ... ... 1,52,100 





3,01,000 



„ Income from Investments 

10,000 



„ Bank Interest 

2,100 

Rs. 

3,13,100 

Rs. 

3,13,100 


BALANCE SHEET 
As at 31st December 1943 


Capital & Liabilities Rs. 
Authorised Capital! 
50,000 6% Pref. Shares I 

of Rs. 10 each ... 5,00,000; 

50,000 Ordinary Shares of 
Rs. 10 each ... 5,00,000 , 


Rs. 


10,00,000 


Issued Capital:— * 

40,000 6% Pref. Shares of 
Rs. 10 each, fully called 4,00,000 
30,000 Ordinary Shares of ! 

Rs. 10 each, fully called 3,00,000; 


Reserve Fund 

Reserve for Bad and Doubtful Debts 


Sundry Creditors:— 

! 

On Open Accounts 

2,00,000 

Bills Payable 

23,500 

Outstanding for Expenses 

3,200. 

-] 

Profit and Loss Appropria¬ 


tion Account 

; 

Balance from last year ... 

4,000,! 

Add Profit of this year ... 

2,93,100 


7,00,000 

1,00,000 

8,700 


2,26,700 


2,97,100! 

Less Pref. Dividend paid j 

for half year ending I 

30th June 1943 ... 12,000! 


2,85,100 



13,20,500 


Property & Assets Rs. 

Rs. 

Goodwill 

... 

1,50,000 

Fixtures, Fittings & Furniture:— 


Rangoon 

... 45,000 


Colombo 

... 6,000 




51,000 

Stock in hand valued at cost:— 


Rangoon 

... 2,75,000 


Colombo ’ 

... 80,000 




3,55,000 

Sundry Debtors (good):— 


Rangoon 

... 4,00,000 


Colombo 

... 32,500 


* 


! 4,32,500 

Prepaid Expenses 

... 

300 

Investments valued at cost 

j 2,50,000 

Cash:— 


I 

At Bank— 


| 

Rangoon 

.. 76,000 

1 

Colombo 

.. 2,500 

1 


- 78,500 


In hand— 



Rangoon 

.. 3,000 


Colombo 

.. 200 



- 3,200 




81,700 


Rs. 

13,20,500 


Problem 246 

From the following Trial Balance of the General Engineering Co., Ltd., on 30th 
June 1943 prepare Trading and Profit & Loss Account and Balance Sheet. The Nominal 
Capital of the Company is Rs. 4,00,000 divided into 4,000 Ordinary Shares of Rs. 50 
each, and 4,000 6 per cent Cumulative Preference Shares of Rs. 50 each. 
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Dr. Balances 

Rs. 



Rs. 

Stock-in-trade, 1-7-1942 

66,500 

Bad Debts 


2,550 

Discounts 

3,000 

Cash in hand 


1,800 

Carriage 

5,750 

Debenture Interest—half year 

to 

Patterns 

37,500 

31st December 1942 


1,000 

Hates, Taxes, Gas and Insurance 

5,500 

Preference Dividend, half year 

to 


Patents and Trade Marks 

15,000 

31st December 1942 


3,000 

Materials Purchased 

1,23,250 

Directors’ Fees 


5,000 

Wages 

1,30,500 

Bank Interest and Charges 


4,100 

Coal and Coke 

6,300 

Cr. Balances 



Freehold Land and Buildings 

1,25,000 

2,000 Ordinary Shares 


1,00,000 

Plant and Machinery 

75,000 

2,000 Preference Shares 


1,00,000 

Loose Tools 

15,000 

4% Debentures 


50,000 

Goodwill 

37,500 

Provincial Bank, Ltd. (Overdraft) 

75,700 

Sundry Debtors 

26,600 

Sundry Creditors 


17,800 

Bills Receivable 

13,450 

Bills Payable 


6,250 

Advertising 

1,500 

Sales 


3,61,700 

Commission 

6,750 

Rents 


3,650 

Trade Expenses 

5,600 

Profit and Loss Account 


6,700 

Repairs 

4,650 





The Stock at 30th June 1943 was Rs. 70,800. Write off Depreciation:—Plant and 
Machinery, 5 per cent; Loose Tools, 20 per cent; Patterns, 10 per cent ; Patents and 
Trade Marks, 10 per cent. Provide 2\ per cent on Debtors for Discount and Rs. 2,150 
for Bad Debts. 


Solution 


The General Engineering Co., Ltd. 
TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 30 th June 1943 



Rs. a. 

I 

Rs. a. 

To Stock at commencement ... | 

66,500 0 

By Sales .j 

3,61,700 i) 

„ Materials Purchased .| 

1,23,250 0 

,, Stock at end .j 

70,800 0 

„ Wages .: 

1,30,500 0 



„ Coal and Coke. 

6,300 0 



„ Carriage .1 

5,750 0 

! 


„ Gross Profit c/d. . 

1,00,200 0 



Rs. 

4,32,500 0 

Rs. 

4,32,500 0 

To Trade Expenses . 

5,600 0 

By Gross Profit b/d. . 

1,00,200 0 

„ Rates, Taxes, Gas & Insurance 

5,500 0 

„ Rents . 

3,650 0 

„ Discounts .! 

3,611 4 



„ Advertising . 

1,500 0 



„ Commission . 

6,750 0 



„ Repairs . 

4,650 0 



„ Bad Debts . 

2,550 0 



„ Debenture Interest . 

2,000 0 



„ Directors' Fees . 

5,000 0 



„ Bank Interest and Charges ... 

4,100 0 



„ Reserve for Doubtful Debts ... 

2,150 0 



,, Depreciation:— 




Plant & Machinery ... 3,750 




Loose Tools ... 3.000 




Patterns .3,750 




Patents & Trade Marks 1,500 





12,000 0 



„ Net Profit carried to Balance 




Sheet . 

48,438 12 



Rs. 

1,03,850 0 

Rs. 

1,03,850 0 
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BALANCE SHEET 
As at 30th June 1943 


Capital & Liabilities Rs. 

Nominal Capital:— Rs. 

4,000 Ord. Shares of 
Rs. 50 each ... 2,00,000 

4,000 6% Cum. Pref. 

Shares of Rs. 50 each 2,00,000; 


4,00,000 

Issued, Subscribed & ! 

Paid-up Capital 

2,000 Ord. Shares of ! 

Rs. 50 each, fully paid 1,00,0UU 
2,000 Cum. Preference 
Shares of Rs. 50 
each, fully paid ... 1,00,000 

- 2,00,000 0 

Reserve for Doubtful Debts ... 2,150 0 

4% Debentures ... ...; ' 50,000 0 

Debenture Interest unpaid ... 1,000 0 

Sundry Creditors:— 

For Bills Payable ... 6,250j 

On Open Accounts ... 17,800) 

Provincial Bank, Ltd.... 75,700' 

- 99,750 0 

Profit & Loss Appropria¬ 
tion Account:— 

Balance brought for¬ 
ward from last year 6,700—0 
Net Profit this year ... 48,438-12 j 

55,138-12 1 

Less Preference Share 
Dividend for half 
year ... 3,000—0 

- 52,138 12 

Rs. 4,05,038 12 


Property & Assets Rs. i Rs. 
Goodwill ... ... 37,500 0 

Freehold Land and Buildings 1,25,000 0 

Plant and Machinery ...75,000 

Less Depreciation ... 3,750 

- 71,250 0 

Patents & Trade Marks 15,000 
Less Depreciation ... 1,500 

- 13,500 0 

Patterns ... ... 37,500 

Less Depreciation ... 3,750 

- 33,750 0 

Loose Tools ... ...15,000 

Less Depreciation ... 3,000 

- 12,000 0 

Stock-in-trade valued at cost ...|| 70,800 0 

Book Debts (good) ... 26,600-0| 

Less Reserve for j! 

Discounts ... 611-4jj 

-1 25,988 12 

Bills Receivable ... ... I 13,450 0 

Cash in hand ... ...;! 1,800 0 


Rs. j 4,05,038 12 


Problem 247 

Prepare Trading and Profit & Loss Account and Balance Sheet from the following 
Trial Balance of the Mysore Brewery, Ltd., as at 30th June 1943 : — 

Rs. Rs. 

Licensed and Other Property .. 2,63,330 Reserve Fund .. 5,000 

Ordinary Share Capital .. 1,25,000 Ordinary Share Dividend (Interim) 1,875 

6% Preference Share Capital Investments .. .. 4,810 

(Nominal Rs. 1,25,000) .. 1,24,800 Reserve for Loss on Investments 400 

Calls paid on Forfeited Shares 20 Reserve for Doubtful Debts .. 100 

Goodwill 11,200 4£% Debenture Stock (1st July 

Formation Expenses .. 2,150 1942) .. 50,000 

Premium on and alteration to Sundry Creditors .. .. 3,160 

Leases .. 8,050 Sundry Debtors .. 14,350 

Wages 1,520 Preference Share Dividends .. 7,115 

Brewing Materials .. 15,125 Plant and Machinery .. 3,550 

Mortgages on Licensed Property 1,925 Barrels .. .. 1,550 

Trade Defence Fund Contribution Horses and Drays .. 1,060 

(half to be written off) .. 40 Compensation Charges under the 

Capital alterations to Property .. 705 Licensing Act (half to be capi- 

Commission (Dr.) .. 120 talised) .. .. 440 

Discounts (Dr.) .. .. 155 Cash in hand .. .. 20 
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Cash at Bank 

Interest on Debenture Stock 
Railway Claims written'off 
Directors’ Fees 
Furniture and Fittings 
Amounts received on account of 
Debts written off .. 


Rs. 

1,895 

1,070 

550 

250 

105 

55 


General Trade Expenses 


Rs. 

4,110 

Profit and Loss Account 

(Cr.) " 

8,400 

24,890 

Sales less Returns 

Rent (Cr.) 


2,805 

Beer Duty paid, less 
charged off 

amount 

1,410 


Stock on 30th June 1943 was:—Brewing Materials, Rs. 4,000 and Sundries Rs. 310. 
Carry forward Rs. 75 as unexpired Rates. Write 15 per cent off Barrels ; 9 per cent 
off Horses and Drays ; 7i per cent off Plant and Machinery ; and 5 per cent off Furni¬ 
ture and Fittings. 


Solution 


The Mysore Brewery, Ltd. 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 30 th June 1943 



Rs. a. 

.~ H 

Rs. a. 

To Purchases (Brewing Materials)... 

15,125 0 

By Sales less Returns 

24,890 0 

„ Wages 

1,520 0 

„ Stock at end:— 


„ Beer Duty 

1,410 0 

Brewing Materials ... 4,000 

I 

„ Gross Profit c/d. 

11,145 0 

Sundries ... 310 





j 4,310 0 

Rs. 

29,200 0 

Rs. 

129,200 0 

i • 

To General Trade Expenses 

1 4,035 0 

By Gross Profit b/d. 

111,145 0 

„ Directors' Fees 

250 0 

„ Rents 

2,805 0 

„ Discounts 

155 0 

„ Bad Debts realized 

55 0 

„ Commission ... 

120 0 



„ Compensation Charges— 



1 

\ written off 

CO 

CO 

o 

o 



„ Trade Defence Fund Contribu¬ 

i 

j 


tion—1 written off ... 

20 0 



„ Railway Claims written off 

550 0 


|: 

„ Interest on Debenture Stock 

2,250 0 



„ Depreciation :— Rs. a 

1 



Barrels 15% ... 232 8 




Horses & Drays 9% ... 95 6i 


1 

Plant & M achinery 1\% 266 4 

i 

i 


1 

Furniture & Fittings 5% 5 4 



1 


599 6 


! 

„ Net Profit carried to P. & L. 




Appropriation Account 

5,805 10 



Rs. 

14,005 0 

Rs. 

! 14,005 0 


PROFIT AND LOSS APPROPRIATION ACCOUNT 


• 

Rs. a. 


| Rs. 

To Preference Share Dividend 

7,115 0 

By Balance of profit from last year... 

8,400 0 

„ Interim Dividend on Ordinary 
Shares 

„ Balance as per Balance Sheet ... 

1,875 0 
5,215 10 

„ Net Profit this year 

5,805 10 

Rs. 

14,205 10 

Rs. 

14,205 10 
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BALANCE SHEET 


As at 30 th June 1943 


Capital & Liabilities 

Rs. a. 

Property & Assets Rs. a. 

Rs. a. 

Nominal Capital:— Rs. 


Goodwill ... 

11,200 0 

Ordinary Shares ... 1,25,000 


Licensed & Other Property 


6% Preference Shares ... 1,25,000 


(Mortgaged) ... 2,63,330 0 




Add Capital Alter¬ 


2,50,000 


ations ... 705 0 





2,64,035 0 

Issued Capital:— 


Leases ... 

8,050 0 

Ordinary Shares ...1,25,000 


Plant & Machinery ... 3,550 0 


6% Preference Shares ... 1,25.000 


Less Depreciation ... 266 4 





3,283 12 

2,50,000 


Barrels ... ... 1,550 0 




Less Depreciation... 232 8 


Subscribed & Paid-up Capital 


1 

1,317 8 

Ordinary Shares ... 1,25,000 


Horses & Drays ... 1,060 Oj 


6% Preference Shares ... 1,24,800 


Less Depreciation... 95 6j 


Add Forfeited Share 



964 10 

Accounts ... 201 


Furniture & Fittings 105 0j 

• 


j 2,49,820 0 

Less Depreciation... 5 4 


Reserve Fund 

|i 5,000 0 


99 12 

Reserve for Loss on Investments ... 

! 400 0 

Formation Expenses... 

2,150 0 

Reserve for Doubtful Debts 

ii ioo o 

Compensation Charges j 

220 0 

4£% Debenture Stock 

li 50,000 0 

Trade Defence Fund Contribution 

20 0 

Interest accrued on Debenture Stock 

1,180 0 

Stock valued at cost:— 


Loan on Mortgage of Property ... 

1,925 0 

Brewing Materials 4,000 0 


Sundry Creditors 

3,160 0 

Sundries ... 310 0i 


Profit & Loss Appropriation A/c. ... 

j 5,215 10 


4,310 0 


1 

Sundry Debtors 

14,350 0 



Expenses Prepaid ... 

75 0 



Investments 

4,810 0 



Cash 




At Bank ... 1,895 0 




In hand ... 20 0 


; 



1,915 0 

Rs. 

3.16,800 10 

Rs. 

3,16,800 10 






Problem 248 

From the following Ledger Balances of the Southern India Tea Company, Ltd., 
on the 31st December 1943, prepare Profit and Loss Account and Balance Sheet. The 
Authorized Capital of the Company is 1,75,000 Shares divided' into 1,16,667 Ordinary 
Shares of Rs. 5 each and 58,333 Preference Shares of Rs. 5 each. The sales include 
the entire crop for the year, so that the question of stock need not be considered. 


Rs. 

Capital Account, Ordinary and 
Preference : — 

Rs. 

88,000 Ordinary Shares 
issued and fully paid 4,40,000 
46,000 Preference Shares 
issued and fully paid 2,30,000 


- 6,70,000 

Estates at cost .. .. 9,48,405 

Reserve Fund .. 2,35,000 

Expenditure on Plantations .. 3,97,025 

Interim Dividend .. .. 66,000 

Produce for the year 1943 .. 6,21,875 

Office Furniture .. .. 1,500 

Unclaimed Dividends .. 1,020 

Value of Chests and Materials .. 3,195 


Rs. 

Depreciation in value of Securities 1,420 


Advance to Coolies .. 1 , 13,550 

Bills Payable .. .. 1 , 45,930 

Sundry Creditors .. .. 95,560 

Office Establishment Expenses . . 11,820 

Reserve against Advances to 
Coolies .. . . 57,560 

Commission, Interest oru Securities 
and Transfer Fees .. 23,150 

Balance at Bank .. .. 12,595 

Dividend on Preference Shares 15,400 
Profit and Loss (Cr.) .. 27,495 

Securities at Market Prices .. 85,840 

Sundry Debtors .. .. 2 , 61,340 

Advances received against Ship¬ 
ments .. . . - 40,500 
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Solution 


Southern India Tea Co., Ltd. 
PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 


To Expenditure on Plantations 
„ Office Establishment Expenses 
„ Depreciation in value of Securities... 
„ Net Profit carried to Profit and 
Loss Appropriation Account 

Rs. 

3,97,025 

11,820 

1,420 

2,34,760 

By Produce 

„ Commission, Interest on Securi¬ 
ties and Transfer Fees 

Rs. 

6,21,875 

23,150 

Rs. 

6,45,025 

Rs. 

6,45,025 

PROFIT AND LOSS APPROPRIATION ACCOUNT 


To Dividend on Preference Shares ... 
„ Interim Dividend 
„ Balance carried to Balance Sheet... 

Rs. 

15,400 

66,000 

1,80,855 

By Balance from last year 
„ Net Profit this year 

Rs. 

| 27,495 
|2,34,760 

Rs. 

2,62,255 

Rs. 

2,62,255 


BALANCE SHEET 
As at 31 st December 1943 


Capital & Liabilities 
Authorised CapitalRs. 
1,16,667 Ordinary Shares 
of Rs. 5 each ... 5,83,335 

58,333 Preference Shares 
of Rs. 5 each ... 2,91,665 


Issued Capital 
88,000 Ordinary Shares 
of Rs. 5 each ... 4,40,000 

46,000 Preference Shares 
of Rs. 5 each ... 2,30,000 


Subscribed, Called-up and 
Paid-up Capital 
88,000 Ordinary Shares of 
Rs. 5 each, fully paid ... 4,40,000 
46,000 Preference Shares 
of Rs. 5 each, fully paid 2,30,000 i; 


Reserve Fund ... ...f 

Reserve against Advances to Coolies...!! 

Unclaimed Dividends ... ...; 

Creditors 

On Open Account* ... 95,560 j 

For Bills Payable ... 1,45,930 

„ Advances against 

Shipments ... 40,500 


Profit^nd Loss Appropriation A/c.... 

Rs. 



8,75,000 


6,70,000 


6,70,000 

2,35,000 

57,560 

1,020 


2,81,990 

1,80,855 


14,26,425 


Property & Assets : R s . 

Estates at cost ... ..J 9,48,405 

Chests and Materials at cost ... 3,195 

Office Furniture at cost ...j 1,500 

Sundry Debtors (good) ...j 2,61^340 

Advances to Coolies ... ...» 1,13,550 

Securities at Market price ...| 85,840 

Cash at Bank ... ... 12)595 


r- 


Rs. 14,26,425 


24 
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Problem 249 

The Trial Balance of the British Aeroplane Co., Ltd., for the year ending 31st 
December 1943 is given below. Prepare Trading and Profit & Loss Account and Balance 
Sheet after making the following adjustments:—Depreciate Plant and Machinery, Pat¬ 
terns and Patents at 10 per cent. Write off £200 from Preliminary Expenses. Add 
£1,000 to Sinking Fund for Redemption of Debentures. Provide for a half year’s 
Debenture Interest due 1st January 1944. Leave Bad and Doubtful Debts Reserve 
at 5 per cent on Sundry Debtors. Stock £8,075. 

Dr. Balances £ £ 

Calls in Arrears .. .. 500 Discounts allowed .. 2,020 

Freehold Premises .. .. 20,000 Directors’ Fees .. .. 420 

Plant and Machinery .. 22,000 Bad Debts .. 250 

Interim Dividend paid 1st August Debenture Interest paid, 1-7-1943 400 

1943 .. .. 2,500 Cr. Balances 

Stock, 31-12-43 .. .. 19,000 Authorized Capital £60,000 divided 

Office Furniture .. .. 525 into 60,000 shares of £1 each 60,000 

Patterns .. 5,150 Subscribed and fully called Capital 40,000 

Patents .. 4,000 Debentures 4 per cent .. 20,000 

Sundry pebtors .. . . 27,700 Balance of P. & L. Account, last 

Cash in hand .. 450 Account .. .. 2,140 

Cash at Bank 8,800 Bills Payable .. 9,000 

Purchases .. . . 63,655 Sundry Creditors .. .. 17,700 

Preliminary Expenses . . 800 Sales .. .. 123,500 

Sinking Fund Investments .. 5,000 Discounts received .. .. 1,180 

Manufacturing Wages .. 29,500 Sinking Fund for Redemption of 

Repairs and Renewals .. 1,200 Debentures .. .. 5,000 

Coal, Gas and Water .. 2,500 Bad and Doubtful Debts Reserve 1,250 

Rates and Taxes .. 1,750 Royalties received . .. 350 

Salaries 1,125 Interest on Sinking Fund Investments 200 

Travelling Expenses 1,075 (National Union of Teachers.) 


Account .. .. 2,140 

Bills Payable .. .. 9,000 

Sundry Creditors .. .. 17,700 

Sales .. 123,500 

Discounts received .. .. 1,180 

Sinking Fund for Redemption of 

Debentures .. .. 5,000 

Bad and Doubtful Debts Reserve 1,250 
Royalties received . .. 350 

Interest on Sinking Fund Investments 200 
(National Union of Teachers.) 


Solution 


The British Aeroplane Company, Ltd. 
TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 


To Stock, 1st January 1943 ... 19,000 

„ Purchases .. j 63,655 

„ Manufacturing Wages ... j 29,500 

„ Coal, Gas and Water ... j 2,500 

„ Gross Profit c/d. ... j 17,270 

£ j _ 131,925 

To Rates and Taxes ... I 1,750 

,, Repairs and Renewals ... 1,200 

„ Salaries ... i 1,125 

„ Travellingpixpenses ... 1,075 

„ Discount ... 840 

„ Debenture Interest ... 800 

„ Directors’ Fees ... ! 420 

„ Preliminary Expenses ... j 200 

„ Bad Debts 250 j 

Add New Reserve ... 1,385 it 


1,635 | 

Less Old Reserve ... 1,250 | 

-| 385 

„ Depreciation:— 

Plant & Machinery 10% 2,200 
Patterns 10% ... 515 

Patents 10% ... 400 

- 3,115 

„ Net Profit carried to P. & L. 

Appropriation Account ... i 6,360 

£ ! 17,270 



£ 

By Sales 

123,500 

„ Royalties 

350 

,, Stock, 31st December 1943 ... 

8,075 

£ 

131,925 

By Gross Profit b/d. 

17,270 


£ 17,270 
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PROFIT AND LOSS APPROPRIATION ACCOUNT 


-_—... - - 

_ - 

~- — - - - -r --s— 



£ 


£ 

To Interim Dividend 

2,500 

By Balance from last year 

2,140 

„ Amount transferred to Sinking Fund 

1,000 

„ Net Profit this year 

6,360 

,, Balance carried to Balance Sheet ... 

5,000 



£ 

8,500 

£ 

8,500 


BALANCE SHEET 
As at 31st December 1943 


Capital & Liabilities 


£ 

Property & Assets 

£ 

£ 

Authorised Capital:— 

£ 


Freehold Premises 


20,000 

60,000 Shares of £1 each 

60,000 


Plant & Machinery 

22,000 



— ... 


Less Depreciation 

2,200 


Issued Capital:— 




— 

19,800 

40,000 Shares of £1 each. 



Patterns 

5,150 


_fully called 

40,000 


Less Depreciation 

515 


Less Calls in Arrears 

500 




4,635 



39,500 

Patents 

4.000 


4% Debentures 


20,000 

Less Depreciation 

400 


Debenture Interest unpaid 


400 



3,600 

Sinking Fund for Redemption 



Office Furniture 


525 

of Debentures 


6,200 

Stock valued at cost 


8,075 

Sundry Creditors:— 



Sundry Debtors (good) 

27,700 


For Bills Payable 

. 9,000 


Less Reserve for Doubtful 



On Open Accounts 

. 17,700 


Debts 

1,385 




26,700 



26.315 

Profit & Loss Appropriation 



Sinking Fund Investments 



Account—balance 


5,000 

at cost 


5,000 




Cash at Bank 

8,800 





„ in hand 

450 






— 

9,250 




Preliminary Expenses 


600 


£ 

97,800 


£ 

97,800 


Problem 250 

The Engine and Motor Co., Ltd., has a Nominal Capital of £100,000 divided into 
75,000 Ordinary Shares of £1 each, and 2.500 6 per cent Cumulative Preference Shares 
of £10 each. The books of the Company were balanced on 31st March 1943, on which 

date a Trial Balance containing the following balances was extracted. Before closing 

the books, the following adjustments are necessary: — (1) A portion of the premises 
has been sublet since 1st January 1943, at £80 per annum ; and the rent due to date 
has not been paid or passed through the books. (2) The Insurance unexpired amounts 
to £30 ; (3) 11 months only of the Office Salaries have been paid; (4) make the 
Reserve for Bad Debts equal to an amount representing 5 per cent on the Sundry 
Debtors (excluding Sundry Debtors for rent); (5) Write off the whole of the Prelimi¬ 
nary Expenses; (6) Write off the following depreciations: — (a) Plant and Machinery 
10 per cent; (b) Office Furniture 10 per cent; (c) Patterns 15 per cent; ( d ) Patents 

20 per cent. Stock on hand on 31st March 1943 was valued at £23,995, and the Loose 

Tools at £2,730. Prepare Trading and Profit & Loss Account and Balance Sheet for 
the year ended 31st March 1943. 


Dr. Balances 

£ 


£ 

Freehold Premises 

. 12,675 

Goodwill Account 

3,000 

Plant and Machinery 

. 11,595 

Sundry Debtors 

31,215 

Calls in Arrears 

2,000 

Cash at Bank—Current Account 

985 

Stock, 31st March 1942 

. 14,665 

„ „ —Deposit 

10,000 

Office Furniture 

545 

Cash in hand 

45 

Loose Tools, 31st March 1942 

3,125 

Sales Returns 

975 

Patterns 

3,155 

Purchases 

71,245 

Patents 

,. 1,535 

Manufacturing Wages 

25,595 
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Dr. Balances —Contd. £ 

Repairs and Renewals of Plant .. 1,245 

Coal .. .. 2,765 

Gas and Water .. .. 475 

Rates, Taxes and Insurance .. 865 

Office Salaries .. .. 750 

Trade Expenses .. .. 2,165 

Bad Debts written off .. 615 

Directors’ Fees .. ... 300 

Carriage .. .. 4,155 

Audit Fee and Legal Expenses .. 205 

General Expenses .. .. 945 

Discounts allowed .. .. 1,235 

Preliminary Expenses .. 350 

Travelling Expenses .. 465 


Cr. Balances „ £ 

Ordinary Share Capital (50,000 
shares) .. .. 50,000 

Preference Share Capital (2,500 
shares) .. .. 25,000 

P. & L. Account balance, 31-3-42 1,545 

Sales .. .. 107,015 

Purchase Returns .. .. 1,670 

Sundry Creditors .. .. 12,805 

Bills Payable .. .. 8,765 

Reserve for Bad Debts, 31-3-1942 1,165 

Interest on Bank Deposit Account 45 
Discounts received .. .. 875 


What dividend, if any, would you recommend the Directors to propose, taking 
into consideration the fact that the dividend on the Preference Shares for the year 
ended 31st March 1942, has not been paid ? (London Chamber of Commerce.) 

Solution The Engine and Motor Co., Ltd. 

TRADING AND PROFIT & LOSS ACCOUNT 


For the year ended 31st March 1943 
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BALANCE SHEET 
As at 31st March 1943 


Capital & Liabilities 

£ 

S; d. 

£ 

s. 

d. 

Property & Assets 

£ 

j 

s. d. | 

£ 

s. 

d. 

Authorised Capital 






Goodwill 


1 

3,000 

0 

0 

75,000 Ordinary 






Freehold Premises 


1 

12,675 

0 

0 

Shares of £ leach 

75,000 

0 0 




Plant & Machinery 

11,595 

0 0 




2,500 6% Cumulative 






Less Depreciation 

1,159 10 0 




Preference Shares 







-- 


10,435 

10 

0 

of £10 each 

25,000 

0 0 




Loose Tools 

3,125 

0 0 




- 

— 





Less Depreciation 

395 

0 0 




£ 100,000 

0 0 





— 


2,730 

0 

0 

■ 






Patterns 

3,155 

0 0 




Issued Capital:— 






Less Depreciation 

473 

5 0 




50,000 Ordinary 









2,681 

15 

0 

Shares of £L each, 






Patents 

1,535 

0 0 




fully called 

50,000 

0 0 




Less Depreciation 

307 

0 0 




2,500 6% Cumula- 









1,228 

0 

0 

tive Preference 






Office Furniture ... 

545 

0 0 




Shares of £10 






Less Depreciation 

54 10 0! 




each, fully called 

25,000 

0 0 





— 


490 10 

0 

- 

— 





Stock 



23,995 

0 

0 


75,000 

0 0 




Sundry Debtors ... 

• 31,215 

0 0 




Less Calls in Arrears 

2,000 

0 O' 




Less Reserve for 






- 

— 


73,000 

0 

0 

Doubtful Debts 

1,560 15 0! 




Sundry Creditors:— 








— 

29,654 

5 

0 

Bills Payable 

8,765 

0 0 




Outstanding Debtors 



20 

0 

0 

On Open Accounts 

12,805 

0 0 




Prepaid Expenses... 



30 

0 

0 

Outstanding for 






Cash:— 






Salary 

68 

3 8 




Bank Deposit ... 

10,000 

0 0 




- 

— 


21,638 

3 

8 

Current Account 

985 

0 0: 




Profit & Loss Appro¬ 






In Office 

45 

0 Of 




priation A/c. 







• 


11,030 

0 

0 

Balance from last 












year 

1,545 

0 0 










Add Profit this year 

1,786 16 4 1 










- 

— 


3,331 

16 

4 









£ 

97,970 

0 

0 



£ 

97,970 

0 

0 




1 .1 



i 

i 

i 

1 


Note.— No Dividend would be payable on the Ordinary Shares, as £3,000 would 
be required for payment of Dividend on Cumulative Preference Shares for the years 
ending 31st March 1942 and 1943. 


Problem 251 

The Chiddingfold Manufacturing Co., Ltd., was registered with a Nominal Capital 
of £100,000 divided into 50,000 6 per cent Preference Shares of £1 each, and 50,000 
Ordinary Shares of £1 each. The books of the Company were balanced as on 31st 
January 1944, on which date a Trial. Balance containing the following balances was 
extracted. Before closing the books, the following adjustments are necessary : —Tele¬ 
phone Rent paid in advance £25 ; Travellers’ Commission owing £342 ; Rent due £379; 
Insurance Unexpired £541 ; Reserve for Discounts, etc., on Sundry Debtors £500. 
Write off the following depreciations : —Machinery and Plant 10 per cent; Carts and 
Horses £214. The Stock on hand as on 31st January 1944 was valued at £34,839. The 
Directors decided to write off the whole of the Building Account and to transfer £7,000 


to Reserve Account from the profits of the 
Account and Balance Sheet to 31st January 

Dr. Balances £ 

year. Prepare Trading and Profit 
' 1944. 

& Loss 

£ 

Carriage, Dock Dues and Freight 

4,773 

Packing 

542 

Advertising 

649 

Machinery Repairs 

177 

Fuel, Lighting and Water 

Postage and Incidentals 

2,163 

590 

Stable Expenses 

Office Expenses, Stationery and 

913' 

Catalogue and Price Lists 

416 

Telephone 

1,022 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Dr. Balances —Contd. £ 

Debenture Interest .. 855 

Directors’ Salaries .. .. 1,095 

Buildings Account .. 903 

Machinery and Plant Account .. 8,750 

Stock on hand, 1st February 1943 38,672 

£5,000 Consols (at Cost) Invest¬ 

ment of Employees’ Superan¬ 
nuation Fund .. 4,360 

Cash in hand .. 210 

Horses and Carts .. .. 720 

Purchases .. .. 102,664 

Factory Wages 12,704 

Salaries and Travellers’ Commis¬ 
sion 10,691 

Rent, Rates, Taxes, & Insurance .. 3,173 

Sales Returns .. .. 6,619 

Discount Account .. .. 2,762 

Bad Debts written off .. 203 


Solution 


£ 

Bank Charges and Interest .. 42 

Legal Expenses and Audit Fee .. 418 

Company’s Contribution to Super¬ 
annuation Fund .. 516 

Debtors per Sales Ledger .. 19,876 

Cash at Bank .. 5,784 

Cr. Balances 

Ordinary Share Capital Account 5,000 
Preference Share Capital Account 20,000 
Debenture Account (200 of £100 
each at 4i per cent) .. 20,000 

Employees’ Superannuation Fund 4,360 

Transfer Fees .. .. 1 

Purchases Returns . . .. 3,748 

Sales .. 174,493 

Creditors per Bought Ledger .. 4,340 

Bills Payable .. .. 320 


(London Chamber of Commerce.) 


The Chiddingfold Manufacturing Co., Ltd. 
TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st January 1944 


£ 

£ 

£ 

£ 

To Stock at 1st February 1943 

38,672 

By Sales ... 1,74,493 


„ Purchases ... 1,02,664 


Less Returns ... 6,619 


Less Returns ... 3,748 


--- 

1,67.874 

— 

98,916 



„ Factory Wages 

12.704 

„ Stock at 31st January 1944 

34,839 

Carriage, Dock Dues and Freight ... 

4,773 



>. Fuel, Lighting and Water 

2,163 



„ Packing 

542 



„ Gross Profit c/d. 

44,943 



£ 

202,713 

£ 

202,713 

To Salaries and Travellers’ Com- 




mission ... ... * 

11,033 

By Gross Profit b Id. 

44,943 

„ Rent, Rates, Taxes and Insurance... 

3,011 

„ Transfer Fees 

1 

„ Discounts 

3,262 



Directors’Salaries 

1,095 



„ Office Expenses, Stationery and 




Telephone ... % 

997 



„ Stable Expenses 

913 



„ Debenture Interest 

900 



„ Advertising 

649 

% 


Postage and Incidentals 

590 



„ Legal Expenses and Audit Fees 

418 



„ Catalogue and Price Lists 

416 



„ Machinery Repairs 

177 



„ Bank Charges and Interest 

42 



„ Bad Debts ... 

203 



„ Building Account (written off) 

903 



„ Depreciation:— 




Machinery and Plant 875 




Horses and Carts ... 214 




-- 

1,089 



„ Contribution to Superannuation 


I 


Fund 

516 

' 


„ Net Profit carried to P. and L. 




Appropriation Account 

18,730 



£ 

44,944 

£ 

44,944 
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BALANCE SHEET 
As at 31 st January 1944 


Capital and Liabilities 

Nominal Capital:— 

50,000 6% Preference 

Shares of £ 1 each 
50,000 Ordinary Shares of 
£ leach 


Issued Capital:— 

20,000 Preference Shares 
of £1 each, fully called .. 
5,000 Ordinary Shares of 
£1 each, fully called 

200 4% Debentures of £100 
each 

Debenture Interest unpaid 

Reserve Fund 

Employees' Superannuation 
Fund 

Sundry Creditors :— 

For Bills Payable 
On Open Accounts 
Outstanding for Com¬ 
mission and Rent 

Profit and Loss Appropriation 
Account:— 

Net Profit as per P. and L. 
Account 

Less Amount carried to 
Reserve Fund 


£ 

£ 

Property and Assets 

£ 

£ 

50,000 

50,000 


Machinery and Plant 

Less Depreciation 

8,750 

875 

7,875 

506 

34,839 


Horses and Carts 

Less Depreciation 

720 

214 

100,000 


Stock 

Sundry Debtors... 

Less Reserve for Dis¬ 
counts ... 

19,876* 

500 

20,000 

5,000 


19,376 

25,000 

20,000 

45 

7,000 

4,360 

Superannuation Fund 
Investments:— 


... 

£5,000 Consols at cost... 

Prepaid Expenses 

Cash:— 

At Bank ... 

In Office ... 

5,784 

210 

4,360 

566 

320 
, 4,340 




5,994 

721 

5,381 








. 18,730 





. 7,000 

11,730 








£ 

73,516 


£ 

73,516 


Problem 252 


From the following, make out Trading Account, Profit and Loss Account and 
Balance Sheet for the Motor Manufacturing Co., Ltd., for the year ending 31st December 
1943. Nominal Capital 80,000 Shares of £1 each. Write off the whole of Preliminary 
Expenses and depreciate Plant and Machinery, Office Furniture, Patterns and Patents 
at a uniform rate of 7i per cent per annum. Add £2,000' to the Sinking Fund fop 
Redemption of Debentures, and leave the Reserve for B^i and Doubtful Debts at 5 per 
cent on Sundry Debtors. Stock at the above date £10,087. 


Dr. Balances 

£ 



£ 

Calls in Arrears 

.. 1,000 

Cash in hand 


150 

Freehold Premises 

.. 18,000 

Cash at Bank on Current Account 

3,000 

Plant and Machinery 

.. 20,000 

Cash at Bank on Deposit 


12,000 

Interim Dividend paid 

.. 2,000 

Purchases 


62,100 

Stock, 31st December 1942 

.. 18,750 

Preliminary Expenses 


400 

Office Furniture 

625 

Sinking Fund Investments 


8,000 

Patterns 

.. 6,250 

Manufacturing Wages 


30,000 

Patents 

.. 3,750 

Repairs and Renewals 


1,300 

Goodwill 

.. 12,000 

Coal 


2,225 

Sundry Debtors 

.. 37,500 

Gas and Water 


175 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Dr. Balances —Contd. 

£ 


£ 

Rates, Taxes and Insurance 

.. 1,250 

Debentures 5 per cent 

.. 20,000 

Office Salaries 

.. 1,000 

Sundry Creditors 

.. 16,800 

Travelling Expenses 

.. 1,325 

Balance to Credit of P. & L. Ac 

- 

General Expenses 

.. 475 

count, 1-1-43 

.. 890 

Discounts allowed 

.. 2,120 

Bills Payable .... 

15,500 

Directors’ Fees 

525 

Sales 

1,22,000 

Royalties paid 

.. 450 

Discounts received 

.. 1,780 

Bad Debts 

150 

Interest on Bank Deposit 

300 

Debenture Interest 

.. 1,000 

Reserve for Bad and Doubtful Debts 2,250 

Cr. Balances 

£ 

* Sinking Fund for Redemption 

Subscribed Capital 60,000 Shares 

of Debentures 

.. 3,000 

of £1 each, fully paid 

.. 60,000 

b * ^ ■' .X .* _ H 1: 


* This is represented by 

investments, 

and there is one year’s Interest 

at per 

cent per annum due, but unpaid, at the date of making up these accounts. 




(National Union of 

Teachers.) 

Solution 




The Motor Manufacturing Co., Ltd. 


TRADING 

AND PROFIT & LOSS ACCOUNT 


For the 

year ended 

31st December 1943 


£ s. d. 

i| 

£ s. d. 


To Stock on 1st Jan. 1943 
„ Purchases 

„ Manufacturing Wages 
„ Coal 
„ Royalties 
„ Gas and Water 
„ Gross Profit c/d. 


18,750 0 0 
62,100 0 0 
30,000 
2,225 
450 
175 
18,387 


By Sales ... 

„ Stock on 31st Dec. 1943 


122,000 0 0 

10,087 0 0 



£ 

132,087 

0 

0 

£ 

132,087 

0 

0 

To Travelling Expenses 


1,325 

0 

0 

By Gross Profit b/d. 

18,387 

0 

0 

„ Repairs and Renewals 


1,300 

0 

0 

„ Interest on Bank Deposit ... 

300 

0 

0 

„ Rates, Taxes and Insurance 

1,250 

0 

0 

„ Reserve for Doubtful Debts: 




„ Office Salaries 

..J 

1,000 

0 

0 

Balance from last £ 




„ Directors' Fees 


525 

0 

0 

year ... 2,250 




„ General Expenses 


475 

0 

0 

Less New Reserve 1,875 




„ Discount 


340 

0 

0 


375 

0 

0 

„ Bad Debts 

• • . 

150 

0 

0 





„ Debenture Interest 

m99 ! 

1,000 

0 

0 





„ Preliminary Expenses 

j 








written off 


400 

0 

0 





„ Depreciation:— £ 

s. d.\ 




1 




Plant & Machi- 

! 




I 




nery 7i% ... 1,500 

0 0 




j 




Office Furni* 

i 








ture 7J% ... 46 

17 








Patterns 7i% 468 

15 0; 








Patents 7i% 281 

5 0 

• 



j 




— 

i 

2,296 17 

6 





„ Net Profit carried to P.&L. 








Appropriation A/c. 

1 

9,000 

2 

6 






£ | 

19.062 

0 


£ 

19,062 

JL 

0 
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BALANCE SHEET 
As at 31 st December 1943 


Capital & Liabilities £ s. d. j £ s. d. 
Nominal Capital:— 

80,000 Shares of • i 

£1 each ... 80,000 0 0 11 

i 

Issued Capital:— 

60,000 shares of 
£1 each, fully ! 

called ... 60,000 0 0 

Less Calls in j 

Arrears ... 1,000 0 0 ; 

- 59,000 0 0 

5% Debentures ... 20,000 0 0 

Sinking Fund for 
Redemption of ! 

Debentures:— 1 

Balance on 1st 
Jan. 1943 ... 8,000 0 0 

Add Interest on 
Investments ... 280 0 0 

Add Further 
Amount set aside 2,000 0 0 

- 10,280 0 0 

Sundry Creditors:— 

For Bills Payable 15,500 0 0 
On Open Accounts 16,800 0 0 

- 32,300 0 0 

Profit & Loss Appro¬ 
priation A/c.— 

Balance from last i 

year ... 890 0 0 

Add Profit this 9,000 2 6 

year ...- 

9,890 2 6 

Less Interim 

Dividend 2,000 ; 

„ Amount 
transferred 
to Sinking 
Fund 2,000 

- 4,000 0 0 

- 5,890 2 6 

£ 127,470 2 6 


Property & Assets 

£ 

s. 

d. 

£ 

s. d. 

Goodwill 




12,000 

0 

0 

Freehold Premises 




18,000 

0 

0 

Plant & Machinery 

20,000 

0 

0! 




Less Depreciation 

1,500 

0 

0! 





— 


_i 

18,500 

0 

0 

Patents 

3,750 

0 

0 




Less Depreciation 

281 

5 

0 






— 

— 

3,468 

15 

0 

Patterns 

6,250 

0 

0 




Less Depreciation 

468 

15 

0 





- 


— 

5,781 

5 

0 

Office Furniture ... 

625 

0 

0 




Less Depreciation 

46 

17 

6 





— 


— 

578 

2 

6 

Stock-in-trade 




10,087 

0 

0 

Sundry Debtors ... 

37,500 

0 

o 




Less Reserve for 

i 






Doubtful Debts 

1,875 

0 

0 





| 


— 

I 35,625 

0 

0 

Sinking Fund 




1 9 



Investments 




' 8,000 

0 

0 

Outstanding Interest 




1 280 

0 

0 

Cash 




1 



At Bank on 







Deposit 

12,000 

0 

0 




At Bank in 







Current A/c. ... 

i 3,000 

0 

0 




In hand 

150 

0 

0 





1 

i 

i 


— 

15,150 

0 

0 


I 




£ 127,470 2 6 


Problem 253 

The following is the Trial Balance at 31st December 1943 of the Marine Hotel, Ltd., 
having an Authorized Capital of £55,000 divided into 5,500 shares of £10 each. 


£ £ 

Cost of Wines, Provisions, etc., consumed (net) ... ... ... 8,030 

Capital issued 4,470 shares of £10 each ... ... ... ... 44,700 

Freehold (including construction and furnishing Hotel) at cost ... # ... 105,000 

Extraordinary Alterations and Improvements (to be written off by equal annual 

instalments over the three years ending 31st December 1945) at cost ... 1,5001 

CashatBank ... ... ... ... ... ... l,484j 

Cash in hand ... ... ... ... ... ... 238: 

Debenture Interest (half year to 30th June 1943) ... ... ... 800. 

Final Dividend for year ended 31st December 1942 ... ... ... 2,235 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


General Reserve 
Hotel Receipts 

Insurances and Licences (including £132 Compensation Levy paid to 
Interest on Deposit 

Interim Dividend at 3% free of tax for half year to 30th June 1943 
Mortgage Debenture Stock (4 per cent) 

Profit and Loss Account (Balance from 31st December 1942) 

Rents Received 
Repairs and Renewals ... 

Reserve for Depreciation 
Salaries, Wages and Commission ... 

Sundry Expenses (including fuel, lighting, water, rates, taxes, etc.) 
Secretary’s Salary 
Sundry Creditors 
Sundry Debtors 

Stock of Wines, Provisions, etc., on 31st December 1943 ... 

Trade Expenses 

Wine, Bar and Billiard Room Expenses 
Do. Do. Receipts 


£ 

£ 

10,000 

22,749 

) 421 

1,341 

95 

40,000 


6,237 


104 

1,320 

5,000 

2,609 

2,732 


105 

2,300 

470 

2,000 


1,230 


1,525 

1,855 

133,040 

133,040 


From the above particulars prepare a Trading Account and a Profit and Loss 
Account for the year ended 31st December 1943, and a Balance Sheet as on that date 
after charging £400 for Directors’ Fees, £125 for Auditors’ Fees, £400 for Reserve for 
Depreciation, and £1,000 for General Reserve. 

(Chartered Accountants.) 


Solution 


The Marine Hotel, Ltd. 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 


| 

£ 

£ 

£ 

To Cost of Wines. Provisions, etc. 


By Receipts:— 


consumed 

8,030 

Hotel ... ... 22,749 


„ Sundry Expenses (Fuel, Lighting 


Wine, Bar and 


etc.) 

2,732 

Billiard Room ... 1,855 


„ Salaries, Wages and Commission ... 

2,609 


24,604 

„ Trade Expenses 

1,230 



„ Wine, Bar and Billiard Room 




Expenses 

1,525 



„ Insurance and Licence (including 




Compensation Levy) 

388 



„ Gross Profit c/d. 

8,090 



£ 

24,604 

£ 

24,604 

To Repairs and Renewals ... 

1,320 

By Gross Profit b/d. 

8,090 

„ Directors’Fees 

400 

„ Rents 

104 

„ Auditors’Fees 

125 

„ Interest on Deposit ... 

95 

,, Secretary's Salary 

105 



„ Debenture Interest 

1,600 



„ One-third Cost of Extraordinary 




Alterations and Improvements ... 

500 



,, Depreciation 

400 



„ Net Profit carried to P. and L. 




Appropriation Account 

3,839 



£ 

8,289 

£ 

8,289 
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BALANCE SHEET 
As at 31st December 1943 


Capital and Liabilities 

£ 

£ 

Property and Assets 

£ 1 

I 

£ 

Authorised Capital:— 



Freehold Premises and 



5,500 Shares of £10 each ... 

55,000 


Furniture ... 

105,000 





Less Reserve for De¬ 



Issued Capital:— 



preciation 

5,400 ; 


4,470 Shares of £10 




-1 

99,600 

each, fully paid 


44,700 

Extraordinary Alterations 



4% Mortgage Debenture 


' 

and Improvements 

1,500 


Stock 


40,000 

Less l/3rd written off ... 

500 j 


Debenture Interest unpaid ... 


800 


-, 

1,000 

General Reserve 


! 11,000 

Stock of Wines, Provi¬ 



Sundry Creditors:— 



sions, etc. ... 


2,000 

On Open Accounts 

2,300 


Sundry Debtors 

, ( 

470 

Outstanding for Direc¬ 



Payment in Advance 

; ' 

33 

tors' and Auditors' Fees 

I 525 


Cash at Bank ... 

! 1,484 , 




2,825 

„ in hand 

i 238 ; 


Profit and Loss Appropria¬ 




j 1 

1.722 

tion Account 

' 

5,500 

. 





£ 

1 

104,825 

1 


£ 1 

104,825 


PROFIT AND LOSS APPROPRIATION ACCOUNT 


i £ 

By Balance brought forward from 

last year ... ... 6,237 

,, Net profit for this year ... 3,839 


£ ;i 10,076 


Problem 254 

On 31st December 1943, the following Trial Balance was extracted from the books 
of Messrs. J. Jones & Co., Ltd.: — 

£ £ 
50,000 
40,000 
20,000 
750 
250 
37,459 
11,640! 

2,645! 

12,445 I 
9,744, 

59,823 

18,444 

1,200 
2,500 
1,200 


Ordinary Shares, £10 each 

6 per cent Preference-Shares, £10 each 

5 per cent Debentures 

Calls in Arrear—Ordinary Shares ... 

„ „ „ —Preference Shares 

Freehold Property 

Plant and Machinery as on 31st December 1942 

Loose Plant and Tools 

Materials 

Stock—Finished Goods 
Sundry Debtors 
Sundry Creditors 
Dividend paid 

On Preference Shares, 6 months to 31st December 1942 

On Ordinary Shares, 5 per cent for 1942 

On Preference Shares, 6 months interim to 30th June 1943 


To Final Dividend for the year to 
31st December 1942 
„ Interim Dividend, for half year 
to 30th June 1943 
„ General Reserve 

,, Balance carried to Balance Sheet ... 
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typical problems in advanced accounting 


Cottage Rents 
Reserve Account 

Profit and Loss Account, balance 31st December 1942 

Directors'Fees 

Auditors’ Fees 

Discounts off Purchases 

Debenture Trustees’Fees 

Salaries 

Sales 

Bank Charges 
Purchases—Materials 
Wages 

Office Expenses 

Rates, Taxes and Insurance 

Fuel 

Travellers’Salaries and Expenses ... 

Carriage on Materials 
Goodwill 

General Expenses 
Debenture Interest 

„ „ due on 31st December 1943 

Discounts to Customers 
Insurance, Rates, etc., paid in advance 
Bank Overdraft 
Cash Book Balance 


£ 


1,250 

105 

210 

2,645 

284 
82,278 
33,896 
568 
498 
2,620 
9,9371 
3,149 

10 , 000 ! 

3,285 I 

1,000 | 

2,400 

75 

148; 


£ 

195 

5,000 

5,446 


844 


149,795 


500 


3,780 


£ 294,004 ( 294,004 


The Nominal Capital of the Company was £180,000 divided into Ordinary Shares 
£100,000 and 6 per cent Preference Shares £80,000. 

The Stock on 31st December 1943 was: — 

£ 

Materials .. .. ... 11,546 

Finished Goods .. 11,496 

Loose Plant and Tools .. .. 2,315 

Allow 5 per cent for Depreciation of Fixed Plant and Machinery, and £500 for 
Provision for Bad and Doubtful Debts. Prepare Trading and Profit & Loss Account 
to 31st December 1943 and Balance Sheet as on that date. 

(Chartered Accountants.) 


Solution 


J. Jones & Company, Ltd. 

TRADING AND PROFIT & LOSS ACCOUNT 


For the year ended 31st December 1943 



£ 

£ 

i 

£ 

! 

To Stock, 1st January 1943 :— £ 


By Sales 

149,795 

Materials ... 12,445 


„ Stock, 31st December 1 1943:— 


Finished Goods ... 9,744 


Materials ... 11,546 



22,189 

Finished Goods ... 11,496 


„ Purchases—Materials ... 

82,278 

— 

23,042 

„ Wages ... ... ...i 

; 33,896 



„ Fuel 

! 2,620 



„ Carriage on Materials ... 

3,149 



„ Gross Profit c/d. 

28,705 



£ 

172,837 

£ 

172,837 


















ACCOUNTS OF JOINT STOCK COMPANIES 


381 


TRADING AND PROFIT & LOSS ACCOUNT— Contd. 



£ 


£ 

To Travellers'Salaries and Expenses ... 

9.937 

By Gross Profit b/d. 

28.705 

„ General Expenses 

3,285 

,, Cottage Rent 

195 

Salaries 

2,645 



„ Discounts ... 

1,556 



„ Directors'Fees 

1,250 

i 


„ Debenture Interest 

1,000 

s 


„ Rates, Taxes and Insurance 

498 



„ Office Expenses 

568 



„ Reserve for Doubtful Debts 

500 



„ Bank Charges 

284 



ft Debenture Trustees' Fees 

210 



Auditors'. Fees 

105 



„ Depreciation£ 




Loose Plant and Tools 330 


1 


Fixed Plant and 




Machinery 5% ... 582 



i 


912 

!i 

„ Net Profit transferred to P. and L. 


if 

Appropriation Account 

6,150 

,| 

£ 

28,900 

£ 

28,900 


BALANCE SHEET 


As at 31st December 1943 


Capital and Liabilities 

£ 

£ 

Property and Assets 

£ 

£ 

Authorised Capital 



Goodwill 


10,000 

10,000 Ordinary Shares of 



Freehold Property 


37,459 

£10 each 

100,000 


Plant and Machinery 

11,640 


8,000 6% Preference 



Less Depreciation 5%... 

582 


Shares of £10 each 

80.000 



— 

11,058 




Loose Plant and Tools 

2,645 


£ 

180,000 


Less Depreciation 

330 






— 

2,315 

Issued Capital 



Stock:— 



5,000 Ordinary 



Materials ... 

11,546 


Shares of £10 



Finished Goods 

11,496 


each, fully 




— 

23,042 

called ... 50,000 



Sundry Debtors 

59,823 


Less Calls in 



Less Reserve for Doubt- 



Arrears ... 750 



ful Debts ... 

500 



49,250 




59,323 

4,000 6% Prefe- 



Expenses Prepaid 


75 

rence Shares 



Cash in hand ... 


148 

of £10 each, 






fully called ... 40,000 


, 




Less Calls in 






Arrears ... 250 







39,750 






— 

89,000 




5% Debentures ... 

20,000 





Add Interest accrued due 

500 







20,500 




Reserve Account 


5,000 




Sundry Creditors 






On Open Accounts 

18,444 





Bank Overdraft 

3.780 






— 

22,224 




P. and L. Appropriation 






Account—Balance 


6,696 





£ 

143,420 


£ 

143,420 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


PROFIT AND LOSS APPROPRIATION ACCOUNT 


To Final Dividend for 6 months to 

£ 

By Balance from last year 

£ 

5,446 

31st December 1942 on Prefe- 


„ Net Profit this year 

6,150 

rence Shares 

„ 5 per cent Dividend for 1942 on 
Ordinary Shares 

„ Interim Dividend on Preference 
Shares at 6% for 6 months to 
30th June 1943 

„ Balance carried to Balance Sheet ... 

£ ! 

1,200 

2,500 

1,200 

6,696 

11,596 

£ 

11,596 


" ___ 

____ 

.1 _ 


Problem 255 


The Fine Art Trading Corporation, Ltd., has an authorized Share Capital of 
£100,000, half in 6 per cent Cumulative Preference Shares and half in Ordinary Shares 
of £1 each. The Preference Shares were all issued for cash, but £1,000 of the final 
call due 30th June 1943, is still unpaid. The Ordinary Shares were^Tssued to the 
Vendors as fully paid. £20,000 of Mortgage Debentures, bearing interest at 5 per cent 
per annum, were issued at 90. The Book-keeper produces the following Trial Balance 
after the first year’s trading : — 


Ordinary Share Capital 
Preference Share Capital 
First Mortgage Debentures 
Goodwill 

Plates and Copyrights 

Stock, 1st January 1943 

Plant and Machinery 

Office Furniture and Fittings 

Gallery Furniture and Fittings 

Lease of Premises 

Debtors 

Creditors 

Cash at Bankers 

Cash in hand 

Cost of Issue of Debentures 
Preliminary Expenses 
Sales 

Purchases, Printing, etc. 

Wages 

Salaries, including Travellers’ 

Ground Rent 

Rates, Taxes, Insurance, etc. 

Debenture Interest paid 

Preference Dividend paid to 31st December 1943 
Directors' Fees 

Income-tax (deducted from Interest, Dividends and Directors) 

Discount on Sales 

Bad Debts written off 

Admissions to Gallery 

Commission 

General Expenses 

Repairs and Renewals 


£ 


40,000 
15,000 
25,000; 
12 , 000 ; 

250 
1,400; 
8,000 I 
27,000' 

13,200 i 
150: 
400; 
1,200 | 

29,500 

4,000 

7,300 

180> 

700! 

1,000 i 

1,950; 

1,100 I 

1,280 | 
6901 

2,900 | 
1,500 f 
400! 


£ 

50,000 

49,000 

18,000 


13,000 


62,000 


420 


3,680 


£ 196,100 


196,100 
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Write off : —Plates and Copyrights, 20 per cent; Plant and Machinery, 74 per 
cent; Office Furniture, 10 per cent; Gallery Furniture 15 per cent; Lease £250; all 
the cost of Debenture Issue; one-third of Preliminary Expenses; one-half Discount 
on Debentures. Reserve £210 Audit Fee, £1,500 additional for Income-tax, and £500 
for Doubtful Debts. The Stock on hand at 31st December 1943 was £25,500. Prepare 
Balance Sheet and Profit & Loss Account. 

(Chartered Accountants.) 


Solution 


The Fine Art Trading Corporation, Ltd. 
PROFIT & LOSS ACCOUNT 


For the year ended 31st December 1943 


I 1 1 

£ 

i 

To Stock, 1st January 1943 ... 

25,000 

By Sales 

„ Purchases, Printing, etc. ... 

29,500 

„ Admissions to Gallery ... 

Wages . * ... 

4,000 

„ Stock, 31st Dec. 1943 

„ Salaries 

i 7,300 


„ Discount on Sales 

' 1,280 


„ Commissions 

i 2,900 


„ General Expenses 

; 1,500 


„ Debenture Interest 

1,000 


„ Directors'Fees 

1,100 


„ Bad Debts 

690 


„ Reserve for Doubtful Debts 

500 


„ Rates, Taxes, Insurance, etc. 

i 700 


„ Repairs arid Renewals 

400 


„ Audit Fee 

210 


„ Ground Rent ... 

180 

| 

„ Depreciation— £ 

j 


Plates & Copyrights 20% 3,000 

f 


Plant & Machinery 74% 900 


Lease ... 250 



Gallery Furniture 15%... 210 

! 

Office Furniture 10% ... 25 ( 

j 


' 4,385 


„ Cost of Issue of Debentures 

400 


„ Preliminary Expenses 

400 


„ Discount on Debentures 

1,000 


„ Net profit carried to P. & L. 

ii 

j 

Appropriation Account 

8,735 

jl 


£ 

j 91,180 

£ 


II _____ 



£ 

62,000 

3,680 

25,500 


91,180 


BALANCE SHEET 
As at 31 st December 1943 


Capital & Liabilities 

n i 
£ i 

£ 

Property & Assets 

£ 

i ’ 

1 £ 

Authorised Capital 



Goodwill at cost 


40,000 

50,000 6% Cumulative 



Lease of Premises at cost ... 

8,000 

| 

Preference Shares of 



Less Amount written off ... 

250 


£1 each 

50,000 




I 7,750 

50,000 Ordinary Shares 



Plant & Machinery at cost ... 

12,000 


of £1 each 

50,000 j 


Less Depreciation 74% •... 

900 







11,100 

£ 

100,000 1 


Plates & Copyrights at cost ... 

15,000 





Less Depreciation 20% 

3,000 







i 12,000 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


BALANCE SHEET— Contd. 


- ' 

£ 

£ 

“ - • 

£ 

£ 

Issued Capital:— 



Gallery Furniture and Fit- 



50,000 6% Cumu- 



tings at cost 

1,400 


lative Preference 



Less Depreciation 10% ... 

210 


Shares of£l £ 





1,190 

each, fully called 50,000 



Office Furniture and Fittings 



Less Calls in 



at cost 

250 


Arrears ... 1,000 



Less Depreciation 10% ... 

25 



/iQ non 




225 

50,000 Ordinary Shares 



Stock valued at cost 


25,500 

of £1 each issued to the 



Sundry Debtors 

27,000 


• Vendors as fully paid ... 

50,000 


Less Reserve for Doubtful 





99,000 

Debts 

500 


5% First Mortgage 





26,500 

Debentures 

. 

20,000 

Cash at Bank 

13,200 


Sundry Creditors 


13,000 

Cash in hand 

150 ; 


Outstanding for Audit fee ... 

: 

210 

! 


13,350 

Income-tax Reserve 

1 i 

1,920 

Discount on Debentures 

2,000 


P. & L. Appropriation 



Less Amount written off ...j 

1,000 


Account:— I 



! 


1,000 

Profit this year 

8,735 j 


Preliminary Expenses 

1,200 


Less Preference 



Less Amount written off ... 

400 


Dividend paid 1,950 





800 

Less Reserve 


1 



j 

for Income-tax 1.500 







3,450 







5,285 





£ 

l 

139,415 


1 £ 

139,415 


Problem 256 

On 31st December 1943, the Trial Balance of the Motor Engineering Co., Ltd., was 
as under: — 


£ £ 

5,000 Ordinary Shares of £1 each ... ... ... ... ... 5,000 

100 5 per cent Debentures of £10 each. ... ... ... ... 1,000 

Goodwill ... ... ... ... ... 2,000 

Freehold Property ... ... ... ... ... 1,500 

Machinery and Tools ... ... ... ... ... 100 

Fixtures and Fittings ... ... ... ... ... 20 

Hire Cars ... ... ... ... ... 500 

Sundry Debtors ... ... ... ... ... 2,500 

Stock of Accessories, Tyres, Petrol, Oil, etc., 31st December 1943 ... ... 250 

Cash at Bank ... ... ... ... ... 1,055 

Sundry Creditors ... ... ... ... ... 153 

Reserve for Bad Debts, 31st December 1942 ... ... ... ... * 80 

Accessories, including Tyres and Tubes (used) ... • ... ... 2,000 

Petrol, Oil, etc. (used) ... ... ... ... ... 550 

Cost of Repairing Cars (Wages and Materials) ... ... ... 750 

Charges to Customers for Repairing Cars ... ... ... ... 800 

Expenses of Hire Cars ... ... ... ... ... 200 

Wages (Yardmen, etc.) ... ... ... ... ... 120 

Charges to Customers for Hire Cars ... ... ... ... 330 

Sales of Accessories including Tyres and Tubes ... ... ... 2,650 

Cars Purchased for resale ... ... ... ... ... 11,000 

Sales of Petrol, Oil, etc. ... ... ... ... ... 750 

Sundry Receipts (Washing Cars, Charging Batteries, etc.) ... ... 85 

Car Sales ... ... ... ... ... 12,000 

Management Expenses ... ... ... ... ... 450 

Garage Rents ... ... ... ... ... 45 

Repairs, Plant, etc. ...* ... ... ... ... 18 

Bad Debts written off ... ... ... ... ... 50 

Carriage on Cars Sold ... ... ... ... ... 80 
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Debenture Interest to 31st December 1943 
Ordinary Share Dividend to 31st December 1942 
Profit and Loss Account (Balance, 31st December 1942) 


£ 

£ 

50 


500 

800 

£ 23,693 

23,693 


Depreciation is to be written off Machinery and Tools at the rate of 20 per cent, 
Fixtures and Fittings 10 per cent, Hire Cars 25 per cent. 

The Reserve for Bad Debts is to be increased to 5 per cent on the Sundry 
Debtors, and 25 per cent of the net profit for the year is to be reserved for Commission 
to the Manager. 

Prepare complete accounts in the form which, in your opinion, is calculated to 
give the greatest amount of information to the Directors as to the working results of 
the business at a glance. 

(Chartered Accountants.) 


Solution 


The Motor Engineering Company, Ltd. 
CARS TRADING ACCOUNT 


For the year ended 

31st December 1943 


I 

i 

£ 


£ 

To Purchases ... ...| 

11,000 

By Sales 

12,000 . 

„ Gross Profit carried to Profit 




and Loss Account ... 

1,000 



£ 

12,000 

£ ' 

12,000 


ACCESSORIES TRADING ACCOUNT 


—_ ■ 



* - 


£ 


£ 

To Accessories used ... - 

2,000 

By Sales of Accessories, Tyres and :! 

„ Petrol, Oil, etc., used ... 

550 

Tubes, etc. ... ...!! 2,650 

„ Gross Profit carried to Profit and 


„ Sales of Petrol, Oil, etc. 

; 750 

Loss Account 

850 


1 

£ 

3,400 

£ 

j 3,400 

. . Ji 

REPAIRS 

ACCOUNT 



£ 


£ 

To Cost of Repairing Cars 

750 

By Charges for Repairing Cars 

800 

„ Gross Profit carried to Profit and 




Loss Account 

50 



£ 

800 

£ 

800- 

i 

HIRE CARS ACCOUNT 



£ 


£ 

To Expenses of Hire Cars 

200' 

By Charges to Customers for Hire 


„ Depreciation on Hire Cars 

125 

Cars 

| 330 

„ Gross Profit carried to Profit and 




Loss Account 

5 



£ 

330 

£ 

i 330 


25 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 


To Management Expenses 
„ Wages (Yardmen, etc ) £ 

„ Bad Debts 50 

Add New Reserve 125 £ 

- 175 

Less Old „ 80 

„ Carriage on Cars Sold 
„ Repairs to Plant, etc. 

„ Debenture Interest 
„ Depreciation:— 

Machinery & Tools 20 

Fixtures & Fittings 2 

„ Commission to Manager 
„ Net Profit carried to Profit and 
Loss Appropriation Account 


£ 

£ 

£ 

450 

By Gross Profit:— 


120 

! Cars Trading Account ... 1,000 


95 

Accessories Trading 

Account ... 850 

Repairs Account ... 50 

Hire Cars Account ... 5 

1,905 

80 

„ Sundry Receipts (Washing Cars, 

18 

etc.) . 

85 

50 

„ Garage Rents . 

45 

22 

300 



900 



2,035 

£ 

2,035 





BALANCE SHEET 
As at 31st December 1943 


Capital & Liabilities 

£ 

Property & Assets 

£ 

Authorised Capital:— 


Goodwill 


5,000 Ordinary Shares of 


Freehold Property 


£1 each ... £ 

5,000 

Hire Cars 

500 



Less Depreciation 25% ... 

125 

Issued Capital:— 



_ _ _ 

5,000 Ordinary Shares of 


Machinery and Tools 

100 

£1 each fully called ... 

5,000 

Less Depreciatiqp 20% ... 

20 

100 5% Debentures of 



_ T . _ 

£10 each 

1,000 

Fixtures & Fittings 

20 

Sundry Creditors 

153 

Less Depreciation 10% 

2 

Manager for Commission ... 

300 



Profit and Loss Appropria¬ 


Stock of Accessories, etc. 


tion Account 

1,200 

Sundry Debtors 

2,500 



Less Reserve for Bad Debts 

125 



Cash at Bank 


£ 

7,653 


£ 


PROFIT AND LOSS APPROPRIATION ACCOUNT 


To Ordinary Share Dividend to 31st 
December 1942 

t , Balance carried to Balance Sheet... 


£ 

2,000 

1,500 


375 

80 


18 

250 


2,375 

1,055 


7.653 


* 

*— *■ 

£ 

500 

1,200 

By Balance from last year ...I 

800 

„ Net Profit this year ... ...; 

900 

1,700 

£ 

1,700 


PURCHASE OF BUSINESS BY COMPANY 

Problem 257 

j 0U t k e * ow is the Balance Sheet as on 31st December 1943, of Messrs. Black 
and White who are equal partners: — 
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To Capital: — 

£ 

£ 


£ 

J. Black 

.. 30,000 


Land and Buildings 

.. 22,065 

W. White 

.. 20,000 

50,000 

„ Machinery and Plant 
„ Stock 

.. 12,800 
.. 10,760 

Sundry Creditors 


3,700 

„ Sundry Debtors 
„ .Cash at Bank 
„ Investments 

.. 4,250 

.. 2,750 
.. 1,075 


A limited Company with a Nominal Capital of £100,000 in Ordinary Shares of 
£1 each, was formed to acquire and carry on the business. The vendors guaranteed 
the debts, and agreed to pay off the creditors. The Company took over the whole 
concern with the exception of the cash and investments, the purchase price being agreed 
at £60,000. The vendors were paid as to £50,000 in fully paid Ordinary Shares 
and as to the balance in cash. The balance of the share capital was taken up by the 
public and fully paid up. Show the entries to close books of the old firm and to open 
those of the new Company. 

(London Chamber of Commerce.) 


Solution 


ENTRIES TO CLOSE THE BOOKS OF BLACK AND WHITE 


L.F 


Realization Account 

To Land and Buildings 
,. Plant and Machinery 
„ Stock 

„ Sundry Debtors 

(Being the transfer of these assets to Realization 
Account). 


Dr. 


| Limited Company’s Account 
To Realization Account 

(Being the agreed price of the assets taken over 
! by the Company as per agreement dated...) 


Dr. 


Bank 

To Investments Account 
(For amount realized on Sale of Investments). 


Dr. 


| in 

£ s. d . 

49,875 0 0 


] 

22,065 0 0 

<1 

12,800 0 0 

’! 

10,760 0 0 

i{ 

1 

4,250 0 0 

j! 

’! 60,000 0 0 


if 

1 

60,000 0 0 


1,075 0 0 


1,075 0 0 


Sundry Creditors ... ... ... Dr. 

To Bank Account 
(Being payment to Creditors). 


Realization Account ... ... ... Dr. 

To J. Black's Capital Account 
„ W. White's Capital Account 
(Being the profit on realization of business cre¬ 
dited to the partners’ Capital Accounts in 
equal shares). 


Ordinary Shares in Ltd. Co. ... ... Dr. 

Bank Account ... ... ... „ 

To Limited Co.'s Account 
(Being the consideration for sale received from 
the Company). 


J. Black's Capital Account ... ... Dr. 

W. White's Capital Account ... ... „ 

To Ordinary Shares in Ltd. Co. Account 
„ Bank Account 

(Being the distribution of Shares and Cash 
amongst the partners in payment of balances 
standing to the credit of their respective 
Capital Accounts). 


3,700 0 0 

10,125 0 0 

50,000 0 0 
10,000 0 0 

35,062 10 0 
25,062 10 0 


3,700 0 0 

5,062 10 0 
5,062 10 0 

60,000 0 0 

50,000 0 0 
10,125 0 0 
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typical problems in advanced accounting 


ENTRIES IN THE BOpKS OF THE NEW COMPANY 


Business Purchase Account 

To Black and White (Vendors) 

(Being the purchase price of the business taken over by the 
Company from Black and White). 

|l.f 

Dr. ! 

Land and Buildings Account 

Dr. 

! Machinery and Plant Account 

»» 

Stock 

>» , 

Sundry Debtors 

tt 

Goodwill Account 

To Business Purchase Account 
(Being the respective values of the assets and goodwill taken 
over by the Company). 

1 

Bank Account 

| To Ordinary Share Capital Account 

(Being cash received on 50,000 Ordinary Shares of £1 each 

Dr. 

subscribed by the public). 


Black and White (Vendors) 

To Ordinary Share Capital Account 
„ Bank Account 

(Being the issue of 50,000 Ordinary Shares of £1 each as 
fully paid and £10,000 paid in cash to the vendors in 
satisfaction of the purchase price of the business). 

Dr. 


£ 

60,000 


22,065 

12,800 

10,760 

4,250 

10,125 


50,000 


60,000 


£ 


60,000 


60,000 


50,000 


50,000 

10,000 


Problem 258 

John Brown’s Balance Sheet showed the following Assets and Liabilities : —Free¬ 
hold Premises £75,000 ; Stock £50,000 ; Sundry Debtors £35,000 ; Patent Rights 
£10,000 ; Cash t at Bank £3,000 ; Sundry Creditors £22,000 ; Bills Payable £3,000. 
The Universal Machinery Company was formed to purchase the business for the sum 
of £170,000 ; payable as to £50,000 in Ordinary Shares, £50,000 in Preference Shares, 
£50,000 in 4 per cent Debentures, and the balance in cash ; the Company agreeing to 
take over the Liabilities and Assets of J. Brown, with the exception of the Bank 
Balance. The Registered Capital of the Company was £200,000 divided into 100,000 
Ordinary Shares of £1 each, and £100,000 Preference Shares of £1 each. The balance 
of these shares was issued for subscription by the public, payable 5s. per share on 
application, 5s. per share on allotment and 10s. per share one month after allotment. 
The Ordinary Shares were over-subscribed by 2,000 shares. The Preference Shares were 
fully subscribed, and, including the vendors, both classes and the Debentures were 
duly allotted on 1st February, 1938. By 31st May all cash had been received except 
the amounts due on allotment and Call Accounts with respect to 100 Ordinary 
Shares and 80 Preference Shares. The Directors had paid the Vendor the Cash 
due to him; also £2,500 on account of Preliminary Expenses and declared 
the Cash due to him ; also £2,500 on account of Preliminary Expenses and declared 
forfeited the shares upon which allotment and call money were in arrear. Give the 
Journal and Cash Book entries which should appear for the above transactions and 
the Ledger Account or forfeited shares. 


(National Union of Teachers.) 
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Solution 


JOURNAL ENTRIES 



Business Purchase Account ... ... ... Dr. 

To John Brown (Vendor) 

(Being the purchase price of the business taken over / 
by the Company, as per agreement, dated.). 

L.F. 

£ 

170,000 

£ 

170,000 


Freehold Premises 

Stock ' ... 

Sundry Debtors 

Patent Rights 

Goodwill 

To Sundry Creditors 
„ Bills Payable Account 
„ Business Purchase Account 
(Being the respective values of the assets and liabilities 
of the business taken over). 

Dr. 

ff 

ff 

! 

75,000 

50,000 

35,000 

10.000 

25,000 

22,000 

3,000 

170,000 


Ordinary Share Application Account 

To Ordinary Share Allotment Account 
„ Ordinary Share Capital Account 
(For the transfer of Ordinary Share application amount 
to Ordinary Share Capital Account, the amount re¬ 
ceived on over-subscription of 2,000 shares being 
transferred to Ordinary Share Allotment Account.) 

Dr. 


13,000 

500 

12,500 

1938 
Feb. 1 

Preference Share Application Account 

To Preference Share Capital Account 
(For the transfer of application money received on 
Preference Shares to Preference Share Capital A/c.) 

Dr. 


12,500 

1 12,500 

Ordinary Share Allotment Account 

Preference Share Allotment Account 

To Ordinary Share Capital Account 
,, Preference Share Capital Account 
(Being the total amount due on allotment of 50,000 Ordi¬ 
nary and 50,000 Preference Shares at 5/- per share.) 

Dr. 

ft 

i 

12,500 

12,500 

1 12,500 

12,500 

Feb. 1 

John Brown (Vendor) 
j To Debentures Account 

I „ Ordinary Share Capital Account 

„ Preference Share Capital Account 
! (Being the issue of £50,000 Debentures, £50,000 Ordinary 
and £50,000 Pref. Shares to the Vendor in part pay- 
1 ment of purchase price as per agreement dated.) 

Dr. 


150,000 

50,000 
50,000 
| 50,000 

Mar. 1 

Ordinary Share Call Account 

Preference Share Call Account ... 

To Ordinary Share Capital Account 
„ Preference Share Capital Account 
(Being the total amount due on Call of 10/- per share on 
50,000 Preference and 50,000 Ordinary Shares). 

Dr. 


25,000 

25,000 

25,000 

25,000 


Ordinary Share Capital Account ... 

Preference Share Capital Account 

To Forfeited Shares (Ordinary) Account 
„ Forfeited Shares (Preference) Account 
„ Ordinary Share Allotment Account 
„ Preference Share Allotment Account 
„ Ordinary Shares Call Account 

Preference Share Call Account 
(For the.forfeiture of 100 Ordinary and 80 Preference 
Shares as per Resolution of the Board, dated.). 

Dr. 

ii 


1 100 
80 

25 

20 

25 

20 

50 

40 


Note. —It is assumed that the application moneys on Shares over-subscribed are 
to be utiljzed towards the Allotment Account. 
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typical problems m advanced accounting 


CASH BOOK 



£ 


£ 

To Ordinary Share Application A/c. ... 

13,000 

By John Brown 

20,000 

„ Preference ,, „ „ 

12,500 

Preliminary Expenses A/c. 

2,500 

„ Ordinary Share Allotment A/c. 

11,975 

„ Balance c/d. 

77,365 

„ Preference „ 

12,480 



„ Ordinary Share Final Call A/c. 

24,950 



„ Preference „ 

24,960 



£ 

99,865 

£ 

99,865 

To Balance b/d. 

77,365 

i 



FORFEITED SHARES (ORDINARY) ACCOUNT 





By Ordinary Share Capital A/c. 

£ 

25 


FORFEITED SHARES (PREFERENCE) ACCOUNT 



( 


£ 


By Preference Share Capital A/c. 

20 

l! 


Problem 259 


The Directors of a Limited Liability Company (having an Authorized Capital of 
£120,000) issue a prospectus inviting applications for 100,000 shares of £1 each, and 
stating that 10,000 shares will be issued in addition as fully paid to the Vendor in part 
payment of purchase money. 

2s. 6d. per share is payable on application. 

2s. 6d. „ „ „ allotment. 

5s. Od. „ „ 3 months after allotment. 

10s. Od. „ „ 6 

The Capital offered was over-subscribed by 10,000 (ten thousand) shares. 


The amount due on allotment was received in full. The sum of £24,000 was 
received in respect of the first, and £48,000 in respect of the second call. 


The purchase money is stated to be £80,000, viz.: — 

Land and Buildings 
Stock and Work in progress 
Machinery and Plant 
Goodwill 


£ s. d. 
. 35,000 0 0 
. 15,000 0 0 

. 20,000 0 0 
. 10,000 0 0 

£80,000 0 0 


Make the entries necessary to open the books of the Company, and to record 
the payment of the instalment, stating where the details of calls in arrears should 

be found. 


(Chartirid Accountants.) 
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Solution 


JOURNAL ENTRIES 


Business Purchase Account 

To Vendors 

(Being the purchase consideration for the assets taken over). 

Dr. 

1 

L.F. 

£ 

80,000 

£ 

80,000 

Land and Buildings 

Stock and Work-in-progress 

Machinery and Plant 

Goodwill 

To Business Purchase Account 
(Being the individual value of each asset taken over). 

Dr. 

»» 

M 

If 


35,000 

15,000 

20,000 

10,000 

80,000 

Share Application Account 

To Share Capital Account 

(Being the transfer of the amount credited to Share Applica¬ 
tion Account). 

Dr. 


12,500 

12,500 

Share Allotment Account 

To Share Capital Account 

(Being the Allotment Money due on 100,000 shares at 2/6 per 
share, as per Board's Resolution of.). 

Dr. 


12,500 

12,500 

Share First Call Account ... 

To Share Capital Account 

(Being the total amount due for First Call of 5/- per share on 
100,000 shares, as per Board’s Resolution of.). 

Dr. 


25,000 

| 25,000 

Share Final Call Account ... 

; To Share Capital Account 

(Being the Final Call due on 100,000 shares @ 10/- per share, 
j as per Board's Resolution of.). 

Dr. ’ 


50,000 

50,000 


CASH BOOK 


To Shares Application Account 

fj £ 

... 13,750 

By Share Application Account 

£ 

„ ,, Allotment Account 

... 12,500 

(amount returned)... 

1,250 

,, ,, First Call Account 

...;! 24,000 

„ Vendors ... 

70,000 

„ „ Final Call Account 

To Balance b/d. 

48,000 

£ 98.251) 

27,000 

„ Balance c/d. 

£ 

27,000 

98,250 


Notes. — (1) The details regarding Calls in Arrears will be found in the respective 
Call Books, and the total amounts as ascertained therefrom must tally with the debit 
balances on these Call Accounts in the financial books. 

(2) It is assumed that the vendors have been paid the balance due to them in cash. 

(3) It is also assumed that the application money received on shares over-sub¬ 
scribed is to be refunded. 


Problem 260 


James 
figures: — 


& Company’s Balance Sheet at 31st December 1943, shows the following 


Land and Works 

Stock and Work-in-progress 

Patents, Licences, etc. 

Book Debts 


£ 

120,000 

70,000 

10,000 

60,000 
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£ 

Cash at Bankers and in hand 40,000 

Bills Receivable 10,000 

Trade and Cash Creditors 100,000 


They sold the business to a Company (which was formed with a Share Capital 
of £200,000 divided into 100,000 Ordinary and 100,000 Preference Shares of £1 each, 
and a Mortgage Debenture Capital of £100,000) for £300,000 to be satisfied by the 
issue to them of the whole of the Ordinary Shares, 50,000 of the Preference Shares, 
£50,000 Debentures, and the balance in cash. 


The balances of the Preference Shares (at par), and of the Debentures 
were issued to and taken up and paid for by the public as follows: — 


On Application 
On Allotment 
On 31st March 1944 


Pref. Shares 
2 s. 

8 „ 


Debentures 

25% 

40% 

40% 


(at 105) 


Underwriting and Preliminary Expenses amounted to £16,000. 

Make the necessary entries in the Company’s books and prepare the opening 
Balance Sheet. 

(Chartered Accountants.) 


Solution 


JOURNAL ENTRIES 


Business Purchase Account ... ... ... Dr. 

To James & Company (Vendors) 

(Being the purchase consideration of the business taken over, 
as per Contract dated.) 


Land and Works ... ... ... ... Dr. 

Stock and Work-in-progress ... ... , ... », 

Patents, Licences, etc. ... ... ... ... „ 

Book Debts ... ... ... ... ... „ 

Cash at Bankers and in hand ... ... ... „ 

Bills Receivable ... ... _ ... ... „ 

Goodwill ... ... ... * ... ... „ 

To Trade Creditors 
,, Business Purchase Account 

(Being the values of individual assets and liability taken over.) 


L.F.'I £ !| £ 

1 300,000 i 

; ! 300,000 


120,000 I 

70,000 
10,000 
60,000 ; 

40,000 

10,000 

90.000 

100,000 

300,000 


James and Company (Vendors) ... ... ... Dr. 

To Ordinary Share Capital Account 
„ Preference Share Capital Account 
,, Debentures Account 

(Being the issue to Vendors of Ordinary and Preference 
Shares and Debentures, credited as fully paid in part 
satisfaction of purchase consideration as per Minute 
dated.) 


200,000 

100,000 

50,000 

50,000 


Preference Share Application Account ... ... Dr. 

To Preference Share Capital Account 
(Being the transfer of Application money received on 50,000 / 

Preference Shares at 2/- per share.) ^ 


Debenture Application Account ... ... ... Dr. 1 

To Debentures Account I 

„ Debenture Premium Account 

(Being the transfer of Application money received on £50,000 j 

Debentures @ 25% including 5% Premium). ! 

I Preference Share Allotment Account ... ... Dr. 

To Preference Share Capital Account 
i (Being the Allotment Account money due on 50,000 Pre¬ 
ference Shares @ 8/- per share, as per Board’s Resolution 

I of.). 


5,000 11 


12,500 


20,000 


5,000 


10,000 

2,500 


20,000 
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J OURNAL— Contd. 


Debenture Allotment Account 

To Debentures Account 

(Being the Allotment money due on £50,000 Debentures @ 
40% as per Board's Resolution of.) 

Dr. 

L.F. 

£ 

20,000 

£ 

20,000 

Preference Share Call Account 

To Preference Share Capital Account 
(Being the Call money due on 50,000 Preference Shares 
@ 10/- per share, as per Board's Resolution of.) 

Dr. - 

| 

25,000 

25,000 

Debenture Call Account ... 

To Debntures Account 

(Being the Call amount due on £50,000 Debentures @ 40% 
as per Board's Resolution of.) 

Dr. 

: 

! 

20,000 

1 i 

1 i 

! 1 

I _ _ J 

20,000 


CASH BOOK 



1 £ 


£ 

To Sundries (taken over from Vendors) 

! 40,000 

By James and Company (Vendors) .. 

100,000 

„ Preference Share Application 

i 

„ Underwriting and Preliminary 


Account ... 

! 5,000 

Expenses 

16,000 

„ Debenture Application Account 
„ Preference Share Allotment 

, 12,500 

„ Balance c/d. 

26,500 

Account 

20,000 



„ Debenture Share Allotment Account 

! 20,000 



„ Preference Share Call Account 

25,000 



„ Debenture „ „ 

20,000 



£ 

142,500 

£ 

142,500 

To Balance b/d. 

1 

| 26,500 

l 




BALANCE SHEET 
As at 31 st March 1944 


Capital and Liabilities 


£ 

Property and Assets 

i £ 

Authorised Capital:— 

£ 


Goodwill 

90,000 

100,000 Ordinary Shares 



Land and Works 

120,000 

of £1 each 

100,000 


Patents and Licences ... 

10.000 

100,000 Preference Shares 



Stock and Work-in-progress 

70,000 

of £1 each 

100,000 


Book Debts ... 

60,000 


— 


Bills Receivable 

10,000 

£ 

200,000 


Cash at Bank and in hand 

26,500 




Underwriting and Preliminary 

1 

Issued Capital: 



Expenses 

! 16,000 

100,000 Ordinary Shares of 




i 

£1 each, fully called ... 

100,000 




50,000 Preference Shares 





of £1 each, fully called 

50,000 




50,000 Preference Shares 




j 

of £1 each, issued to 




1 

Vendors as fully paid ... 

50,000 



1 


— 

200,000 


! 

Mortgage Debentures 

... 

100,000 



Debenture Premium Account 


2,500 

• 


Trade and Cash Creditors ... 

... 

100 , 000 ; 

1 



£« 

402,500 

£ ! 

i 

402,500 
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Problem 261 


J. Smith’s Balance Sheet showed the following Assets and Liabilities : — 


£ 

Land and Building .. 150,000 

Stock .. . . .. 100,000 

Work-in-progress .. 43,000 

Sundry Debtors .. .. .. 55.000 

Patent Rights .. .. .. .. 8,000 

Cash at Bank .. .. .. .. 5,000 

Sundry Creditors .. .. .. 50,000 

Sundry Bills Payable .. .. 6,000 


A Limited Company (J. Smith & Co., Ltd.) was formed to purchase the business 
for the sum of £350,000, payable as to £100,000 in Ordinary Shares, £100,000 in 
Preference Shares, £100,000 in 4& per cent Debentures and the balance in cash, the 
Company agreeing to take over the assets of J. Smith (with the exception of the 
Bank balance) and the liabilities to Creditors. 

The Registered Capital of the Company was £400,000 divided into 250,000 Ordinary 
and 150,000 Preference Shares of £1 each. 

50,000 Ordinary Shares and the balance of the Preference Shares were issued for 
subscription by the public, payable 5s. per share on application, 5s. per share on allot¬ 
ment, and 10s. per share one month after allotment. 

The Issued Capital was fully subscribed, and the shares (including the Vendor’s 
shares) and the Debentures were allotted by the Company on 1st March 1943. By the 
30th June all moneys due thereon had been received by the Company except the 
amounts due on allotment and call account in respect of 200 Ordinary Shares and 
100 Preference Shares, and the Directors had discharged the Company’s cash indebted¬ 
ness to the Vendor, paid the Preliminary Expenses of £5,000, and declared the shares 
forfeited upon which allotment and calls were in arrears. 

Give the entries which should appear to record these transactions (in totals) in 
the Company’s Journal, Cash Book and Ledger. 

(Chartered Accountants.) 


Solution 


JOURNAL ENTRIES 


1943 
Mar. 1 

Business Purchases Account 

To J. Smith (Vendor) 

(Being the purchase price of the business taken over.) 

Dr. 

L.F. 

£ 

350,000 

£ 

350,000 

*» 

Land and Buildings ... 

Stock 

Work-in-progress 

Sundry Debtors 

Patent Rights 

Goodwill ... ... ... ...* 

To Sundry Creditors 
,, Bills Payable 
„ Business Purchase Account 
(Being the respective values of the Assets and Liabilities 
taken over). 

Dr. 

»# 

M 

»* 

1* 

y» 


150,000 

100,000 

43,000 

55,000 

8,000 

50,000 

50,000 

6,000 

350,000 

tt 

L Smith (Vendor) 

To Preference Share Capital Account 
„ Ordinary Share Capital Account 
fy 4 i per cent Debentures Atcount 
(Being the issue of fully paid Preference and Ordinary 
Shares and Debentures in part payment of the 
purchase consideration as per Minute dated..) 

Dr. 


300,000 

_ 

100,000 

100,000 

100,000 


















ACCOUNTS 6? JOINT STOCK COMPANIES 


395 


JOURNAL- -Contd. 


1943 



L.F. 

£ 

• £ 

Mar. 1 

Preference Share Application Account 

Dr. 


12,900 



Ordinary Share Application Account 



12,500 



To Preference Share Capital Account 
„ Ordinary Share Capital Account 



12,500 

12,500 



(Being the transfer of Application amount received on 





Ordinary and Preference Shares.) 






Preference Share Allotment Account 

Dr. 


12,500 



Ordinary Share Allotment Account 



12,500 



To Preference Share Capital Account 



12,500 


„ Ordinary Share Capital Account 




12,500 


(Being the amount due on Allotment of 50,000 






Preference and 50,000 Ordinary Shares @ 5s. per 
share, as per Board's Resolution of.) 





April 1 

Preference Share Call Account ... 

Dr. 


25,000 



Ordinary Share Call Account ... 



25,000 



To Preference Share Capital Account 




25,000 


„ Ordinary Share Capital Account 
(Being the amount due for Call of 105. per share on 




25,000 


50,000 Preference and 50,000 Ordinary Shares, 
as per Board's Resolution of.) 





June 30 

Preference Share Capital Account 

Dr. 


100 



Ordinary Share Capital Account 

» 


200 



To Preference Share Allotment Account 




25 


„ Preference Share Call Account 




50 


„ Ordinary Share Allotment Account 




50 


„ Ordinary Share Call Account 




100 


„ Forfeited Shares (Preference) Account 




25 


„ „ „ (Ordinary) Account 

(Being the forfeiture of 100 Preference and 200 Ordinary 




50 


Shares for non-payment of Allotment and Call 






moneys, as per Minute dated.) 






CASH BOOK 



£ 

" 

To Preference Share Application A/c. ..J 

12,500 

By J. Smith (Vendor) 

„ Ordinary „ „ ,, ...} 

12,500 

„ Preliminary Expenses 

„ Preference Share Allotment A/c. ...| 

12,475 

„ Balance c/d. 

„ Ordinary „ „ „ ...; 

12,450 

/ 

„ Preference Share Call A/c. 

24,950 

y 

„ Ordinary ,. „ „ 

24,900 


£ 

99,775 

£ 

To Balance b/d. 

44,775 



£ 

50,000 

5,000 

44,775 


99,775 


J. SMITH (VENDOR) 


To Preference Share Capital A/c. 
„ Ordinary Share Capital A/c. 

„ 4 1/2% Debentures A/c. 
ff Bank 


£ 

100,000 

100,000 

100,000 

50,000 


By Sundries 


i 


£ 

350,000 
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BUSINESS PURCHASE ACCOUNT 



£ 


£ 

To Vendor (J. Smith) 

350,000 

By Sundries 

350,000 

PREFERENCE 

SHARE 

CAPITAL ACCOUNT 



V 


£ 

To Sundries 

100 

By J. Smith (Vendor) 

100,000 

„ Balance c/d. 

149,900 

„ Application Account (Preference 




Shares) 

12,500 



„ Allotment Account (Preference 




Shares) 

12,500 



„ Call Account (Preference Shares)... 

25,000 

£ 

: 150,000 

£ 

150,000 


i; 

By Balance b/d. 

149,900 

ORDINARY 

SHARE 

CAPITAL ACCOUNT 



£ 


_ .... 

£ 

To Sundries 

200 

By J. Smith (Vendor) 

100,000 

„ Balance c/d. 

149,800 

„ Application Account (Ordinary 

1 



Shares) 

; 12,500 



„ Allotment Account (Ordinary 




Shares) 

12,500 



„ Call Account (Ordinary Shares) ...j 

i 

25,000 

£ 

150,000 

£ 

1150,000 



By Balance b/d. ...j 

i 

149,800 

4J% DEBENTURES ACCOUNT 


i 



| £ 

l: 


By J. Smith (Vendor) 

1100,000 

1 

PREFERENCE SHARE A 

APPLICATION ACCOUNT 


it 

£ 

I 

£ 

To Preference Share Capital A/c. ... 

12,500 

By Bank 

12,500 

ORDINARY SHARE APPLICATION ACCOUNT 


„ i 

£ 


£ 

To Ordinary Share Capital A/c. ... j 

12,500 

By Bank 

12,500 

PREFERENCE SHARE ALLOTMENT ACCOUNT 

• 


* x 

To Preference Share Capital Account 12,500 By Bank ... ... ... 12,475 

„ Preference Share Capital A/c. ... 25 
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ORDINARY SHARE ALLOTMENT ACCOUNT 


To Ordinary Share Capital Account 


£ 


12,500 

By Bank 


„ Ordinary Share Capital Account ... 

12,500 

£ 


£ 

12,450 

50 


12,500 


PREFERENCE SHARE CALL ACCOUNT 


To Preference Share Capital Account... 

£ 

25,000 

By Bank 

„ Preference Share Capital A/c. 

... 

£ 

24,950 

50 

£ 

25,000 


£ :j 25,000 

!i '• 


ORDINARY SHARE CALL ACCOUNT 


!! 


25,000 

By Bank ... ... ... j 

„ Ordinary Share Capital Account ... j 

£ 

24,900 

100 

25,000 

! i 

£ 

25,000 


FORFEITED SHARES (PREFERENCE) ACCOUNT 

By Preference Share Capital A/c. 
FORFEITED SHARES (ORDINARY) ACCOUNT 

I By Ordinary Share Capital A/c. 


£ 

25 


£ 

50 


PRELIMINARY EXPENSES ACCOUNT 

To Bank 

Note.— A separate Account will have to be opened for each Asset and 


£ 

5,000 


Liability. 


Problem 262 

Make the necessary entries in Journal form to record the following transactions 
in the Books of Accounts of a Limited Company : — 

(1) January 1st, 1944. The Company purchased from Vendors Plant and Machinery 
valued at £5,000, Stock-in-trade valued at £2,500, and Patent Rights valued at £3,000. 

(2) January 10th, 1944. The Company allotted to Vendors, in part payment of 
purchase of these Assets, 800 fully paid Ordinary Shares of £10 each, and issued 25 
Mortgage Debentures of £100 each in satisfaction of* the balance of purchase money. 

(3) January 15th, 1944. The Company allotted to Applicants 1,000 Ordinary 
Shares of £10 each, having received on same date £2 per share, the amount payable 
on application and allotment. 

(4) February 15th, 1944. First Call of £2 per share made on 1,000 Ordinary 
Shares. 

(5) February 20th, 1944. Payment of First Call received in full. 

(6) March 1st, 1944. The Company received £2,500 in respect of Book Debts due 
to Vendors, agreed to be collected on their behalf. Vendors agreed to accept 30 
Mortgage Debentures of £100 each in payment thereof, and these Debentures were 
issued to them on this date. 

(7) April 1st, 1944. Certain Shareholders, being desirous of paying up the balance 
due on their shares pending further Calls, the Company agreed to allow them 5 per 
cent per annum interest on calls paid in advance. £3,000 were received on this date 
from shareholders under this agreement. 
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(8) April 15th, 1944. The Company applied the sum of £2,300 in redeeming 
20 Debentures of £100 each at a premium of 10 per cent with £100 interest thereon 
to date of redemption. 

In addition to the entries in the Books of Accounts, state briefly what other entries 
must be made in the records of the Company in respect of the above transactions. 

(Incorporated Accountants.) 

Solution JOURNAL ENTRIES 


1944 
Jan. 1 

Plant and Machinery 

Stock-in-trade 

Patent Rights 

To Vendors 

(Being the values of the Assets taken over from the 
Vendors, as per Agreement, dated.) 

Dr. 

M 

tt 

L.F. 

£ 

5,000 

2,500 

3,000 

£ 

10,500 

Jan. 10 

Vendors 

To Ordinary Share Capital Account 
„ Mortgage Debentures Account 
(Being full satisfaction of the purchase price by the 
issue of 800 fully paid Ordinary Shares of £10 each 
and 25 Mortgage Debentures of £100 each, as per 
Agreement dated.) 

Dr. 

i 

10,500 

8,000 

2,500 

Jan. 15 

Bank Account 

To Ordinary Share Application and Allotment 
Account 

(Being Application and Allotment money received at 
£2 per Share on 1,000 Ordinary Shares). 

Dr. 

;! 

i 

} 

2,000 

t 

2,000 

»» 

Ordinary Share Application and Allotment Account ... 

To Ordinary Share Capital Account 
(Being the transfer of Application and Allotment 
Account to Share Capital Account). 

Dr. 


2,000 

2,000 

Feb. 15 

Ordinary Share First Call Account 

To Ordinary Share Capital Account 
(Being the total amount due on First Call of £2 per 
share on 1,000 Ordinary Shares, as per Board’s 
Resolution of.) 

Dr. 

i 

i 

2,000 

2,000 

Feb. 20 

Bank Account 

To Ordinary Share First Call Account 
(Being the First Call money received). 

Dr. 

1 

2,000 

2,000 

Mar. 1 

Bank Account 

To Vendors’ Account 

(Being Cash received in respect of Book Debts on behalf 
of the Vendors). 

Dr. 


! 2,500 

! 

2,500 

t» 

Vendors’ Account ... . ... 

Discount on Issue of Debentures Account ... 

To Mortgage Debentures Account 
(Being the issue of 30 Mortgage Debentures of £100 
each to Vendors in full satisfaction of the amount 
payable to them on account of their Book Debts). 

Dr. 

ii 


2,500 

500 

j 3,000 

April 1 

Bank Account 

To Call in Advance Account 
(Being money received in advance of Calls bearing 5% 
interest). 

Dr. 


3,000 

3,000 

April 15 

Mortgage Debentures Account 

Premium on Redemption of Debentures Account 
Debenture Interest Account 

To Bank Account 

(Being the redemption of 20 Debentures of £100 each 
at a premium of 10 per cent with £100 interest due 
thereon). 

Dr. 

ii 

ii 


2,000 

200 

100 

2,300 
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In addition to the entries in the Books of Accounts, records would 
be made in the Application and Allotment and Call Books with regard to 
the issue of Share Capital, and from these Books, the Register of Members 
will be filled in. 

Entries relating to Mortgage Debentures will also have to be made 
in the Register of Mortgages and Charges and in the Register of Debenture- 
holders. 

The issue of Mortgage Debentures as also the Shares for consideration 
other than Cash will have to be notified to the Registrar of Joint Stock 
Companies, 

Problem 263 

A Company registered with a Capital of Hs. 30,00,000 in Hs. 100 shares issues 
8,000 shares payable Rs. 20 on application and Rs. 30 on allotment. It also issues 7 per 
cent debentures to the extent of Rs. 2,00,000 at Rs. 1,140! per Rs. 1,000 debenture 
payable Rs. 240 on application including premium and the balance on allotment. 

The Company acquires a business for Rs. 25,00,000 payable Rs. 20,00,000 in fully 
paid shares and Rs. 5,00,000 in cash. 

The preliminary expenses amounting to Rs. 20,000 are paid out of the premium 
on debentures and the balance of premium is carried to reserve. 

Make the Journal entries to record the above, write up the Cash Account and 
draw up a statement for incorporation in the Statutory Report. 

(G.D.A.) 

Solution 

JOURNAL ENTRIES 


Share Application Account ... ... ... Dr. 

To Share Capital Account m 

(Being the amount payable on Application on 8,000 Shares 
allotted this day, transferred to the Share Capital 
Account). 


Share Allotment Account ... ... ... Dr. 

To Share Capital Account 

(Being Rs. 30 per share payable on allotment of 8,000 Shares 
allotted as per Board’s Resolution dated.) 


Debenture Application Account ... ... ... Dr. 

„ Allotment Account ... ... ... „ 

To Debentures Account 

(Being transfer of Debenture Application and Allotment 
Accounts to the Debentures Account). 


L.F. 


Rs. jj 
1,60,000;' 


Rs. 

1,60,000 


2,40,000;l 

!; 2,40 ( ooo 


20,000 ! 

1,80,000 

2,00,000 


Business Purchase Account ... ... ... Dr. 

To Vendors' Account 

(Being the purchase consideration as per Agreement, 
dated.) 


125,00,000 

i 25,00,000 


Vendors' Account ... ... ... ... Dr. 

To Share Capital Account 

(Being the allotment of 20,000 Shares of Rs. 100 each as 
fully paid as part consideration of the purchase price 
as per Board’s Resolution dated.) 


120 , 00,00011 


; 20,00,000 

l! 

M 


Premium on Issue of Debentures Account ... ... Dr. 

To Preliminary Expenses Account . 

„ Capital Reserve Account 

(Being Preliminary Expenses written off against the former 
account and the balance carried to Capital Reserve 
Account). 



20,000 

8,000 
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BANK ACCOUNT 



Rs. 


Rs. 

To Share Application Account 

! 1,60,000 

By Preliminary Expenses Account ... 

20,000 

„ ,, Allotment Account 

> 2,40,000 

„ Vendors' Account ... 

5,00,000 

„ Debenture Application A/c. 

20,000 

„ Balance c/fd. 

1,08,000 

„ Premium on Issue of Debentures 




Account 

28,000 



„ Debenture Allotment Account ... 

; 1,80,000 



Rs. 

6,28,000 

Rs. 

6,28,000 

1 

STATEMENT OF RECEIPTS AND PAYMENTS OF THE . CO., 

LTD. 

For the period 

ending . 


Receipts 

j Rs. 

Payments 

Rs. 

To Share Capital Account:— 


By Amount paid to Vendors as 


Amount received on Applica- 

1 

part payment of purchase con* 


tion and Allotment on 8,000 


sideration 

5,00,000 

Shares at Rs. 50 each 

4,00,000 

„ Preliminary Expenses 

20,000 

„ Debentures Account:— 


„ Balance at Bank 

1,08,000 

Amount received on 200 




Debentures of Rs. 1,000 each 

2,00,000 



Premium on Issue of Debentures 

28,000 



Rs. 

6,28,000 

Rs. 

6 l 28,000 


Problem 264 


The following figures are taken from the books of a firm as at 

Sundry Debtors 

Stock 

Fixtures 

Plant and Machinery 
Investments, Schedule 1 
Investments, Schedule 2 
Trade Creditors 
Loans 


31st December 1943 : 
Rs. 

55,700 

19,500 

4,500 

40,000 

48,000 

35,000 

96,000 

90,000 


On 1st January 1944, a private Company was formed to take over the business, 
but the Investments Schedule 2 were retained by the partners. 

10,000 out of 25,000 Ordinary Shares of Rs. 10 each were issued to the Vendors 
as fully paid and 5,000 were issued for Cash. 

9,000 out of 25,000 Preference Shares of Rs. 10 each were allotted in discharge of 
the Loans of Rs. 90,000. 

Prepare a statement showing the position of the firm’s accounts on the formation 
of the Company, and draft a Balance Sheet of the Company, dealing with any differ¬ 
ence according to your judgment. 


(G.D.A.) 
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Solution 


REALIZATION ACCOUNT 



Rs. 


Rs. 

To Sundry Debtors 

55,700 

By Trade Creditors 

96,000 

„ Stock 

19,500 

„ Loans 

90,000 

„ Fixtures 

4,500 

„ Purchasing Co.—Purchase Price 

1,00,000 

„ Plant and Machinery 

40,000 



„ Investments 

48,000 


i 

„ Balance being profit transferred 




to Capital Accounts 

1,18,300 


I 

Rs. 

2,86,000 

Rs. 

i 2,86,000 


BALANCE SHEET OF THE PARTNERS 


' Rs. 


r 

1 Rs. 

Capital Accounts ... ... j 1,35,000 

Ordinary Shares 

1,00,000 

:\ 

Investments 

35,000 

Rs. ■ 1,35,000 

Rs. 

1,35,000 


BALANCE SHEET OF THE NEW COMPANY, LTD. 
As at 1st January 1944 


"’j 

Capital & Liabilities 

Rs. 

Property & Assets 

Rs. 

Nominal Capital:— | 


Goodwill 

1,18,300 

25,000 Ordinary Shares of Rs. 10 


Plant and Machinery (at cost) 

40,000 

each 

2,50,000 

Fixtures (at cost) 

4,500 

25,000 Preference Shares of ] 


Stock 

19.500 

Rs. 10 each 

2,50,000 

Sundry Debtors 

Investments (at cost) ... w... 

55,700 
48,000» 

Issued, Subscribed and Paid up 
Ordinary Share Capital:— Rs. 

5,000 Shares of Rs. 10 
each fully paid ... 50,000 

10,000 Shares of Rs. 10 

5,00,000 

1 

Cash at Bank ... vN, 

s ^50/)00 

each, issued to Vendors 
as fully paid ... 1,00,000 

Preference Share Capital:— 

9,000 Shares of Rs. 10 each 
fully paid 

Trade Creditors 

! 

j 1,50,000 

i 90,000 
96,000 



Rs. 

3,36,000 

Rs. 

| 3,36,000 

.. 


. 

-- -- 


Problem 265 

The following is the Balance Sheet of Jeejeebhai, Davar & Co., on 31st March 1943: 



Rs. 

Rs. 


Rs. 

Sundry Creditors 


10,832 

Furniture 

537 

Capital Accounts : — 



Stock 

.. 6,042 

Jeejeebhai 

16,435 


Sundry Debtors 

.. 23,421 

Davar 

5,824 

22,259 

Cash at Bank and in hand 

.. 3,091 


Rs. 

33,091 


Rs. 33,091 


2 « 
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A private limited company, Jeejeebhai, Davar & Co., Ltd., with an authorized 
Capital of Rs. 35,000 divided into 2,500 Preference Shares of Rs. 10 each, and 1,000 
Ordinary Shares of Rs. 10 each, was registered in March, and took over the business 
on 1st April 1943 on the following terms : — 

Goodwill to be taken at Rs. 10,000. 

Stock and Furniture to be taken at Balance Sheet values. 

The Purchase Price to be paid in Cash. 

The Liabilities, Book Debts, balance at bankers and Cash in hand not to be 
taken over but the Company to collect Book Debts and discharge liabilities as agents 
for the Vendors, and to account to them at the end of each month. 

Jeejeebhai to subscribe forthwith for 500 Ordinary Shares and 1,500 Preference 
Shares, and Davar for 500 Ordinary Shares and 500 Preference Shares, the Ordinary 
Shares to be paid for in full on allotment and the Preference Shares Rs. 5 per share 
on allotment and the balance when called. 

The Purchase Price was paid, and the shares were duly applied for and allotted 
on 1st April. 

The Cash received from Customers in April amounted to Rs. 12,397 of which 
Rs. 504 were in respect of April sales and in addition Rs. 3,620 were received as 
damages in an old suit pending in the Court, which was not included in the accounts 
in the Balance Sheet on 31st March 1943. 

The payments amounted to Rs. 14,966, of which Rs. 6,865 were in respect of the 
old firm’s debts. 

Show the Journal entries recording the above transactions and also prepare the 
Vendors’ Adjustment Account showing the balance due to or by them. 

(G.D.A.) 


Solution 

It is assumed that entries are required in the books of the Company 

only. 


JOURNAL ENTRIES IN THE BOOKS OF JEEJEEBHAI, DAVAR & CO., LTD. 




iL.F.i 

Rs. i 

Rs. 


Business Purchase Account 

Dr. 

i 

16,579 | 



To Vendors 



16,579 


(Being purchase price payable to Vendors as per agree- 



j 



ment dated.). 


i 




Stock 

Dr. 


6,042 



Furniture 



537 



Goodwill 

To Business Purchase Account 
(Being values of assets taken over from Vendors). 



10,000 

16,579 


Vendors'Debtors Account 

Dr. 1 


23,421 

• 


To Vendors' Creditors Account 



10,832 


„ „ Adjustment Account 

(Being Debtors and Creditors of Vendors taken over for 




12,589 


collection and for payment). 






Bank 

Dr. 


20,000 



To Ordinary Shares Application and Allotment Account 



10,000 


„ Preference Shares Application and Allotment Account 




10,000 


(Being cash received on application and allotment of 1,000 





Ordinary Shares (3 Rs. 10 per share, and 2,000 Preference 
Shares @ Rs. 5 per share). 

\ 





Ordinary Shares Application and Allotment Account 

To Ordinary Share Capital Account 
(Being the transfer of the former account to Ordinary Share 

Dr. 


10,000 

10,000 



Capital Account). 


___ 

]_ 

1 





ACCOUNTS OF JOINT STOCK COMPANIES 


403 


J OURNAL— Contd. 


Preference Shares Application and Allotment Account 

To Preference Share Capital Account 
(Being the transfer of the former account to Preference Share 
Capital Account). 

1 

Dr. i 

1 

L.F. 

Rs. 

10,000 

Rs. 

10,000 

Vendor’s Account 

To Bank 

(Being purchase price paid to Vendors). 

Dr. 


16,579 

16,579 

Bank 

To Vendors’ Debtors Account 
(Being cash received from Vendors’ Debtors). 

Dr. 

11,893 

11,893 

Vendors’Creditors Account 

To Bank 

(Being cash paid to Vendors' Creditors). 

Dr. 'j 

6,865 

6,865 

i 

Bank 

To Vendors’ Adjustment Account 
(Being cash received as damages in a suit filed previously 
by the Vendors). 

Dr. 


3,620 

3,620 

Vendors’Adjustment Account 

To Bank 

(Being cash paid to Vendors representing the balance left 
out of the recovery of debts after paying off some of 
the creditors). 

Dr. 


8,648 

1 

i 

1 j 

8,648 


VENDORS’ ADJUSTMENT ACCOUNT 



! Rs. 

i 

i 

Rs. 

To Bank 

! 8,648 

By Sundries ... 

12,589 

„ Balance c/fd. 

7,561 

„ Bank-—damages in suit 

3,620 

Rs. 

16,209 
l - 

Rs. 

16,209 


Problem 266 


A Syndicate composed of X, Y and Z purchased the business of an Iron Ore 
Engineer and sold it to a Limited Company on the following terms: — 


Stock-in-trade 


Cost to Company 

Rs. 

.. 90,000 

Cost to Syndicate 
Rs. 

80,000 

Lease and Trade Fittings 


.. 16,000 

10,000 

Plant and Machinery 


.. 50,000 

40,000 

Goodwilll 


.. 30,000 

10,000 

Patents 


.. 14,000 

20,000 


The Company’s Capital was Rs. 2,40,000, in 2,000 fully paid Ordinary Shares of 
Rs. 100 each, which were issued and wholly subscribed for, and 400 Deferred Ordinary 
Shares of Rs. 100 each, which the Syndicate agreed to accept in part payment of the 
purchase price, the balance being payable in cash. 

The Capital of the Syndicate was subscribed in proportions of 2, 1 and 1 and 
the profits were to be shared in the same proportions. 

Open Realization Account and Capital Accounts of the partners. 

Open the books of the Company by Journal entries only in accordance with the 
foregoing. 
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Solution 


REALIZATION ACCOUNT 




Rs. 


Rs. 

To Stock-in-trade 

... 

80,000 

By Purchasing Company’s Account ... 

2,00,000 

„ Lease & Trade Fittings 

... 

10,000 



,, Plant & Machinery 

• •• 

40,000 



„ Goodwill 

... 

10,000 



„ Patents 

• •• 

20,000 



„ Profit transferred to:— 

Rs. 




X's Capital A/c. i ... 

20,000 




Y's „ „ i ... 

10,000 



i 

Z's „ „ i ... 

10,000 






40,000 

i 



Rs. 

i 

2,00,000 

Rs. | 

1 2,00,000 


X’s CAPITAL ACCOUNT 



Rs. 


! 

! Rs. 

To Bank 

80,000 

By Bank 

1 80,000 

„ Shares in Purchasing Co 

, 20,000 

,, Realization Account—Profit 

20,000 

Rs. 

11,00,000 

Rs. 

1,00,000 


Y’s CAPITAL ACCOUNT 



Rs. 


Rs. 

To Bank 

40,000 

By Bank 

40,000 

„ Shares in Purchasing Company 

10,000 

,, Realization Account—Profit 

10,000 

Rs. 

1 

50,000 

Rs. 

50,000 


Z’s CAPITAL ACCOUNT 


ii 

Rs. 


Rs. 

To Bank 

40,000 

By Bank 

40,000 

„ Shares in Purchasing Company 

10,000 

„ Realization Account—Profit 

10,000 

Rs. 

50,000 

Rs. 

50,000 

i 





JOURNAL ENTRIES IN THE BOOKS OF THE LIMITED COMPANY 


Stock-in-trade 

Lease and Trade Fittings ... 

Plant and Machinery 

Goodwill 

Patents 

To Vendors’ Account 

(Being the purchase consideration for assets acquired, as per 
Contract dated.) 


Ordinary Shareholders' Account 

To Ordinary Share Capital Account 
(Being the issue of 2,000 fully paid Ordinary Shares of Rs. 100 
each, as per Resolution dated.) 


L.F. Rs. 
Dr. I il 90,000 

„ ! ii i6 ( ooo 

., ;! 50,000 

„ ji 30,000 

,, i j 14,000 


- ) 

Dr. I 


2,00,000 


Rs. 


2,00,000 


2,00,000 
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Bank ... ... ... ... Dr. 

To Ordinary Shareholders’ Account 
(Being cash received from issue of 2,000 Ordinary Shares of 

Rs. 100 each). 

L.F. 

Rs. 

2,00,000 

Rs. 

2,00,000 

i 

i 


Vendors’Account ... ... ... Dr. 

To Deferred Ordinary Share Capital Account 
„ Bank 

(Being satisfaction of purchase consideration). 


2,00,000 

40,000 

1,60,000 


Problem 267 

A merchant has the opportunity to acquire the goodwill of a business earning 
a net profit of Rs. 8,000 a year. He proposes to amalgamate it with his own business 
which is earning Rs. 12,000 a year net profit, and to form a limited liability company 
with a capital of Rs. 1,00,000 divided into 1,000 shares of Rs. 100 each, and an issue 
of Rs. 50,000 6 per cent debentures. He procures subscriptions for the whole of the 
debentures and for half the shares, the remainder are allotted to him under agreement 
as vendor. The company acquires the two businesses as going concerns and takes over 
the Sundry Debtors Rs. 22,000 and the Furniture, etc., Rs. 2,000. The Sundry Creditors 
Rs. 24,000 are also to be discharged by the company. 

You are instructed to open the books of the company and to show a statement 
of the position upon completion at 1st January 1944, treating the goodwill of each 
business as being worth two years’ purchase in addition to the vendors’ shares. 


Solution 


JOURNAL ENTRIES IN THE COMPANY’S BOOKS 


Sundry Debtors 

Furniture, etc. 

Goodwill 

To Sundry Creditors 
„ Vendor’s Account 
„ Capital Reserve Account 

(Being the values of Assets and Liabilities acquired this day, 
as per agreement with the Vendor). 

!L.F. Rs. ! 
Dr. i I! 22,000 

„ p 2,000 

„ ‘ 90,000 ! 

! | 

, 

! 3 

Rs. ' 

24,000 

50,000 

40,000 

Vendor's Account 

Dr. 

i: 50,000 

| 

To Share Capital Account 

(Being discharge of purchase price as per Agreement 


i 

' 50,000 

dated.). 


! 

;l 


Bank 

Dr. 

!j 50,000 


To Share Capital Account 
(Being cash received on 500 Shares of Rs. 100 each). 


1 

1 

50,000 

Bank 

To Debentures Account 

Dr. ' 

.1 50,000 

i; 

j 50,000 

(Being cash received on Rs. 50,000 6% Debentures). 


; JL J 

1 
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BALANCE SHEET OF . CO. 


As at 1st January 1944 


Liabilities 

Rs. 

Assets 

Rs. 

Authorised Capital:— 


Goodwill 

90,000 

1,000 Shares of Rs. 100 each 

1,00,000* 

Furniture, etc. 

2,000 



Sundry Debtors 

22,000 

Issued and Subscribed Capital:— 


Cash at Bank 

1,00,000 

500 Shares of Rs. 100 each Rs. 




issued to Vendor as fully 

i 

i 



paid ... ... 50,000 




500 Shares of Rs. 100 each. 




fully called up ... 50,000 





1,00,000 



6% Debentures 

50,000 



Capital Reserve 

40,000 



Sundry Creditors 

24,000 



Rs. 

2,14,000 

Rs. 

2,14,000 


Problem 268 

A. Hajibhoy sells his business to a Limited Company for Rs. 7,50,000, to be paid 
by the issue of 5,500 Ordinary and 2,000 Preference Shares of Rs. 100 each. The Com¬ 
pany takes over the Book Debts Rs. 1,80,000, Plant and Machinery Rs. 2,10,000, and 
Stock Rs. 1,40,000. A. Hajibhoy disposes of all the Preference Shares at par and invests 
half the sum in the Company taking a debenture bond. 

Show the transactions : — 

(1) In A. Hajibhoy’s books. 

(2) In the books of the Company. 

Solution 


(1) A. HAJIBHOY’S BOOKS 
JOURNAL ENTRIES 


Realization Account 

To Book Debts 
„ Plant and Machinery 
„ Stock 

(Being sundry assets taken overby the Purchasing Company, 
transferred to Realization Account). 

L.F. 

Dr. 

Rs. 

5,30,000 

Rs. 

1,80,000 

2,10,000 

1,40,000 

Purchasing Company’s Account 

To Realization Account 

(Being the purchase consideration transferred to Realization 
Account). 

Dr. 


7,50,000 

7,50,000 

Realization Account 

To A. Hajibhoy's Capital Account 
(Being Profit on Realization transferred to A. Hajibhoy’s 
Capital Account). 

Dr. 


, 2,20,000 

2,20,000 

Ordinary Shares in Ltd. Co. 

Preference Shares in Ltd. Co. 

To Purchasing Company's Account 
(Being 5,500 Ordinary Shares and 2,000 Preference Shares 
received from the Company in full satisfaction of the 
purchase consideration). 

Dr. 

»> 

: 

L 

5,50,000 
2,00,000 : 

i 

| 7,50,000 
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L.F. 

Bank ... ... ... ... ... Dr. ! 

To Preference Shares in Ltd. Co. ' 

(Being the proceeds of Preference Shares sold at par). 

Rs. 

2,00,000 

Rs. 

2,00,000 

Debentures in Purchasing Company ... ... ... Dr. j 1 

11,00,000 


To Bank j 


1,00,000 

(Being investment of half the proceeds of the sale of ' 



Preference Shares in Debenture Bond of the Purchasing 



Company). 

1 ; 

! 

1 ! ! 

i 


(2) LIMITED COMPANY’S BOOKS. 
JOURNAL ENTRIES 


L.F. Rs. 

Book Debts ... ... ... ... ... Dr. j 1,80,000 

Plant and Machinery ... ... ... ... „ 2,10,000 

Stock ... ... ... ... . 1,40,000 

Goodwill ... ... ... ... . ; 2,20,000 

To Vendor (A. Hajibhoy) 

(Being the value of sundry assets taken over as per 

Agreement dated.) I 



7,50,000 


Vendor (A. Hajibhoy) ... ... ... ... Dr. 

To Ordinary Share Capital Account 
„ Preference Share Capital Account 
(Being 5,500 Ordinary and 2,000 Preference Shares issued to 
Verfdor as fully paid in full satisfaction of purchase 
consideration). 


! 7,50,000 


5,50,000 

2,00,000 


Bank ... ... ... ... ... Dr. 1,00,000 

To Debentures 1,00,000 

(Being the issue of Rs. 1,00,000 Debenture Bond to A. 

Hajibhoy for cash), ; 


Problem 269 

E sells his business to a Limited Company—his assets are at book figures as under: 

Rs. 

Cash .. .. .. 10,000 

Book Debts .. .. . . .. 30,000 

Stock .. .. .. 20,000 

Plant and Tools .. .. .. 20,000 

His liabilities amounted to Rs. 30,000 to be adopted by the Company. 

The Company also takes over his assets, less a deduction of 5 per cent off Book 
Debts, 10 per cent off Stock, 15 per cent off Plant and Tools. For Goodwill they give 
E 100 fully paid shares of Rs. 100 each, on which (as Rs. 60 only has been called up 
and paid by the other shareholders) he is to receive dividend on Rs. 60 per share 
and 5 per cent interest on Rs. 40 per share. 

The purchase should have been completed on 1st January 1943, but for various 
reasons it was not completed till 1st January 1944. It was arranged that E should 
receive the dividend and interest on his share for 1943, a dividend being declared 
at 6 per cent. 

Prepare an account between E and the Company, on which the purchase could 
be completed on 1st January 1944, and on which the Company’s book-keeper could 
journalize the transactions. 
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Solution 


COMPANY’S BOOKS 

E’s ACCOUNT 


1943 


Rs. 

1943 

Rs. 

Rs. 

Jan. 1 

To Liabilities taken over ... 

30,000 

Jan. 1 

By Assets acquired 


Dec. 31 

„ Share Capital Account 



Cash at Bank 

10,000 


(100 shares of Rs. 100 



Book Debts ... 

28,500 


each, fully paid) 

10,000 


Stock 

18,000 

>» » 

„ Balance c/d. 

44,060 


Plant and Tools 

17,000 





Goodwill 

10,000 




Dec. 31 

„ Dividend on shares— 






6% on Rs. 6,000 360 




| 

»» »» 

„ Interest on shares— 






5% on Rs. 4,000 200 







560 


Rs. 

84,060 


Rs. 

84,060 

1944 

i 


1944 



Jan. 1 

To Bank 

44,060 

Jan. 1 

By Balance b/d. ... 

44,060 


% Rs. j 

___ i 

44,060 


Rs. 

44,060 


Problem 270 


Jamnadas and Sorabji are in partnership as Motor Manufacturers. TJie following 
is their Balance Sheet on 31st December 1943 : — 


Liabilities 

Rs. Rs. 

Assets 

Rs. 

Creditors 

.. 26,210 

Cash at Bank 

.. 8,250 

Capital Accounts: — 


Debtors 

.. 52,860 

Jamnadas 

79,510 

Stock 

.. 44,090 

Sorabji 

79,510 

Plant 

.. 50,030 


1,59,020 

Land and Buildings 

.. 30,000 


Rs. 1,85,230 


Rs. 1,85,230 

They decide to sell their business as from the above date to the 

Universal Motor 


Manufacturing Co., Ltd. The Company acquires the Stock, Plant, Land and Buildings, 
and Goodwill, for which the Vendors receive Rs. 1,50,000 in fully paid Rs. 10 Ordinary 
Shares. 

The Company agrees to pay the Creditors and collect the Book Debts on behalf 
of the Vendors, the net proceeds to be applied in taking up further shares. 

In October 1943, you ascertain that the Creditors have all been paid and that the 
amount so paid is Rs. 27,630. Also that the Book Debts have all been collected or 
accounted for, and have realized Rs. 52,130. You certify accordingly, and on 31st October 
the Vendors apply for and are allotted at par and in equal proportions, Ordinary Shares 
for the balance which the Company holds to their credit. 

(1) Pass the Journal entries in the Company’s, books relating to the assets pur¬ 
chased from the Vendors. 

(2) Set forth briefly the procedure you recommend for the purpose of dealing, 
in the Company’s books, with the Vendors’ Liabilities and Book Debts and the subsequent 
settlement. Illustrate this, if necessary, by Journal entries, and draw out a pro forma 
Vendors’ Account in the Company’s books showing the settlement. 
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Solution 


JOURNAL ENTRIES 


1942 
Dec. 31 

Stock 

Plant 

Land and Buildings 

Goodwill 

To Vendors 

(Being the values of Assets acquired from and Goodwill 
paid to Vendors, as per Agreement dated.) 

Dr. 

99 

99 

L.F. 

Rs. 

44,090 

50,030 

30,000 

25,880 

Rs. 

1,50,000 


Vendors 

To Ordinary Share Capital Account 
(Being the issue of 15,000 fully paid Ordinary Shares of 
Rs. 10 each to the Vendors in full satisfaction of the 
purchase consideration). 

Dr. 


1,50,000 

1,50,000 


Sundry Debtors Suspense Account 

To Vendors' Suspense Account 
(Being the entry for recording the amounts to be collect¬ 
ed on behalf of Vendors). 

Dr. 


52,860 

52,860 


Vendors'Suspense Account 

To Sundry Creditors' Suspense Account 
(Being the entry to record the amounts to be paid on 
behalf of Vendors). 

Dr. 


26,210 ; 

i 

| 

26,210 

1943 
Oct. 31 

Vendors'Suspense Account 

To Sundry Creditors' Suspense Account 
„ „ Debtors' „ Account 

(Being adjustment upon payments to Creditors and 
collection of debts). 

Dr. 


2,150 

1 

i 

i 

j 

1,420 

730 


( — -- 

Vendors'Suspense Account 

To Ordinary Share Capital Account 
(Being the issue of 2,450 fully paid Ordinary Shares of 
Rs. 10 each in settlement, as per Agreement 
dated.) 

Dr. 


! 24,500 

i, 

24,500 


VENDORS’ ACCOUNT 


1942 
Dec. 31 

i 

j 

To Share Capital Account ... 

Rs. 

1,50,000 

1942 
Dec. 31 

By Stock 
„ Plant 

„ Land & Buildings 
„ Goodwill ... 

Rs. 

44,090 

50,030 

30,000 

25,880 


Rs. 

1,50,000 


| Rs. 

1,50,000 



I 


1 

i_ 


VENDORS’ SUSPENSE ACCOUNT 


To Sundry Creditors' Suspense Account 

i» it it it it 

„ „ Debtors' „ „ 

„ Ordinary Share Capital Account ... 

Rs. 

26,210 

1,420 

730 

24,500 

By Sundry Debtors' Suspense Account 

Rs. 

52,860 

Rs. 

52,860 

Rs. 

52,860 



_ _ . _ _ _ 



Note. —As the Debtors’ and Creditors’ Accounts are taken over by the Company 
for collection and payment on behalf of the Vendors, it will be necessary to show the 
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4ebtors under “ Debtors’ Suspense Account ” and Creditors under “ Creditors’ Suspense 
Account”. Any ultimate difference in the realization of such Debtors or payment to 
such Creditors would be ultimately transferred to the Vendors’ Suspense Account. 


Problem 271 


A Company was formed to take over the business of an old established firm. The 


Assets consisted of : — 

Rs. 

Land and Buildings .. .. 1,50,000 

Machinery and Plant . .. .. 3,25,000 

Furniture and Fittings .. .. 5,000 

Stock-in-trade .. .. .. 1,00,000 

Sundry Debtors .. .. 1,00,000 

Rs. 

Work-in-progress 70,000 

Less Received on Account .. .. 30,000 

- 40,000 

Cash at Bank .. .. .. 20,000 

Cash in hand .. .. 300 


Rs. 7,40,300 


and the Liabilities were : — 

Trade and Cash Creditors .. 2.40,300 

Partners’ Capital .. .. 5,00,000 


Rs. 7,40,300 


The Company took over all the Assets and agreed to discharge the liabilities. 

The purchase consideration was Rs. 8,50,000 in 40,000 fully paid shares of Rs. 10 
each, Rs. 1,00,000 in 5% Debenture Stock and the balance in cash. 

Rs. 3,50,000 in Rs. 10 shares were invited and obtained from the public, as well as 
Rs. 1,50,000 Debenture Stock as follows : — 


On Application .. 




Shares 
Rs. a. 

1 4 

Debenture Stock 

10 per cent 

„ Allotment 




2 8 

25 „ „ 

„ 1st Call 




2 8 

25 „ „ 

„ 2nd Call 




2 8 

25 „ „ 

„ 3rd Call 




1 4 

15 >> » 


Pass the necessary Journal entries to record the purchase of the business and the 
issue of the Capital and draw up the Balance Sheet, assuming that the Vendors have 
been paid, ignoring the question of interest. 

Solution 

JOURNAL ENTRIES 



L.F.j 

Rs. 

Land and Buildings 

Dr. 1 ! 

1.50,000 

Machinery and Plant 


!i 3,25,000 

Furniture and Fittings 

»# | 

5,000 

Stock 

i 

1,00,000 

Sundry Debtors 

M 

I 

1,00,000 

Work-in-progress 


! 

70,000 

Cash at Bank 


1 

20,000 

„ in hand 



300 

Goodwill 



3,50,000 

To Contractees' Personal Accounts 




„ Trade and Cash Creditors 




„ Vendors 




(Being the values of Assets and Liabilities taken over as per 



| 

Agreement dated.) 





Rs. 


30,000 

2,40,300 

8,50,000 
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Bank ... ... ... ... ... Dr. 

To Share Application Account 
„ Debenture Application Account 
(Being the Application money received on 35,000 Shares of 
Rs. 10 each at Re. 1-4 per share and on Rs.' 1,50,000 
Debenture Stock at 10 per cent.) 


Share Application Account ... ... ... Dr. 

To Share Capital Account 

(Being the transfer of Application money received on 
35,000 Shares.) 


L.F. 


Debenture Application Account ... ... ... Dr. 

To Debenture Stock Account 

(Being the transfer of 10% Application money received on 
Debenture Stock Account.) 


Share Allotment Account ... ... ... Dr. j 

To Share Capital Account I 

(Being the Allotment money due on Rs. 35,000 Shares of ] 

Rs. 10 each @ Rs. 2-8 per share, as per Board's Resolution 
dated.) I 


Debenture Allotment Account ... ... ... Dr. 

To Debenture Stock Account 

(Being the Allotment money due on Rs. 1,50,000 Debenture 
Stock '3 25%, as per Board's Resolution dated.) 


Bank ... ... ... ... ... Dr. 

To Share Allotment Account 
,, Debenture Allotment Account 
(Being cash received on allotment of 35,000 Shares and 
Rs. 1,50,000 Debenture Stock.) 


Share First Call Account ... ... ... ... Dr. 

To Share Capital Account 

(Being the First Call money due on 35,000 Shares at Rs. 2-8 
per share, as per Board's Resolution dated.) 

f- 

Debenture First Call Account ... ... ... Dr. 

To Debenture Stock Account 

(Being the First Call money due on Rs. 1,50.000 Debenture 
Stock @ 25%, as per Board's Resolution dated.) 


Bank ... ... ... ... ... Dr. 

To Share First Call Account 
„ Debenture First Call Account 
(Being cash received on Shares and Debenture Stock.) 


Share Second Call Account ... ... ... Dr. 

To Share Capital Account 

(Being the Second Call money due on 35,000 Shares at Rs. 2-8 
per share, as per Board's Resolution dated.) 


Debenture Second Call Account ... ... ... Dr. 

To Debenture Stock Account 

(Being the Second Call money due on Rs. 1,50,000 Debenture 
Stock @ 25%, as per Board's Resolution dated.) 


Bank ... ... ... ... ... Dr. 

To Share Second Call Account 
., Debenture Second Call Account 
(Being cash received on Second Call of 35,000 Shares and 
Rs. 1,50,000 Debenture Stock). 


Rs. ! 
58,750 


43,750 


15,000 


87,500 j 


37,500 ji 


1,25,000 


87,500 !j 

l! 


37,500 j 


I 1,25,000 


87,500 |j 


37,500 


1,25,000 


Rs. 

43,750 

15,000 


43,750 

15,000 

87,500 


37.500 

87.500 

37.500 

87.500 

37.500 

87.500 

37.500 

87.500 

37.500 

87.500 

37.500 
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JOURNAL ENTRIES— Contd. 


Share Final Call Account ... 

To Share Capital Account 

(Being the Final Call money due on 35,000 Shares at Re. 1-4 
per share, as per Board’s Resolution dated.) 

Dr. 

L.F. 

Rs. 

43,750 

Rs. 

43,750 

Debenture Final Call Account 

To Debenture Stock Account 

(Being the Final Call money due on Rs. 1,50,000 Debenture 
Stock at 15%, as per Board’s Resolution dated.) 

Dr. 


22,500 

22,500 

Bank 

To Share Final Call Account 
„ Debenture Final Call Account 
(Being cash received on Final Call of 35,000 Shares and 
Rs. 1,50,000 Debenture Stock). 

Dr. 


66,250 

| 

43,750 

22,500 

Vendors’Account 

To Share Capital Account 
„ 5% Debenture Stock Account 
„ Bank 

(Being the payment of the purchase consideration to the 
Vendors, as per agreement). 

Dr. 

i 

i 

8,50,000 

! 

4,00,000 

1,00,000 

3,50,000 


. Co., Ltd. 

BALANCE SHEET 
As at . 


Authorised Capital 


40,000 Shares of Rs. 10 
each, issued to the 
Vendors as fully paid 
35,000 Shares of Rs. 10 
each, fully called 

5% Debenture Stock 
Sundry Creditors 



Rs. 

Rs. I 

Rs. 



Goodwill ... ... ...| 

3,50,000 

ch 

7,50.000 

Land & Buildings 

1,50,000 



Machinery and Plant ... ..., 

3,25,000 

:— 


Furniture and Fittings ...! 

5,000 



Stock-in-trade ... ...i 

1,00,000 

Rs. 


Work-in-progress ... 70,000 


4,00,000 


Less Received on Account 30,000 





40,000 

3,50,000 


Sundry Debtors 

1,00,000 


7,50,000 

Cash at Bank 

1,70,000 


2,50,000 

Cash in hand 

300 


2,40,300 



Rs. 

12,40,300 

Rs. 

12,40,300 

|-a—— 


Problem 272 


A and B, carrying on business as equal partners, owed C D Rs. 65,000 on 31st 
December 1942. It is agreed to form the business into a Limited Company, as from 
that date, the Share Capital to be held in equal parts by A and B on the one hand, and 
by C D on the other. The Balance Sheet on 31st December 1942, was as follows: — 


Rs. 

A and B Joint Capital .. 75,000 

Creditors (including CD) 80,000 


Debtors less Reserve 
Cash at Bank .. 
Other Assets 


Rs. 

60,000 

5,000 

90,000 


Rs. 1,55,000 


Rs. 1,55,000 


A and B Limited was registered on 31st March 1943 with a Nominal Capital of 
Rs. 1,60,000 in Shares of Rs. 10 each. In order to save stamp duties, it was arranged that 
the Company should only acquire the “Cash” and “other Assets” and that the Debts 
should be collected on account of A and B, who would utilize the total so collected at the 
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end of each month, in applying for and paying full on Shares to an equal amount, until 
they hold in all 7,000 Shares, when any further collections would be retained by them. 
The consideration for the Assets taken over was the allotment to A and B of 1,500 
Shares, and the taking over of the Creditors. Immediately on registration, cheques were 
exchanged between C D and the Company to liquidate the debt due to him, and 
for the investment of the same amount by him in shares of the Company. He also 
agreed to apply in due course for further shares, so that his holding from time to time 
should equal that of A and B together. The Debts were collected, April Rs. 30,000 ; 
May Rs. 15,000 ; June Rs. 7,000 ; July Rs. 9,000 ; August Rs. 2,000. 

Set out the Cash Book and Journal entries to record these transactions and show 
the Accounts. 

Solution 

A & B, Limited 

JOURNAL ENTRIES 

1943 

April 1 Sundry Assets 

Cash at Bank 

To Sundry Creditors 
„CD 

„ Vendors (A and B) 

(Being the values of Assets and Liabilities taken over 
from the Vendors [A & B], as per Agreement dated 
.) 

Dr. 

L.F. Rs. Rs. 

1 90,000 ; 

| 5,000 ij 

15,000 

65,000 

1 15,000 

: i 1 

„ „ Vendors (A and B) 

Dr. 

15,000 ;; 

To Share Capital Account 


15,000 

(Being the issue to Vendors of 1,500 Rs. 10 Shares fully 

i 


paid in discharge of purchase consideration). 

I 

: 

»> »• CD • • • • ■ • • • • • • • 

Dr. 

,, 65,000 ; 

To Share Capital Account 


i! 65,000 

(Being 6,500 Shares of Rs. 10 each, fully paid issued to 


'i 1 

C D in satisfaction of his loan). 


'j 

„ 30 Vendors (A and B) ... 

Dr. 

' ! 30,000 I 

To Share Capital Account 


1 , 30,000 

(Being the issue of 3,000 Shares of Rs. 10 each, fully 


J 

paid as per Agreement dated.) 



May 31 Vendors (A and B) 

Dr. 

15,000 

To Share Capital Account 


j 15,000 

(Being 1.500 Shares issued to the Vendors, as per Agree- 


! l 

ment dated.) 



June 30 Vendors (A and B) ... 

Dr. 

| 7,000 

To Share Capital Account 


! 7,000 

(Being 700 Shares of Rs. 10 each, issued to the Vendors, 



as fully paid as per Agreement dated.) 


1 

,, CD 

Dr. 

2,000 

To Share Capital Account 


2,000 

(Being 200 Shares of Rs. 10 each, issued as fully paid to 



C D to make his holding equal to that of A and B). 


j 

July 31* Vendors (A and B) ... 

Dr. 

3,000 

To Share Capital Account 


! 3,000 

(Being the issue of 300 Shares of Rs. 10 each, bringing 


! | 

the total holding of A and B to Rs. 70,000). 



m »» CD ••• ••• ••• ••• 

Dr. 

3,000 

To Share Capital Account 


3,000 

(Being the issue of 300 Shares of Rs. 10 each, to make 



holding of C D equal to that of A and B). 
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CASH BOOK 


1943 


Rs. 

1943 


Rs. 

April 1 

To Vendors ... # ... 

5,000 

April 1 

By C D (liability paid off) ... 

65,000 


„ CD (for shares issued) ... 

65,000 

July 31 

„ Balance c/d.... 

65,000 

„ 30 

„ Vendors 

30,000 




May 31 

,, ,, ••• ••• 

15,000 




June 30 

ft tt ••• 

7,000 





„ CD 

2,000 




July 31 

„ Vendors 

3,000 




Pf ft 

..CD 

3,000 





Rs. 

1,30.000 


Rs. 

1,30,000 

Aug. 1 

To Balance b/d. 

65,000 





VENDORS’ (A 

& B) ACCOUNT 


1943 


Rs. 

1943 


1 Rs. 

April 1 

To Share Capital Account ... 

15,000 

April 1 

By Net Assets taken over ... 

15,000 

30 


30,000 

», 30 

„ Bank 

l 30,000 

May 31 

»* »» »» »» 

15,000 

May 31 

a it ... ... 

i: 15,000 

June 30 

»* », *, »> ... 

7,000 

June 30 


i; 7,000 

July 31 

>» n a a ••• 

3,000 

July 31 „ „ 

j 3,000 


Rs. 

70,000 

I 

Rs.- 

70,000 

_- _:: 


— _ 





SHARE CAPITAL ACCOUNT 


1943 

Rs. 

1943 


Rs. 

July 31 

To Balance c/d. ...1,40,000 

April 1 

By Vendors 

15,000 



.. 

.CD . 

65,000 



30 

„ Vendors 

30,000 



May 31 

„ „ 

15,000 


* ; 

June 30 

i» *» ••• ... 

7,000 



a fi 

„ C D 

2,000 



July 31 j 

„ Vendors 

3,000 


| 

a a j 

„ CD ... ... 

3,000 


1 Rs. 1,40,000 


I 

Rs. 

1,40,000 




By Balance b/d. 

[ i 

1,40,000 


Problem 273 \/ 


The Eastern Engineering Company, Ltd., was formed to buy over a running concern 
of Rs. 1,75,000, with the following loan and share issues:—Debentures—1,500 4 per cent 
Debentures of Rs. 100 each, of which 500 Debentures were issued as fully paid to the 
Vendors towards part payment of purchase consideration, and the balance was offered to 
the public and fully subscribed and paid up. Preference Shares—20,000 6 per cent 
Preference Shares of Rs. 10 each ; the whole of which were offered to the public and 
fully subscribed and paid up. Ordinary Shares—Nominal 30,000 Shares of Rs. 10 each ; 
of which 10,000 Shares were issued as fully paid to the Vendors in part payment of 
the purchase consideration and the balance was offered to the public. But only 15,000 
Shares were subscribed for and were in due course fully paid, with the exception of the 
last Call of Rs. 4 per share on 500 Shares which were subsequently forfeited by the 
Directors. Balance due to the Vendors towards purchase consideration was .paid in 
cash. Assets and Liabilities taken over by the Company were—Stock, Rs. 20,000 ; Bills 
Receivable, Rs. 5,000 ; Book Debts, Rs. 15,000 ; Furniture, Rs. 3,000 ; Plant and Machinery, 
Rs. 35,000; Furnaces, Rs. 25,000 ; Loose Tools, Rs. 20,000 ; Factory Buildings, Rs. 65,000 ; 
Sundry Creditors, Rs. 20,000 ; and Mortgage on Stock and Machinery, Rs. 18,000. 

Prepare the Opening Balance Sheet of the Company. 
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Solution 

The Eastern Engineering Co., Ltd. 
BALANCE SHEET 
As at . 


Capital & Liabilities 

Authorised Capital:— Rs. 

30,000 Ordinary Shares of 

Rs. 10 each ... 3,00,000 ; 

20,000 6% Preference 

Shares of Rs. 10 each... 2,00,000 

Rs. 

5,00,000 

Property & Assets 
Goodwill at cost 

Factory Buildings at cost 

Plant and Machinery at cost 
Furnaces at cost 

Loose Tools at cost 

Furniture at cost 

... 

Rs. 
25,000 
65,000 
35,000 
25,000 
20,000 
3,000 
on non 

Issued Capital 

30,000 Ordinary Shares of 

Rs. 10 each ... 3,00,000 

20,000 6% Preference 

Shares of Rs. 10 each... 2,00,000 

5,00,000 

Stuck-in-trade at cost ... 
Book Debts 

Bills Receivable 

Cash at Bank 

... 

15,000 

5,000 

4,23,000 

Subscribed Capital 

24,500 Ordinary Shares of 

Rs. 10 each ... 2,45,000 I 

20,000 Preference Shares j 

of Rs. 10 each ... 2,00,000 1 

i 

4,45,000 




Called and Paid-up Capital 

10,000 Ordinary Shares of 

Rs. 10 each, issued to 

Vendors as fully paid ... 1,00,000 ! 

14,500 Ordinary Shares of 

Rs. 10 each, fully paid 1,45,000 
20,000 Preference Shares 
of Rs. 10 each, fully paid 2,00,000 

l 

,1 



, 

4,45,000 

Forfeited Shares Account 3,000 * 

1,500 4% Debentures of 

Rs. 100 each 

Mortgage on Stock & Machinery 
Sundry Creditors 

j 4,48,000 

1,50,000 
i 18,000 
! 20,000 




Rs. 

6,36,000 


Rs. 

1 6,36,000 


Problem 274 


A and B decided to convert their business into a Limited Company as from 1st 
January 1944. Their Balance Sheet on that date was as follows: — 


Liabilities 


Rs. 

Assets 

Rs. 

Sundry Creditors 


15,000 

Land and Buildings 

.. 10,000 

Loan on Mortgage of Land 

and 


Machinery and Plant 

8,000 

Buildings ( Contra ) 


7,500 

Models and Patterns 

1,500 

Capitals : — 



Stock-in-trade 

.. 12,000 

A .... 


17,000 

Sundry Debtors 

.. 17,500 

B 


10,000 

Cash in hand and at Bank 

500 

• 

Rs. 

49,500 


Rs. 49,500 


A Company called A, B & Co., Ltd., was formed for the purpose of taking over the 
business. Its Capital was Rs. 1,00,000 divided into 5,000 6 per cent Cumulative Preference 
Shares of Rs, 10 each and 5,000 Ordinary Shares of Rs. 10 each. The Company was a 
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private company, registered on December 31st, 1943, the signatories to the Memorandum 
of Association being A and B for one Ordinary Share each, for which they paid on 
January 7th, 1944. 

The Company purchased the assets (exclusive of cash in hand and at Bank) for 
Rs. 32,500, and agreed to take over the mortgage and pay the sundry creditors. The 
purchase price was to be discharged by the allotment to the Vendors of 1,210 6 per cent 
Preference Shares and 1,650 Ordinary Shares, and the payment of the balance in cash. 

Show the Realization and Capital Accounts in the books of the firm and the 
Opening Balance Sheet of the Purchasing Company. 

Solution 

Firm’s Books 

REALIZATION ACCOUNT 


/ 

Rs. 


— 

Rs. 

To Land and Buildings ... 

10,000 

By Sundry Creditors 

15,000 

„ Machinery and Plant ... 

8,000 

„ Loan on Mortgage of Land and 


„ Models and Patterns ... 

1,500 

Buildings 

7,500 

„ Stock-in-trade 

12,000 

„ A, B & Co., Ltd. 

32,500 

„ Sundry Debtors 

17,500 



„ A's Capital Account ... ...1 

3,000 



,» B s ,, tt ••* • *• 

3,000 

r 


Rs. 

55,000 

Rs. 

55,000 

A’s 

CAPITAL ACCOUNT 


*&***■'■** - ■ — ■ i 

Rs. 


Rs. 

To Preference Shares in A, B & Co., 


By Balance b/fd. 

17,000 

Ltd 

7,330 

„ Realization Account—Profit 

3,000 

„ Ordinary Shares in A, B & Co., Ltd. 

10,000 



„ Balance c/d. 

2,670 


i 

Rs. 

20,000 

Rs. 

20,000 

i 


By Balance b/d. 

2,670 

B’s 

CAPITAL ACCOUNT 



Rs. 


Rs. 

To Preference Shares in A, B & Co., 


By Balance b/fd. 

10,000 

Ltd. 

4.770 

„ Realization Account—Profit 

3,000 

„ Ordinary Shares in A, B & Co., Ltd. 

f 6,500 



„ Balance c/d. 

! 1,730 



Rs. 

13,000 

Rs. 

13,000 



By Balance b/d. 

1,730 


A, B & Co., Ltd. 
BALANCE SHEET 


As at 1st January 1944 


Capital & Liabilities 



Property & Assets 

Rs. 

Authorised Capital 

Rs. 

Rs. 

Goodwill' 

6,000 

5,000 6% Cumulative Pref. 



Land & Buildings 

10,000 

Shares of Rs. 10 each ... 

50,000 


Machinery and Plant ... ..„ 

8,000 

5,000 Ordinary Shares of 



Models and Patterns 

1,500 

Rs. 10 each 

50,000 


Stock-in-trade 

12,000 




Sundry Creditors 

17,500 


1,00,000 
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BALANCE SHEET—Contd. 


Capital & Liabilities—C ontd. Rs. 
Issued Capital 
5,000 6% Cumulative Pref. 

Shares of Rs. 10 each ... 50,000 

5,000 Ordinary Shares of 
Rs. 10 each ... 50,000 


Rs. 


1,00,000 


Subscribed Capital 
1,210 6% Cumulative Pref. 

Shares of Rs. 10 each ... 12,100 

1,652 Ordinary Shares of 
Rs. 10 each ... 16,520 


28,620if 

Paid-up Capital 
1,210 6% Cumulative Pref. 

Shares of Rs. 10 each, 
issued to Vendors as fully I 

paid ... ... 12,100 | 

1,650 Ordinary Shares of 
Rs. 10 each, issued to 
Vendors as fully paid ... 16.500 1 

- 28,600 

Loan on Mortgage of Land 
and Buildings ... ...;j 7,500 

Sundry Creditors ... „J| 15,000 

Vendors ... ... ...§ 3,900 

Rs. | 55,000 


Problem 275 


Rs. 


Rs. 


55,000 


A private business, as carried on by Jehangir Sorabji, is converted on 1st January 
1944 into a Limited Company under the title of “Sorabji, Ltd.” on the following terms : — 
The Company takes over the Cash and Bills in hand but collects the Book Debts and dis¬ 
charges the Liabilities on behalf of the old firm ; it also purchases the Stock for Rs. 15,000, 
the Plant for Rs. 30,000 and the Goodwill for Rs. 50,000. 

The purchase money is payable as to Rs. 50,000 in 5 per cent Debentures, as to 
Rs. 50,000 in fully paid Shares, and the balance in cash, The Balance Sheet of the business 
on 31st December 1943, was as under: — 


JEHANGIR SORABJI 


Balance Sheet as at 
Liabilities Rs. 

Sundry Creditors .. 30,000 

Jehangir Sorabji—Capital A|c, .. 1,11,500 


31st December, 1943. 

Assets 

Cash in hand .. 

Bills Receivable in hand 

Rs. 

Sundry Debtors .. 1,05,000 

Less Reserve for Doubt¬ 
ful Debts .. .. 15,000 


Stock-in-trade 

Plant 


Rs. 

6,500 

9,000 


90,000 

16,000 

20,000 


Rs. 1,41,500 


Rs. 1,41,500 


The sums paid over by the Company in respect of Book Debts collected, over and 
above the amount required to pay off the Creditors, are as follows:—On 31st January 
Rs. 20,000 ; 28th February Rs. 20,000 ; on 30th April an agreed sum of Rs. 13,500 in 
settlement of the balance and as purchase money for the Book Debts then outstanding. 

Show the Cash Book and Journal entries necessary to record the above transactions 
in the books of the new Company, open and post the Ledger Accounts, and take out a 
Trial Balance on 30th April 1944. 


27 
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Solution 


Books op Sorabji, Ltd. 
JOURNAL ENTRIES 


1944 
Jan. 1 

Bills Receivable ... ... ... ... Dr. 

Stock ... ... ... ... ,, 

Plant ... ... ... „ 

Goodwill ... ... ... ... „ 

To Jehangir Sorabji (V endor) j 

(Being the Assets including Goodwill taken over from 
the Vendor). 

L.F. 

i 

Rs. 

9,000 

15,000 

30,000 

50,000 

Rs. 

• 

1,04,000 


Jehangir Sorabji (Vendor) • ... ... ... Dr. 

To Share Capital Account 
„ 5% Debentures 

(Being part payment of purchase price to Vendor in 
fully paid Shares and Debentures). 


1,00,000 

50,000 

50,000 


Vendor's Debtors Account ... ... ... Dr. 

To Vendor's Suspense Account 
(Being Sundry Debtors of the Vendor taken over for 
collection). 

! 

i 

i 

I 

1,05,000 

1,05,000 


Vendor's Suspense Account ... ... ... Dr. 

To Vendor's Creditors 

(Being Vendor’s Liabilities taken over for the purpose 
of discharge). 

! 

i 

■ 

30,000 

30,000 

April 30 

Vendor's Suspense Account ... ... ... Dr. 

To reserve for Doubtful Debts 
(Being the entry for Doubtful Debts on balance of Vendor's 
Debtors taken over at an agreed price of Rs. 13,500). 

j 

1 

1 

i 

21,500 

21,500 

>» i» 

Sundry Debtors ... ... ... ... Dr. 

To Vendor's Debtors 

(Being the entry for taking over of the remaining 
debtors' balances). 

j 

21,500 

21,500 


CASH BOOK 


1944 

| Rs. 

1944 


Rs. 

Jan. 1 

To Jehangir Sorabji (Vendor) jj 6,500 

Jan. 31 

By Vendor's Creditors 

30,000 

31 

„ Vendor's Debtors ... 50,000 

»» ii 

„ Vendor's Suspense Account 

20,000 

Feb. 28 

.. .J 20,000 

Feb. 28 

ii ii H ii 

20,000 

April 30 

,, „ „ ...| 13,500 

April 30 

it it »i t* 

13,500 



>» *> 

„ Jehangir Sorabji (Vendor) 

6,500 


Rs. | 90,000 


Rs. 

90,000 


Ledger Accounts 


JEHANGIR SORABJI (VENDOR) 


1944 
Jan. 1 

H ii 

April 30 

tt n 

To Share Capital 
„ Debentures 
„ Bank 
„ Balance c/d. 

... 

Rs. 

50,000 

50,000 

6,500 

4,000 

1944 
Jan. 1 

a a 

| 

By Bank 
„ Sundries 


Rs. 

6,500 

1,04,000 



Rs. 

1,10,500 



Rs. 

1,10,500 





April 30 

By Balance b/d. 

... 

4,000 
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BILLS RECEIVABLE ACCOUNT 


1944 
Jan. 1 

To Vendor's Account 

... 

Rs. 

9,000 




STOCK ACCOUNT 

1944 
Jan. 1 

To Vendor's Account 

Rs. 

15,000 




PLANT ACCOUNT 

1944 
Jan. 1 

To Vendor’s Account 

... 

Rs. 

30,000 






GOODWILL ACCOUNT 


1944 
Jan. 1 

To Vendor's Account 

Rs. 

50,000 : 





SHARE CAPITAL ACCOUNT 





1944 


Rs. 




Jan. 1 

By Vendor’s Account 

50,000 


5% DEBENTURES ACCOUNT 





1944 


Rs. 




Jan. 1 

By Vendor's Account 

50,000 


VENDOR’S DEBTORS’ ACCOUNT 


1944 


Rs. 

1944 


Rs. 

Jan. 1 

To Vendor’s Suspense 


Jan. 31 

By Bank Account 

50,000 


Account 

1,05,000 

Feb. 28 

n »i >» ••• 

20,000 


* 


April 30 

»> >» »» ••• 

13,500 





„ Sundry Debtors—Transfer 

21,500 


Rs. 

1,05,000 


Rs. 

1,05,000 


VENDOR’S CREDITORS’ 

ACCOUNT 


1944 


Rs. 

1944 


Rs. 

Jan. 31 

To Bank 

30,000 

Jan. 1 

By Vendor's Suspense 






Account ... 

30,000 


Rs. 

30,000 


Rs. 

30,000 
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VENDOR’S SUSPENSE ACCOUNT 


1944 
Jan. 1 
31 

To Vendor's Creditors 
„ Bank 

Rs. 

30,000 

20,000 

1944 
Jan. 1 

By Vendor's Debtors 

Account ... 

Rs. 

1,05,000 

Feb. 28 
April 30 

» »» 

tt IS ••• ••• 

•a »t ... 

„ Reserve for Doubtful Debts 

Rs. 

20,000 

13.500 

21.500 

1,05,000 


Rs. 

1,05,000 


RESERVE FOR DOUBTFUL DEBTS ACCOUNT 




1944 




April 30 

By Vendor's Suspense 




Account ... 


SUNDRY DEBTORS 


1944 ' R S . 

April 30 To Vendor’s Debtors— 

Transfer ... ...j; 21,500 



TRIAL BALANCE 
As at 20th April 1944 


Jehangir Sorabji (Vendor) 

Bills Receivable 

Stock 

Plant 

Goodwill 

Share Capital 

5% Debentures 

Sundry Debtors' Account 

Reserve for Doubtful Debts 


Rs. 

Rs. 

4,000 

j 9,000 
15,000 

1 30,000 
50,000 

50,000 

50,000 

| 21,500 

1 

21,500 

1,25.500 

1,25,500 


Problem 276 


The business of S, A and M who share profits In the proportions of 3, 3 and 2 
respectively, was acquired by the A B Company, Ltd., on the footing of the partnership 
Balance Sheet as at 31st October 1943, which is as follows 


Liabilities 


Rs. 

Assets 


Rs. 

Creditors 

,, 

8,000 

Goodwill 


6,000 

Capital Accounts: — 

Rs. 


Freehold Premises 


10,000 

s 

14,400 


Plant 


750 

A 

16,800 


Fixtures 


1,250 

M 

6,400 


Debtors 


12,000 

- 


37,600 

Stock 


14,000 

Current Accounts : — 



Cash at Bank .. 


4,640 

s 

1,280 





A 

960 





M 

800 







3,040 





Rs. 

48,640 


Rs. 

48,640 
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The Company took over the assets, exclusive of cash, and assumed the liabilities : 
the consideration for the purchase being the payment to the Vendors of Rs. 11,200 in 
cash and the allotment to them of 1,200 fully paid Shares of Rs. 20 each, on the basis 
of their market value of Rs. 24 per share on 1st November. 

The partners agreed that the fractional shares to which S and M may be entitled, 
be debited to A, and the amounts thereof be deducted from A’s share in the cash 
distribution. 

You are required to state final accounts of the partnership as at 1st November 
1943, show the proportionate number of shares to which each partner is entitled and 
give the Journal entries in the Company’s books to record the transaction with the 
Vendors. 


Solution 


REALIZATION ACCOUNT 



1 

1 Rs. 


Rs. 

To Sundry Assets 

#, S’s Capital Account—3/8ths Share... 

o o 

■w- O 

o in 

Tf* r-T 

By Creditors 

„ A B Co., Ltd.—Purchase Consi- 

8,000 

» A s „ ,, 3/8ths „ ... 

M’s „ „ —2/8ths „ ... 

1,500 

1,000 

deration 

40,000 

Rs. 

48,000 

Rs. 

48,000 

—-— 


BANK ACCOUNT 




Rs. 


Rs. 

To Balance b/fd. 

! 

4,640 

By S’s Capital Account ... 

6.092 

„ A B Co., Ltd. 

... 

11,200 

,, A s ,, „ ... ... 

,, M s ,, ,, ••• i 

6,828 

2,920 


Rs. 

! 15,840 

Rs. 

15,840 


A B CO., LTD. 


To Realization Account ... 

Rs. 

40,000 

By Shares in A B Co, Ltd. 

„ Bank 

Rs. 

28,800 

11,200 

Rs. 

40,000 

Rs. 

40,000 


i 



SHARES IN A B CO., LTD. 


To A B Co., Ltd. (1,200 Shares) 

Rs. 

28,800 

By S’s Capital Account Shares 462 .. 

it A s ,, „ tt 518 ... 

„ M’s „ „ 220 ... 

Rs. 

11,088 

12,432 

5,280 

Rs. 

28,800 

Rs. 

28,800 


• _ 




S’s CAPITAL ACCOUNT 



Rs. 


Rs. 

To Shares in A B Co., Ltd. 

11,088 

By Balance b/fd. 

14,400 

p, Bank 

6,092 

„ S’s Current Account—Transfer ... 

1,280 



„ Realization Account—Profit 

1,500 

Rs. 

17,180 

Rs. 

17,180 
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A’s CAPITAL ACCOUNT 


To Shares in A B Co., Ltd. 

„ Bank 

... 

Rs. 

12,432 

6,828 

By Balance b/fd. 

„ A's Current Account—Transfer ... 
„ Realization Account— Profit 

Rs. 

16,800 

960 

1,500 


Rs. 

19,260 1 

Rs. 

19,260 

11 r -m 


M’s CAPITAL ACCOUNT 



Rs. 


Rs. 

To Shares in A B Co., Ltd. 

5,280 

By Balance b/fd. 

6,400 

„ Bank 

2,920 

„ M's Current Account—Transfer ... 

800 



„ Realization Account—Profit 

1,000 

Rs. 

j 8,200 

Rs. 

8,200 


Note. —The Problem does not definitely state in what proportions the shares are 
to be distributed between the partners. It may also be noted that the law too is silent on 
that point. In the absence of any specific mention, therefore, it is not possible to make 
any equitable distribution on a mere assumption. In this case, however, the nature 
of the question so guides us as to distribute these shares between the partners in 
proportion to their Capitals. In the above solution, Capitals for this purpose are taken 
at their figures after adjustment, i.e. after current account balances and share of profit 
'on realization are added to the Capitals. 

JOURNAL ENTRIES IN THE BOOKS OF THE COMPANY 


Freehold Premises Account ... ... ... Dr. 

Plant Account ... ... ... „ 

Fixtures Account ... ... ... „ 

Debtors ... ... ... „ 

Stock Account ... ... ... „ 

Goodwill Account ... ... ... „ 

To Creditors 
„ Vendors' Account 

(Being the values of various Assets including Goodwill, and 
Liabilities taken over by us from the Vendors, as per 
Purchase Agreement, dated.) 


Vendors'Account ... ... ... Dr. 

To Share Capital Account 
„ „ Premium Account 

„ Bank 

(Being payment to Vendors of the purchase consideration by 
the issue of 1,200 fully paid shares of Rs. 20 each, on the 
basis of their market value of Rs. 24 per share and the 
balance in cash, according to the terms of purchase 
agreement). 


L.F. 

Rs. 

10,000 

750 

1,250 

12,000 

14,000 

10,000 

Rs. 


8,000 

I 

! 

40,000 

i 

i 

i 

i 40,000 

24,000 

I 


4,800 



11,200 


Problem 277 


A Syndicate purchases a merchant’s business and later floats it at a profit, the 
new company taking up the same as at the date of original purchase. The following are 
the values of the assets transferred: — 


Stock-in-trade .. 

Book Debts 
Furniture and Fittings 
Other Assets 


As received by the merchant 
Rs. 

3,04,000 

70,000 

30,000 

7,000 


As valued by the Company 

Rs. 

2,80,000 

70,000 

50,000 

7,000 












ACCOUNTS OF JOINT STOCK COMPANIES 


423 


The merchant in addition receives Rs. 1,00,000 for Goodwill, and the Syndicate’s price 
per sale agreement is Rs. 6 lakhs. Prior to incorporation of the Company, the merchant 
continues the business for two months at the Syndicate’s risk, and out of moneys 
collected appropriates Rs. 84,000 (debiting the same to his own account) for payment of 
his trade liabilities which were not taken over. This sum is adjusted between the 
merchant and the Syndicate at settlement of the purchase price. 

Pass the entries in the Co.’s Journal recording the purchase of the above Assets 
and Goodwill and adjusting the above said amount of Rs. 84,000. Also prepare a state¬ 
ment (in detail) of the profit made by the Syndicate on the above sale to die Company. 

Solution 


JOURNAL ENTRIES IN THE BOOKS OF THE COMPANY 



Rs. 


L.F. 

Rs. 

Rs. 

Sundry Assets 

... ... 

Dr. 


6,00,000 


Stock-in-trade 

... 2,80,000 




Book Debts 

70,000 





Furniture and Fittings 

50,000 





Other Assets 

7,000 





Goodwill 

... 1,93,000 





To Syndicate’s Account 



| 


6,00,000 

(Being the values of the Assets taken 

over as per Sale 


| 


Agreement). 


i 



Bank Account 

To Cash Collections Account 
(Being the collections by the merchant 

on behalf of the 

Dr. 

I 

84,000 

84,000 


Syndicate). 



i 

l 



Syndicate's Account 


Dr. 

i 

84,000 


To Bank 





84,000 

(Being the amount paid to the merchant on behalf of the 




Syndicate). 



i 




STATEMENT OF PROFIT MADE BY THE SYNDICATE ON THE SALE 
OF THE BUSINESS TO THE COMPANY 


Stock-in-trade 

Book Debts 

Furniture and Fittings 

Other Assets 

Goodwill 


... 

... 

Purchase Price 
Rs. 

3,04,000 

70,000 

30,000 

7,000 

1,00,000 

Sale Price 
Rs. 

2,80,000 

70,000 

50,000 

7,000 

1,93,000 

Profit made 

... ... 

... 

Rs. 

5,11,000 

89,000 

6,00,000 




Rs. 

6,00,000 

6,00,000 

.... _ _ - _ . 

_ _—- 

-_ 

__ — 

-- 

_ 


Note. —In the absence of any specific indication, the amount of Rs. 84,000 collected 
by the merchant has been temporarily credited to Cash Collections Account. 


APPROPRIATION OF PROFITS 

Problem 278 

The following items compose the Balance Sheet of the X, Y, Z, Co., Ltd., as on 
31st December 1943. Liabilities:—Capital 15,000, Ordinary Shares of £1 each, fully 
paid ; Bills Payable £500; Sundry Creditors £2,500. Mortgage on Freehold Premises 
£2,000; Net Profit for the year £3,000. Assets:—Cash at Bank £6,000; Sundry Debtors 
£3,000 ; Stock on hand £4,000; Freehold Premises £10,000. The Directors propose to 
pay off the Mortgage on Freehold Premises, to distribute a year’s dividend at the 
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rate of 12 per cent less income-tax at 1/2 in the £, to purchase £1,000 Consols at 72 
(neglect brokerage), to form a Reserve Fund and to carry forward the balance of 
Profit and Loss. The above proposals having been duly approved, you are requested 
to raise the necessary Ledger Accounts showing these transactions and draw up a 
fresh Balance Sheet showing the changed state of affairs. 

(National Union of Teachers.) 


Solution 

PROFIT AND LOSS APPROPRIATION ACCOUNT 


To Dividend on Ordinary Shares 
„ Reserve Fund 

„ Balance carried to Balance Sheet... 

£ 

£ 

1,800 

720 

480 

By Profit & Loss Account—Net Profit 

£ 

£ 

3,000 

3,000 

3,000 



ORDINARY SHARES 

DIVIDEND ACCOUNT 



£ 


£ 

To Bank 

1,695 

By Profit and Loss Appropriation 


„ Income-tax Account ... 

105 

Account 

1,800 

£ 

1,800 

£ 

| 1,800 


RESERVE FUND ACCOUNT 



By Profit and Loss Appropriation 

1 £ 


Account 

720 

j 


RESERVE FUND INVESTMENTS ACCOUNT 


To Bank—£1,000 Consols @ £72 ...| 

1 

£ 

720 


i 

! 

MORTGAGE ON FREEHOLD PREMISES ACCOUNT 

1 

1 

£ 


£ 

To Bank ... ...j 

2,000 

By Balance b/fd. 

2,000 


BALANCE SHEET 


Capital & Liabilities 

£ 

Property and Assets 

£ 

Capital—15,000 Ordinary Shares of 


Freehold Premises 

10,000 

£1 each 

15,000 

Stock 

4,000 

Reserve Fund 

720 

Sundry Debtors 

3,000 

Sundry Creditors 

2,500 

Reserve Fund Investments 

720 

Bills Payable 

500 

Cash at Bank 

1,585 

Income-tax 

105 



Profit and Loss Appropriation Ac¬ 




count-Balance 

480 



£ 

j 19,305 

£ 

19,305 


Note. —The amount of £105 which is shown on the Liabilities Side will be credited 
to Income-tax Account. The amount payable by the Company as Income-tax on its 
entire net profits will be debited to Income-tax Account. In examination questions, 
take the most up-to-date rate for Income-tax. 
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Problem 279 

The Profit and Loss Account of Soleil d’Or, Ltd., prior io the payment of Debenture 
Interest for the half year to 31st December 1943, disclosed a profit of £12,850 as on 31st 
December 1943. The Paid-up Capital of the Company consisted of £100,000 divided 
into 50,000 5 per cent Preference Shares of £1 each, and 50,000 Ordinary Shares of £1 
each. 100 Debentures of £100 each at 4 per cent had also been issued. The Directors 
made the undermentioned recommendations for the disposal of the above balance 
which were approved by the shareholders at the Annual Meeting : (1) To pay the half 
year’s interest to 31st December 1943 due on the Debentures. (2) To pay the Prefer¬ 
ence dividend for the half year to 31st December 1943. (3) To pay a dividend for the 

year ended 31st December 1943 of 10 per cent on the Ordinary Shares free of Income-tax. 
(4) To transfer £5,000 to Reserve, raising that Account to £15,000 in all. (5) To carry 
forward the balance to next year. Show the entries necessary to record these trans¬ 
actions in the books of Soleil d’Or, Ltd. 

(London Chamber of Commerce.) 


Solution 


JOURNAL ENTRIES 




L.F. 

£ 

s. 

d. 

£ 

s. 

d. 

Profit and Loss Account 

Dr. 

1 

200 

0 

0 




To Outstanding Creditors 
(Being the provision made for interest on Deben- 


i 

i 




200 

0 

0 

tures for the half year ended 31st December 
1943). 


i 

1 







Profit and Loss Account 

Dr. 


12,650 

0 

0 




To Profit and Loss Appropriation Account 
(For transfer of net profits to Profit and Loss 





12,650 

0 

0 


Appropriation Account). 









Profit and Loss Appropriation Account 

Dr. 


12,5C0 

0 

0 




To Preference Share Dividend Account 


| 




2,500 

0 

0 

„ Ordinary 


! 




5,000 

0 

0 

„ Reserve Fund 


| 




5,000 

0 

0 

(Being the appropriation of profits as follows 








5 per cent Dividend on £50,000 Preference 
Shares for the year [including interim Divi¬ 


| 







dend paid for the half year], 10 percent 
Dividend free of tax on £50,000 Ordinary 
Shares for the year, and £5,000 transferred 





1 




to Reserve Fund). 


i 







Preference Share Dividend Account 

To Income-tax Account 

(Being Income-tax deducted from Preference 

Dr. 

i 

j 

145 

16 

8 

145 

16 

8 

Share Dividend @ Is. 2d. in the £). 


I 

_J 








Problem 280 

The accounts of the Midland Industries Co., Ltd., showed an amount of £100,000 
to the credit of Profit and Loss Account on 31st December 1943 out of which the Directors 
decided to place £20,000 to General Reserve Fund, and £5,000 to Debenture Redemption 
Fund. At the Annual General Meeting, it was decided to place £10,000 to a War Reserve 
Fund (to provide for contingencies) and to pay a bonus of 2i per cent of the profits 
to the Directors as additional remuneration. The payment of the half-yearly dividends 
on £250,000 6 per cent Cumulative Preference Shares on June 30th and December 31 st, 
1943, was confirmed, and a dividend at the rate of 10 per cent was declared on the 
Ordinary Share Capital of £300,000, the balance of Profit and Loss Account to be 
carried forward to next year. 

Make out the Appropriation Account, showing the above arrangements. 

(Chartered Accountants.) 
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Solution 

PROFIT AND LOSS APPROPRIATION ACCOUNT 


For the year ended 31st December 1943 


To Preference Dividend Account (6% 

£ 

By Net Profit as per Profit and Loss 

£ 

on £250,000) 

„ Ordinary Dividend Account (10% 
on £300,000) 

„ Reserve Fund Account 
„ Debenture Redemption Fund A/c ... 
„ War Reserve Fund Account 
„ Directors’ Remuneration Account 
(2J% on £100,000) ... 

„ Balance carried forward 

15,000 

30,000 

20,000 

5,000 

10,000 

2,500 

17,500 

Account 

100,000 

£ 

100,000 

£ 

100,000 


i 

By Balance brought forward 

17,500 


Problem 281 

The following is the Balance Sheet of a Company on 29th September 1943, showing 
to the credit of the Profit and Loss Account the sum of £103,720. 


A. B. Co., Ltd. 
BALANCE SHEET 
As at 29 th September 1943 


Liabilities . 

£ 

Assets 


£ 

Capital : — 


Freehold Factory and 

Works 

100,000 

50,000 Ordinary Shares of £10 


Leaseholds 


. 150,000 

each 

500,000 

Plant and Machinery 


. 250,000 

2,000 Debentures of £100 each .. 

200,000 

Sundry Debtors 


. 230,000 

Sundry Creditors 

85,000 

Horses, Carts and Harness 

. 5,720 

Reserve Account 

50,000 

Motors and Motor Lorries 

9,500 

Sinking Fund—Leaseholds 

9,000 

Stock 

32,000 

Profit and Loss— £ 


Work-in-progress 

90,000 


Balance from 1942 15,680 


— - 

122,000 

Balance from 1943 100,040 


Bank Balance 


. 20,500 

115,720 

Less Debenture Interest 12,000 


„ Deposit Account 


. 60,000 


103,720 




£947,720 



£947,720 


Resolutions have been passed appropriating this profit as follows: — 

£20,000 to Reserve Account. 

3 per cent Depreciation on Freehold Premises. 

10 per cent Bonus on the year’s Salaries of £8,000. 

5 per cent Bonus on the year’s Wages of £75,000. 

5 per cent Sinking Fund on Leasehold Property. 

£1,000 to Directors’ Special Fees. 

10 per cent Dividend for the year, less tax. 

Balance to be carried forward. 

Make the necessary Journal entries; prepare an Appropriation Account, and revise 
the Balance Sheet (Chartered Accountants.) 
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Solution JOURNAL ENTRIES 



— 

L.F. 

£ s. d. 

£ s. d. 


Profit and Loss Appropriation Account ... Dr. 


86,050 0 0 



To Reserve Account 



20,000 0 0 


„ Freehold Premises Account 



3,000 0 0 


„ Bonus to Staff Account 



4,550 0 0 


„ Sinking Fund Account 



7,500 0 0 


„ Directors' Special Fees Account 



1,000 0 0 


„ Ordinary Share Dividend Account 


1 

50,000 0 0 


(Being the Appropriation of profits as per Reso- 


1 



lutions passed at the General Meeting 


1 



dated.) 


I 

; 



Ordinary Share Dividend Account ... Dr. 


3,541 13 4 



To Income-tax Account 



3,541 13 4 


(Being the deduction of Income-tax at Is. 5 d. in 





the £ from the total amount of Dividend, as 





the same was declared Mess tax' at the' 





General Meeting held on.........) 


__ 

- - -mm 


PROFIT AND LOSS APPROPRIATION ACCOUNT 


1943 

-- - -.—- - - 

£ 

1943 1 

£ 

Sep. 29 

By Reserve Account 

20,000 

Sep. 29 I By Balance from last period... 

15,680 


„ Freehold Premises A/c. ... 

3,000 

■ „ Profit this year as per 



„ Bonus to Staff A/c. 

4,550 

Profit & Loss Account... 

88,040 


„ Sinking Fund for Lease- 





hold Property 

7,500 




„ Directors' Special Fees 


1 



Account .... 

1,000 

| 

! 


„ Ordinary Share Divi- | 


| 



dend Account ...j 

50,000 

i 

! 


„ Balance carried forward ... 

17,670 


l 

1 


£ 

103,720 

£ 

1943 i 

| 103,720 




Sep. 30 By Balance brought forward ! 

! 17,670 


A. B. Co., Ltd. 
BALANCE SHEET 
As at 30 th September 1943 


Capital & Liabilities 

£ 1 

Property & Assets 

£ ( £ 

Authorised Capital:— 


Freehold Factory & Works 

100,000 

50,000 Ordinary Shares of £10 each...j 500,000 

Less Depreciation 

3,000 

Issued Capital:— 



- 97,000 

50,000 Ordinary Shares of 

£10 

Leaseholds 

...| 150,000 

each, fully paid 

... 500,000 

Plant and Machinery 

...I 250,000 

2,000 Debentures of £100 each ... 200,000 

Motors and Motor Lorries 

...! 9,500 


£ 

Horses, Cart9 and Harness 

...j 5,720 

Reserve Account—Balance 

50,000 

Stock 

... 32,000 

Add Further Amount set 


W ork-in-pr ogress 

... 90,000 

aside 

20,000 

Sundry Debtors 

... 230;000 

- 

- 70,000 

Cash 


Sinking Fund (Leaseholds) 


At Bank on Current A/c. 

20,500 

Balance 

9,000 

„ „ Deposit ... 

60,000 

Add Further Provision made 

7,500 


- 80,500 

— 

-16,500 



Sundry Creditors 




On Open Accounts 

85,000 



Outstanding for Bonus, 




Dividend and Directors' 




Special Fee 

55,550 



- 

- 140,550 



Profit and Loss Appropria¬ 




tion Account—Balance 

... 17,670 
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Note.— Although Depreciation of Freehold Works as well as provision by means 
of Sinking Fund for writing down the value of Leaseholds have been taken to Profit 
and Loss Appropriation Account for the purpose of this exercise, the proper treatment 
would be to charge both these amounts to Profit and Loss Account before ascertainment 
of net profit. 

:3j(Snus and bonus shares 
Problem 282 


A Limited Company has resolved to utilize Rs. 5,00,000 out of its Reserve Fund 
in declaration of a bonus to the shareholders. The bonus, however, is to be applied 
to the extent of Rs. 2,00,000 in payment of Final Call of Rs. 40 per share on 5,000 Shares 
of Rs. 100 each ; and to the extent of Rs. 3,00,000 in the issue of 3,000 fully paid Shares 
of Rs. 100 each to the existing shareholders. 

Draft Journal entries necessary to give effect to the above resolution. 

Solution 

JOURNAL ENTRIES 


Reserve Fund 

To Bonus-Account 

(Being Bonus declared as per Resolution dated, 



L.F. 


Rs. 

5,00,000 


Rs. 

5,00,000 


Share Final Call Account ... ... ... Dr. 

To Share Capital Account 

(Being Final Call of Rs. 40 per share due on 5,000 Shares of • 

Rs. 100 each, as per Directors 1 Minute dated.) 


2,00,000 


2 , 00,000 


Bonus Account ... ... ... ... Dr. 

To Share Final Call Account 

(Being application of Bonus to payment of Final Call, as per 
Resolution dated.) 


Bonus Account ... ... ... ... Dr. 

To Share Capital Account 

(Being the issue of 3,000 Shares of Rs. 100 each, fully paid, in 
satisfaction of Bonus to the existing Shareholders). 


2,00,000 


2,00,000 


3,00,000 !- 

ij 3,00,000 


Problem 283 

The Eastern Trading Company Ltd., was registered in 1934, with a Capital of 
Rs. 30,00,000, divided into 12,000 Ordinary Shares of Rs. 250 each. The Company made 
a profit of Rs. 35,00,000 for the year ended 31st December 1942. During the year 1943 
the following arrangements were entered into by the Company : — 

(a) On 1st March 1943, the Company bought certain assets, from Ramchandra 
Hardas who closed his business and retired. The Company also undertook to collect hif 
Debts for Rs. 1,30,000 and to pay out therefrom his Creditors for Rs. 30,000. The Debtors 
realized Rs. 1,20,000 only out of which all the creditors were paid off. Ramchandra 
Hardas agreed to accept the Company’s 6 per cent Debentures for Rs. 1,00,000 in full 
satisfaction of the amount due to him under the abovesaid arrangement. 

(b) On 1st April 1943, it was resolved by the Shareholders that the Share Capital 
of the Company be increased by Rs. 30,00,000 by the issue of 24,000 Preference Shares 
of Rs. 125 each, and that the holder of every Ordinary Share was to be given one 
fully paid Preference Share and three coupons of the same of Rs. 25 each as dividend 
for the year ended 31st December 1942. 

(c) On 1st November 1943, the Ordinary Share Capital was increased and 1,250 
Ordinary Shares of Rs. 250 each were issued to Albert Smith as fully paid in full 
settlement of the purchase consideration for new Machinery costing Rs. 20,00,000 
bought from him. The Ordinary Shares of the Company were quoted at Rs. 1,735 in the 
market at that time. 

Pass Journal entries necessary for giving effect to the above arrangements. 

' (G.D.A.) 
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Solution JOURNAL ENTRIES 




!l. f.II 

Rs. 

Rs. 

{a) 

Vendor's Debtors Account 

Dr. 


1,30,000 

30,000 

To Vendor's Creditors Account 

| 




„ „ Suspense Account 

(Being the entry to record the arrangement between the 


1 


1,00,000 


Company and the Vendor, Ramchandra Hardas). 






Bank 

Dr. 


1,20,000 



To Vendor's Debtors Account 
(Being cash realized on Vendor's Debtors). 

- 



1,20,000 


Vendor's Suspense Account 

To Vendor’s Debtors Account 

(Being transfer of loss on realization of debtors to the former 

Dr. 


10,000 

10,000 


account). 

I 





Vendors'Creditors Account 

To Bank 

(Being cash paid to the Vendor's Creditors as per agreement). 

Dr. I 

•“ ' 1 


30,000 

30,000 


-j 

Vendor's Suspense Account 

Dr. I 


90,000 



Discount on Issue of Debentures Account 

To Debentures Account 

(Being the issue of 6% Debentures to Ramchandra Hardas in 

.. ; 


’ 10,000; 

1 , 00,000 


satisfaction of the amount due to him as per agreement). 





(b) 

Profit and Loss Appropriation Account 

To Dividend Account 

(Being the amount of Dividend for the year ended 31st 

Dr. 


24,00,000 

i 1 

24,00,000 

ft | 


December 1942 resolved to be paid as per Shareholders’ 
Resolution, dated 1st April 1943). 



i 



Dividend Account 

To Preference Share Capital Account 
(Being the issue of one fully paid Preference Share and 3 

Dr. 


'24,00,000 

| 

1 

24,00,000 


Coupons of Rs. 25 each of the same to the holder of every 
Ordinary Share in satisfaction of the payment of Dividend; 
the total issue being 12,000 fully paid Preference Shares of 
Rs. 125 each and 36,000 Coupons of Rs. 25 each). 



1 

I 

! 


w 

Machinery Account 

To Albert Smith 

(Being the cost of machinery purchased from him). 

Dr. 


120,00,000 

I; 

$ 

| 20,00,000 


Albert Smith 

Dr. 


20,00,000 



To Ordinary Share Capital Account 



i 3,12,500 


Premium on Shares Account 



!j 

, 16,87,500 


(Being the issue of 1,250 Ordinary Shares of Rp. 250 each issued 





at a total premium of Rs. 16,87,500 in full satisfaction of the 
amount due to Albert Smith on purchase of machinery.) 



1 



Problem 284 * 

The Capital of a Limited Company consisted of 25,000 7 per cent Preference 
Shares of Rs. 10 each and 50,000 Ordinary Shares of Rs. 10 each, and the Company has 
accumulated out of profits a Reserve Fund of Rs. 2 lacs. It issued further 10,000 
Ordinary Shares during the year at a premium of Rs. 30 per share and the whole 
amount has been realized. 

At the end of the year, an independent valuation of its assets increased the 


Balance Sheet figures as follows : —. Rs. 

Land and Building by .. .. .. 6,50,000 

Plant and Machinery by .. .. .. 3,00,000 

Permanent Way, Rolling Stock, etc. .. .. 2,50,000 
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and reduced the amount of the following : — Rs. 

Goodwill by .. .. 1,50,000 

Concession Rights by .. .. 1,00,000 

It was decided to redeem 3,000 Debentures of Rs. 100 each at 5 per cent premium, 
to adopt the new valuations and allot two Bonus Shares of Rs. 10 each credited as 
fully paid for every Ordinary Share. It was further decided that the balance of 
Reserve Fund after carrying out all the above arrangements was to be capitalised. 

Make Journal entries for the above and comment on the proposals. (B.Com.) 

Solution 


JOURNAL ENTRIES 


Bank ... ... ... ... Dr. 

To Ordinary Share Capital Account 
„ Premium on Shares Account 
(Being cash received on further issue of 10,000 Ordinary 

Shares of Rs. 10 each at a premium of Rs. 30 each.) 

L.F. 

Rs. 

4,00,000 

Premium on Redemption of Debentures Account ... Dr. 

To Debentures Account 

(Being the transfer of credit balance on the former account re¬ 
presenting 5% premium on 3,000 Debentures of Rs. 100 each.) 


15,000 

Debentures Account ... ... ... ... Dr. 

To Bank 

(Being cash paid to Debenture-holders on redemption of 3,000 
Debentures of Rs. 100 each @ 5% premium.) 


3,15,000 

i 

Land and Building Account ... ... ... Dr. 


6,50,000 

Plant and Machinery Account ... ... ... „ 


3,00,000 

Permanent Way and Rolling Stock Account ... ... „ 

To Goodwill Account 
„ Concession Rights Account 
„ Reserve Fund 

(Being the appreciation in the values of Assets according to 
independent valuer’s report brought into account, Goodwill 
and Concession Rights Account balances written off and 
the balance transferred to Reserve Fund.) 


2,50,000 

Premium on Shares Account ... ... ... Dr. 

To Reserve Fund 

(Being premium received on issue of shares transferred.) 


3,00,000 

Reserve Fund ... ... ... ... Dr. 

To Bonus to Shareholders Account 
(Being bonus at Rs. 20 per share on 60,000 shares payable out 
of Reserve Fund as per Shareholders’ Minute dated.) 


12,00,000 

Bonus to Shareholders’ Account ... ... * ... Dr. 

To Ordinary Share Capital Account 
(Being the issue of 2 Bonus Shares of Rs. 10 each for every 
share held in the Company.) 


12,00,000 

Reserve Fund ... ~ ... ... ... Dr. 

To Capital Reserve Account 


2,50,000 

(Being the Credit balance on the former Account transferred.) 


1 


Rs. 

1,00,000 

3,00,000 


15,000 


3,15,000 


1,50,000 

1,00,000 

9,50,000 


3,00,000 

12,00,000 

12 , 00,000 

2,50,000 


Legally, the appreciation in the values of assets is only payable to shareholders 
as dividend if the following conditions are fulfilled: — 

(1) the Company’s Articles must permit such a distribution, 

(2) such profits are actually realized, and 

(3) there is a surplus after a revaluation of the whole of the assets, both fixed 
and floating. 
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In this case, the appreciation in value of assets has been capitalised inasmuch as 
it has been utilized in giving Bonus shares jto the shareholders and consequently there 
can be no objection to this procedure. 

Problem 285 

The X Co., Ltd., has a Share Capital -of Rs. 10,00,000 divided into 1,000 shares of 
Rs. 1,000 each, which are quoted in the market at Rs. 4,000 each. The Company declares 
a bonus out of its Reserve Fund to the extent of 60 per cent of the original Capital, 
and this bonus is to be satisfied by the issue of 1,000 fully paid shares of Rs. 200 each 
at a premium of Rs. 400 per share. Pass the necessary entries to give effect to this. 

Solution 

The X Company, Ltd. 

JOURNAL ENTRIES 


Reserve Fund ... ... ... ... Dr, 

To Bonus to Shareholders' Account 
(Being the amount of bonus declared out of Reserve Fund to 
the extent of 60% of the original Capital [viz. Rs. 10,00,000] 
as per Shareholders' Resolution No.dated.) 

L.F. 

1 

Rs. 

6,00,000 

Rs. 

6,00,000 

Bonus to Shareholders'Account ... ... ... Dr. 


6,00,000 


To Share Capital Account 



2,00,000 

„ Premium on Shares Account 



4,00,000 

(Being the amount of 1,000 shares of Rs. 200 each fully paid 




issued at a premium of Rs. 400 per share in satisfaction of 


- 


the bonus declared.) 





Problem 286 

A Company having a Share Capital of Rs. 5,00,000 divided into 500 shares of 
Rs. 1,000 each, which are quoted in the market at Rs. 2,700 each, distributes a Bonus 
out of Reserve Fund at the rate of 60 per cent of the original Capital by issuing to 
the holder of every share a Coupon for Rs. 250 (J fully paid up share) in full settlement 
of the Bonus. Pass the necessary entries. (G.D.A.) 

Solution 

JOURNAL ENTRIES 


Reserve Fund Account ... ... ... Dr. 

To Bonus Account 

(Being a bonus 60% on the original Capital declared to the 
shareholders as per Shareholders' Minute dated.) 

L.F. 

Rs. 

3,00,000 

Rs. 

3,00,000 

Bonus Account ... • ... ... ... Dr. 

To Share Capital Account 
„ Share Premium Account 

(Being the issue of 500 Share Coupons of Rs. 250 each at a 
premium of Rs. 350 per share to the shareholders in full 
satisfaction of the payment of Bonus.) 


3,00,000 

1,25,000 

1,75,000 


Problem 287 

A Limited Company has had a profitable year but is short of Working Capital. 
It proposes, in lieu of a Cash Dividend, £o issue Bonus Shares at a premium of 5s. 
per £1 share, the value of shares taken out at this figure being equal to the dividend 
that would have been paid if cash had been available. 

Give your opinion on the proposal, and show how you would deal with such 
transaction in the books of the Company. (Incorporated Accountants.) 
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Solution 


There can be no objection to Bonus Shares being issued in lieu of a Cash Dividend, 
if the Company is in need of further Working Capital. 

The following entries will be necessary to record the transaction : — 


(1) Profit and Loss Appropriation Account 
To Bonus Account 

(With the full amount of Bonus declared.) 


jK'blbh 


(2) Bonus Account 

To Share Capital Account 
„ Premium on Shares Account 
(For the payment of the bonus by issue of 
further shares at a premium.) 


'olblem 288 


L.F. 

Dr. 

Dr. 


Rs. 


Rs. 


The following particulars have been extracted from the Balance Sheet of Soleil 
d’Or, Limited, as on 31st December 1943. 


Capital:— 

Nominal 10,000 5 per cent Preference Shares of £5 each 
100,000 Ordinary Shares of £1 each 


Issued : 5,000 5 per cent Preference Shares of £5 each 
50,000 Ordinary Shares of £1 each 

Reserve Fund 

Profit & Loss Account (Balance) 


£ 

... 50,000 

... 100,000 


£ 


£ 150,000 


25,000 

50,000 


75,000 

20,000 

12,000 


During the year 1943, Resolutions were duly passed as follows : — 

(1) A Resolution converting the Preference Shares into Preference Shares of £1 

each. 

(2) A Resolution declaring a Bonus of 20 per cent on the Ordinary Shares to be 
provided as to £6,000 out of the Reserve Fund, and as to the remainder out of the 
Balance of Profit and Loss Account. 

The Bonus to be satisfied by the issue of one fully paid Ordinary Share for every 
five Ordinary Shares held. * 

Give Journal entries which are necessary to carry out the above Resolutions, and 
show how they would affect the Balance Sheet of the Company as on 31st December 
1943. Assume that the profit for the year 1943 amounted to £4,000. 

(London Chamber or Commerce,) 


Solution 


JOURNAL ENTRIES 


f 

Reserve Fund Account 

Profit & Loss Appropriation Account 

To Bonus to Ordinary Shareholders' Account 
(Being the amount of Bonus declared partly out of Reserve 
Fund and partly out of Profit & Loss Appropriation 
Account balance). 


Bonus to Ordinary Shareholders’Account 
To Ordinary Share Capital Account 
(Being the issue of 10,000 Ordinary Shares of £1 each as fully 
paid in satisfaction of the Bonus declared). 



L.F. 

£ 

£ 

Dr. 


6,000 


#» 


4,000 

10,000 

Dr. 

i 


10,000 

10,000 


The conversion of £5 Preference Shares into five shares of £1 each does not 
require any Journal entry. A note, however, will have to be made in the Share Capital 
Account that the £5 shares have been converted into 5 shares of £1 each, as per 









ACCOUNTS OF JOINT STOCK COMPANIES 


433 


Resolution dated .... The Share Certificates will have to be called back and stamped 
with a similar note. A mention must also be made to the same effect in the Register 
of Members, and the Memorandum and Articles of Association of the Company will 
have to be altered accordingly. 

The Balance Sheet of the Company on 31st December 1943 will show the items 
as follows : — 


Nominal Capital 

50,000 5% Preference Shares of £ 1 each ... 

100,000 Ordinary Shares of £ 1 each 

II 

£ 1: 

50,000 i 
100,000 | 

£ 

£ 

150,000 ! 


Issued Capital 

25,000 5% Preference Shares of £ 1 each, fully called ... 

60,000 Ordinary Shares of £ 1 each, fully called 

' 25,000 

60,000 

85,000 

i 

14,000 

i 

Reserve Fund 

Balance 

Less Transfer to Bonus Account 

20,000 

6,000 

Profit and Loss Appropriation Account:— 

Balance from last year 

Less Transfer to Bonus Account 

12,000 

4,000 

Add Net Profit this year 

8,000 

4,000 

12,000 

- - - -—-— —— --— — - 

— 


PROFITS PRIOR TO INCORPORATION 

Problem 289 

The profits of a business taken over by a Company, registered on 31st March 1943, 
amounted for the year ended 31st December 1943, to £50,000. 

Is the whole available for dividend ? If not, to what extent and how should the 
balance be appropriated ? (Chartered Accountants.) 

Solution 

A Company cannot be legally said to have earned profits prior to incorporation, 
and consequently, the profits earned up to the 31st March must be capitalised. If 
the stock was actually taken on 31st March, the ascertainment of profit to that date 
would be an easy affair. In the absence of stock having been taken on the date of 
registration, the apportionment of such profit would be done either on the basis of 
time or turnover, or a combination of these two. 

If the first method is adopted, £12,500 will be capitalised and £37,500 will be 
available for distribution. 

Such capitalised amount should be transferred to Capital Reserve Account and 
should be utilized in reducing or writing off Goodwill, or in reducing the value of any 
fixed asset. If interest is payable to the vendor on the purchase consideration up to 
the date of incorporation, the same can well be charged to his Capital Reserve. 

Problem 290 

The Madhubhai Mills, Ltd., was incorporated on 1st July 1943. t o purchase the 
busi ness of D. Madhubh ai as on 1st A pril 19431 ~ 

The fully paid Capital of the Company consisted of Rs. 20,000 in shares of Rs. 10 
each. 500 6 per cent Debentures of Rs. 1,000 each were also issued and fully paid up. 

The accounts for the year (ended 31st March 1944) disclosed the following parti¬ 
culars : — 

Sales for the year Rs. 32,10,400 (1st April to 1st July, 1943, Rs. 8,02,600; 1st July, 
1943 to 31st March 1944, Rs. 24,07,800). 

Gross Profit for the year Rs. 4,12,800, Managing Director’s Salary, Directors’ Fees, 
Preliminary Expenses written off, and Secretary’s Salary Rs. 58,000. 

28 
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Bad Debts, Rs. 14,890 (prior to 1st July 1943, Rs. 4,020; after 1st July 1943, 
Rs. 10,870). 

Interest on Debentures Rs. 20,000. Depreciation on Machinery bnd Plant, etc., 
Rs. 25,200. 

Advertising and General Expenses Rs. 58,400. 

You are required to prepare a statement demonstrating your views as to the proper 
apportionment of the profit of the Company as between : (a) profits available for distri¬ 
bution ; and (b) profits prior to incorporation. 

You are also required to state how you would deal with the latter amount (b) 
when ascertained. 

Solution 


STATEMENT SHOWING PROFITS PRIOR TO INCORPORATION AND 
PROFITS AVAILABLE FOR DISTRIBUTION 



Prior to 
Incorporation 

Available for 
Distribution 


Rs. 

! Rs. 

Gross Profit (on turnover basis) ... ... ... .J 

Less Managing Director's Salary, Preliminary Expenses, etc. .. ; 

1,03,200 

| 

3,09,600 

58,000 

„ Bad Debts ... ... ... ... ...! 

1 

4,020 

2,51,600 

10,870 

„ Interest on Debentures ... ... ... ...i 

99,180 

2,40,730 
' 20,000 

„ Depreciation 

: | 

6,300 

2,20,730 

18,900 

„ Advertising and General Expenses ... 

92,880 

14,600 

2,01,830 

43,800 

Net Profit Rs. 

78,280 

1,58,030 





The profits prior to incorporation cannot be made available for distribution and 
must be transferred to Capital Reserve Account or must be utilized in reducing or 
writing off Goodwill, etc. If interest is payable to the Vendors on the purchase price, 
so much part thereof as relates to period prior to incorporation can be charged against 
these profits. 

Problem 291 f 


A Company was formed ori 8th April 1943, taking over a business as from 1st 
March 1943. The Balance Sheet on"IsFSepTember 1943 contains the following items: — 


Liabilities 

£ 


Assets 

£ 

Creditors 

8,596 

Debtors 


.. 21,586 

Mortgage 

10,000 

Bank 


‘586 

Capital, 5 per cent Preference . 

36,000 

Patent Rights 

2,000 

Capital, Ordinary 

22,668 

Machinery 


.. 15,976 

Profit from 1st March 1943 

8,984 

Building 


.. 20,000 



Goodwill 


.. 15,000 



Preliminary 

Expenses 

.. 1,100 



Stock 


.. 10,000 


£ 86,248 



£ 86,248 

How would you ascertain 

the profit 

to 8th April, 

and what suggestions would 

you make as to its disposal ? 



(Incorporated 

Accountants.) 
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Solution 

The profit earned by a company prior to its Incorporation cannot be distributed 
and consequently the profit from 1st March to 8th April 1943 must be ascertained by 
apportionment. 

If the vendors are entitled to Interest on the purchase consideration during the 
period, such Interest can be set against the profit earned to Incorporation. The balance 
of such profit can be utilized towards reducing or wiping off such fictitious assets as 
Cost of Issue of Debentures, Preliminary Expenses or Goodwill, or in the absence of 
any such accounts in the books, it may be transferred to a special Reserve Account. 

Problem 292 

The Colombo Trading Co., Ltd., registered on 1st April 1943, received certificate ^ 
to commence business on 1st June 1943. The Company took over a running business as I- 
at 1st January 1943 from a Promoter for Rs. 56,00,000 (including Rs. 3,00,000 for Good¬ 
will). It is arranged with the Promoter that he should pay off the Vendors and look 
after the general management of the business up to the date of the Incorporation. The 
Promoter was to be allowed Rs. 5,000 a month from the date of purchase up to the 
date of Incorporation, and interest at the rate of 6 per cent per annum, on the purchase 
consideration. The Capital of the Company was fully subscribed and paid up, and the 
Promoter was paid off on 30th June 1943 the sum of Rs. 56,00,000 with the interest on 
the same. The net profit (i.e., after charging allowance and interest paid to the pro¬ 
moter, depreciation, and all other losses and expenses) for the year ending 31st December 
was Rs. 15,00,000. The total turnover during the year was Rs. 96,00,000. The total turn¬ 
over up to the date of Incorporation amounted to Rs. 19,20,000, and that up to the date 
of the certificate for commencement of business amounted to Rs. 32,00,000. 

Is the entire profit of Rs. 15,00,000 available for Dividend ? If not, state which 
portion is not thus available for Dividends (showing how you arrive at the same); also 
state how you would in this particular case treat that portion which is not available for 
Dividends, giving Journal Entries for the same. b\'Cu rvvy 0 

Solution 

STATEMENT SHOWING PROFIT PRIOR TO THE DATE OF CERTIFICATE FOR 
COMMENCEMENT OF BUSINESS OF THE COLOMBO TRADING CO., LTD. 

Rs. 

Net Profit for the year ending 31st December 1943 .. .. 15,00,000 

Add amount paid to the promoter for looking after the General 
Management of the business from 1st January to 31st March 
at Rs. 5,000 per month .. .. .. .. 15.000 

Add interest at 6 per cent per annum for 6 months paid on the 

amount of purchase consideration .. .. .. 1,68,000 


Profit before charging Promoter’s salary and interest on purchase 

consideration .. .. .. .. Rs. 16,83,000 


The total turnover during the year was Rs. 96,00,000 and the same upto the date 
cf Certificate for Commencement of business was Rs. 32,00,000. Therefore, the profit 
for the period prior to the date of the Certificate for Commencement of business is 
ascertained as follows : — J>3G£crc> 

Rs. 96,00,000 : Rs. 32,00,000 :: Rs. 16,83,000 : Rs.JM51J>Q0. 

Therefore profit upto the date of the Certificate for Commencement of 
business 

Less amount paid to the promoter for the management of the 
business for three months 


Rs. 5,46,000 | 

Less interest at 6 per cent per annum paid to the promoter for five ! 

months from 1st January to 1st June 1943 .. 1,40,000 


Net profit prior to the Certificate for Commencement of business Rs. 4 ,06,000 ; 

Out of the Net Profit of Rs.. 15,00,000, the profit prior to Certificate for Commence¬ 
ment of business is Rs r 4^06^000. This profit cannot be appropriated towards the distri- 

^3 7 ^ 


5,61,000 j 
15,000 { 
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bution of dividends. It should be utilized to reduce the amount of Goodwill and the 
balance should be transferred to Capital Reserve Fund. In this case, as Rs. 3,00,000 
have been paid for Goodwill, the following entry should be passed through Journal: — 


Profit and Loss Account 
To Goodwill Account .. 

„ Capital Reserve Account 

Problem 293 


Dr. 


L.F. Rs. 2 3 ^-^Rs. 


4,06,000 


3,00,000 i 
1,06,000^ x^ 


A Company incorporated on 1st April 1943, takes over a running business 
as at 1st January 1943, from a promoter for Rs. 8,00,000. It is arranged with the 
promoter that he should pay off the Vendors, and look after the general management of the 
business upto the date of Incorporation. The promoter was to be allowed Rs. 2,000 
a month from the date of purchase upto the date of Incorporation, and interest at the 
rate of 6 per cent per annum on the purchase consideration. The Capital of the 
Company was fully paid up, and the promoter was paid off on 31st May 1943, the sum 
of Rs. 8,00,000 with interest on the same. The net profit of the concern was Rs. 1,50,000 
for the year ending 31st December 1943. The total turnover during the year was 
Rs. 12,00,000. The total turnover upto the date of Incorporation was Rs. 2,40,000. 

Apportion the profit prior to Incorporation, and state how you would deal with 
the same in the above case. (B.Com.) 


Solution 

STATEMENT SHOWING THE TRADING PROFITS OF THE BUSINESS 


Net profit during the year as per Profit & Loss Account 
Add Expenses incurred prior to Incorporation and debited to Profit and 
Loss Account:— 

Salary to Promoter for 3 months at Rs. 2,000 per month (from 
M-1943 to 31-3-1943) 

Interest paid to Vendors on purchase consideration for 5 months 

@ 6 % 


Rs. 

Rs. 

1,50,000 

6,000 


20,000 

26,000 


Rs. 

! 1,76,000 


The above profit would be apportioned between the period upto Incorporation and 
after on the basis of turnover as follows: — 

Total Sales Sales prior to Total Profit Profit prior to 

Incorporation Incorporation 

Rs. 12,00,000 : Rs. 2,40,000 : : Rs. 1,76,000 : Rs. 35,200 

From the profit of Rs. 35,200, Rs. 6,000 for Salary to Promoter upto Incorporation 
and Rs. 12,000 for interest paid on purchase consideration upto the date of Incorporation 

will he deducted and the balance of Ks. 17.210 representing tftF capital profit will bfe 

carried to Capital Reserve Account and may be utilized in wiping off Preliminary 
Expenses, Goodwill and other Capital Losses. 

VALUATION OF SHARES 
Problem 294 

The Directors of a private company, on the death of the principal share¬ 
holder, consult you as to the real value of the shares. You find the dividends for the 

last three years have been 20%, 30% and 25%. You come to the conclusion that on the 
basis of an average dividend of 12|% over the last three years, the shares (which are 
of Rs. 100 each) should be deemed to be worth par and that for every \% paid, more 
(or less) than 12£%, on the last three years’ basis, the shares should be worth Rs. 3-8-0 
more (or less) than par. On this basis, what would be the value of the deceased 
shareholder’s shares ? * (G.D.A.) 

Solution 

As the Company’s dividends for the last three years have been 20%, 30% and 25%, 
they work out at an average of 25% per annum. 
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The shares are to be deemed as worth par value for an average dividend of 12J% 
and the price of the share is to be worth Rs. 3-8 more in value for every dividend 
over 12£%. As the Company in question has paid 12£% more than the first 12J% 
necessary for par value, and as 12|% is 25 times \%, the value of the shares should 
be increased by 25 times Rs. 3-8-0, i.e. Rs. 87-8-0. The value of each share would, 
therefore, be Rs. 187-8-0. 

Problem 295 


Under the Articles of a Private Limited Company dealing in Wines and Tobacco, 
you have, as Auditor, to fix annually the “ fair value ” of the shares. At 31st December 
1943, the Company’s position was as follows : — 


Liabilities 

Rs. 

Assets 


Rs. 

Capital, 5,000 shares of 

Rs. 100 


Buildings at cost 

# # 

80,000 

each, fully paid 


5,00,000 

Furniture at cost 


3,000 

Reserve Fund 


1,50,000 

I Stock-in-Trade at market value 

4,50,000 

Depreciation Funds— 

Rs. 


Investments at cost— 

Rs. 

Buildings 

10,000 


V 2 % G.P. Notes for 



Investments 

45,000 

55,000 

Rs. 1,00,000 

British War Loan for 

80,000 


Creditors 


48,000 

£7,500f> 

1,00,000 


Bad Debts Reserve 


20,000 

Indian War Loan re¬ 


Profit and Loss— 

Balance from 1942 .. 
Profit for 1943 

80,000 

4,30,000 


payable 1944 

2,00,000 

3,80,000 

5,10,000 

Book Debts— 

Considered good 




3,00,000 







Cash and Bank Balances 

70,000 


Rs. 

12,83,000 


Rs. 12,83,000 


You are given the following information: — 

(1) The Company’s prospects for 1944 are equally good. 

(2) Its Buildings are now worth Rs. 3,50,000. 

(3) Public Companies doing similar business show a profit-earning capacity of 

15 per cent on market value of their shares. 

(4) Profits for the past three years have shown an increase of Rs. 50,000 

annually. 

Fix the “ fair value ” and show your working. (G. D. A.) 


Solution INTRINSIC VALUE OF THE SHARES 

Book value of the Assets 

Add Appreciation in the value of buildings 


Rs. 


Rs. 

12,83,000 

2,70,000 


Less Depreciation of Investments 
„ Bad Debts Reserve 


15,53,000 

45,000 

20,000 

- 65,000 


Actual market value of Assets 
Less Creditors 


14,88,000 

48,000 


Total value of the 5,000 Shares .. .. .. Rs. 14,40,000 

Therefore each Share is worth = Rs. 288. 

MARKET VALUE OF THE SHARES 

Rs. Rs. 

Book value of the Assets .. .. 12,83,000 

Less non-trading Assets—Investments .. .. 3,80,000 


Less Depreciation on Buildings 
„ Reserve for Bad Debts 


9,03,000 

10,000 

20,000 

- 30,000 


Less Trade Liabilities—Creditors 


8,73,000 

48,000 


Effective Capital used in the business on which a profit 

of Rs. 4,30,000 was made ... .. Rs. 8,25,000 
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Therefore, the profit-earning capacity is —* 100 = 52.1% 

o,25,000 

The Market Value, therefore, is ^ ^ — r s 347 

15 

Therefore the fair value of each share will be the average of the intrinsic and 
the market values, 


That 


is 


288 + 347 
2 


Rs. 317-8-0. 


Note. —In ascertaining the Market Value of the shares, as non-trading Assets, 
such as investments are eliminated, it would be equally necessary to eliminate the 
income therefrom from the Profit and Loss Account in order to arrive at the business 
income. 


Problem 296 

Given below is the Balance Sheet of the Imperial Manufacturing Company, 


Limited: — 




Liabilities 

Rs. 

Assets 

Rs. 

Capital : — 


Land (at cost) 

.. 2,21,000 

8,800 shares of Rs. 250 each 

Building (at cost) 

. .11,73,000 

fully paid up 

..22,00,000 

Machinery, etc. (at cost) 

. .20,58,000 

Reserve Fund 

.. 8,24,000 

Furniture and Dead Stock 

.. 5,000 

Workmen’s Savings Account 

.. 2,27,000 

Stock-in-Trade (at market value) 26,00,000 

Provident Fund Account 

.. 54,000 

Debenture Charges 

.. 25,000 

Depreciation Fund Account 

.. 4,63,000 

Book Debts 

.. 3,35,000 

Creditors 

. .38,86,000 

Investments (at market value) 

17,00,000 

Profit and Loss Account 

..36,12,000 

Cash and other balances 

. .31,49,000 

Rs. 

1 ,12,66,000 

Rs. 

1,12,66,000 

Depreciation Fund is in 

excess by Rs. 

54,000 than the amount of actual Deprecia- 

tion. Find out the intrinsic value of the share. 

(B. Com.) 


Solution 


Imperial Manufacturing Company, Limited 


STATEMENT SHOWING THE INTRINSIC VALUE OF SHARES OF THE COMPANY 




Rs. 

Total Assets as per Balance Sheet (Less Debenture Charges) 

Less Liabilities:— 

Workmen’s Savings Account ... 

Provident Fund Account 

Depreciation Fund excluding Rs. 54,000 which is in excess 
Creditors 

Rs. 

... 2,27,000 
... 54,000 

... 4,09,000 
... 38,86,000 

1,12,41,000 

45,76,000 



Worth of 8,800 Shares of Rs. 250 each ... 

Rs. 

66,65,000 

Each share is, therefore, worth 66,65,000 

8,800 

= Rs. 

757 6 2 




Problem 297 

It is provided in the Articles of Association that on the death of a share¬ 
holder his shares shall be purchased by the remaining shareholders at a price to be 
settled by the Auditors, on the basis of the last Balance Sheet. 

It is further provided that Goodwill shall be taken for this purpose to be of the 
value of three years’ purchase of the average annual profits for the last four years. 
The last Balance Sheet is as follows: — 
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Liabilities Rs. 

Capital: — 

20,000 shares of Rs. 10 each 
fully paid .. .. 2,00,000 

Reserve .. .. 1,00,000 

Debentures .. .. 2,00,000 

Sundry Creditors .. .. 1,50,000 


Profit & Loss Account, profit 

not distributed .. .. 35,000 


Rs. 6,85,000 


The profits for the last four years 
Rs. 40,000 respectively. 

You are required to state with details 


Assets 

Rs. 

Goodwill 

.. 1 , 00,000 

Investments at Cost (Market 

Value Rs. 1,25,000) 

.. 1,50,000 

Stock at cost 

.. 2,50,000 

Debtors 

.. 1,50,000 

Cash at Bank 

.. 35,000 


Rs. 6,85,000 

re Rs. 15,000, Rs. 20,000, 

Rs. 25,000 and 


working the price to be paid per share. 


Solution 


STATEMENT SHOWING THE PRICE TO BE PAID PER SHARE 

Rs. 


Profits for the last four years 


/ 15,000 

I 20,000 

1 25,000 
l 40,000 


4) 1,00,000 


Average = Rs. 25,000 
Three times the average zr Rs. 75,000. 


Assets 

Rs. 

Rs. 

Goodwill 


75,000 

Investments 


1,25,000 

Stock 


2.50,000 

Debtors 


1,50,000 

Cash at Bank 


35,000 



6,35,000 

Less Debentures 

... 2 , 00,000 

„ Creditors 

... 1,50,000 

3,50,000 



Net intrinsic worth of the business = Rs. 

2,85,000 


As 20.000 shares are worth Rs. 2,85,000, the value of each share is Rs. 14-4-0. 


Problem 298 

The following is the Balance Sheet of 
December 1943: — 

Liabilities Rs. 

Authorised & Issued Capital: — 

10,000 6 % Cumulative Pref. 

Shares of Rs. 100 each, 

fully paid .. .. 10 , 00,000 

10,000 Ordinary Shares of 
Rs. 100 each fully paid ..10,00,000 
6 J% Debenture Stock ..11,50,000 

General Reserve .. .. 10 , 00,000 

Sundry Creditors .. .. 6,20,000 

Note.— The Dividends on 
Cumulative Preference Shares 
are in arrears for the past three 
years. 


Rs. 47,70,000 


the Tumtum Metal Works, Ltd., as on 31st 


Assets Rs. 

Goodwill, Patents & Trade Marks 16,50,000 
Freehold Land and Buildings .. 8,10,000 
Plant and Machinery .. . .13,80,000 

Office Furniture .. .. 10,000 

Stocks .. .. 2,65,000 

Sundry Debtors .. .. 3,50,000 

Redemption of Debentures .. 20,000 

Cash at Bank and in hand .. 1,65,000 


Balance of Profit & Loss Account 1,20,000 


Rs. 47,70,000 
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A Shareholder owning 200 Preference and 250 Ordinary Shares died on 28th 
February 1944, and in the absence of market quotations, you ate asked to value the 
shares for probate purposes. Show your working for arriving at your estimates. 

Solution 


Rs. 

Total Assets (assuming them to be worth their book 
values on a going concern basis) 

Less Redemption of Debentures (assuming this item 
represents a premium paid on redemption of de¬ 
bentures, not the actual debentures redeemed) .. 20,000 

Less Profit and Loss Account .. .. 1,20,000 


Less Debenture Stock 
„ Sundry Creditors 


. .11,50,000 

.. 6 , 20,000 


Rs. 


47,70,000 


1,40,000 

46,30,000 


Net worth of Assets 


17,70,000 
Rs. 28,60,000 


The values of the different classes, of shares can be arrived at in the following 
different ways: — 

(a) If the Preference Shares are preferential as to Capital, with no rights to 
share in any surplus on liquidation, and not participating in any profits besides the 
6% to which they are entitled, they would appear to be worth their face value, viz. 
Rs. 100 each, whilst the Ordinary Shares will be valued on a pure “ net worth ” basis 

. „ 28,60,000 - 10,00,000 
at Rs -- TUM - = 186 each - 

(b) If the Preference Shares share in surplus, then each share. Preference and 

28 GO 000 

Ordinary, is worth Rs.—g’o OOO ~ ^ s ‘ even ^ ien so l° n g as the business is 

a going concern, the Preference Shares (not being participating) will only get their 
fixed dividend, and the ordinary shareholders can vote themselves the whole of the 
undivided profits. In such a case, Preference Shares are worth no more than their 
face value. 

(c) If, however, a true cum. div. valuation is desired, assuming that the last 
dividend declared was in respect of the year 1939, the valuation under (b) above will 
be as follows : — 


Net worth ... ... , 

Deduct 4 years* Dividend on Preference Shares 
Less Income-tax @ 18 pies in the Rupee* 


Each Preference Share will be worth 
Plus Net dividend (4 years) 

Each Ordinary Share will be worth 

Under (a) above, each Preference Share will be worth Par value 
Plus Net dividend (4 years) 

Each Ordinary Share will be valued at 


Rs. 

a. 

P- 

2,40,000 

0 

0 

22,500 

0 

0 

132 

2 

0 

21 

12 

0 

100 

0 

oi 

21 

12 

o; 


Rs. 

a. 

P- 

28,60,000 

0 

0 

' 2,17,500 

0 

0 

26,42,500 

0 

0 

i 153 

14 

0 

132 

2 

0 

121 

12 

0 

164 

4 

0 


* In examination, take the rate ruling in the year in question. 

Many other factors will have to be taken into consideration before the above 
valuations could be accepted, such as values of assets, particularly Goodwill, Patents, 
etc., the trend of profits, the rate of profit earned on the capital employed in the 
business, etc. From what can be seen from the given Balance Sheet, the Company has 
practically no working capital. It must also be seen whether there is any material 
alteration in the business between the date of the Balance Sheet and the date of death 
of the shareholder. 

Note. —The values of each Preference and Ordinary Share, as shown in (c) above 
are found out by dividing Rs. 26,42,500 by 20,000 shares (total). This gives the figure 
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of Rs. 132-2-0 for each share. The value of Rs. 164-4-0 per share for Ordinary Shares 
is the result of dividing Rs. 16,42,500 by 10,000 Ordinary Shares. 


MISCELLANEOUS PROBLEMS ^ 

Problem 299 

The Balance Sheet of the Lions 
1943, was as follows : — 

Rs. 

Ordinary Shares (1,000 shares of 
Rs. 100 each) .. .. 1,00,000 

Sundry Creditors .. .. 17,862 

Reserve Account .. .. 20,000 

Profit & Loss Account (balance) 7,462 


Rs. 1,45,324 


Company, Limited, as on December 31st, 



Rs. 

Freehold Property 

.. 78,362 

Leasehold Property .. 

.. 22,441 

Machinery and Plant 

.. 10,249 

Sundry Assets 

.. 34,272 


Rs. 1,45,324 


A recent valuation of the Company’s property disclosed the following results : — 
Freehold Property Rs. 1,00,784 ; Leasehold Property Rs. 32,948. 

The Directors decided to adopt the revaluation figures and to capitalise the reserve 
allotting one Rs. 100 new share for every two shares held. Give the necessary Journal 
Entries and prepare a Balance Sheet after giving effect to the same. State also your 
views with reference to these proposals. 

Solution 


JOURNAL ENTRIES 


Freehold Property Account ... ... Dr. 

Leasehold Property Account ... ... „ 

To Reserve Account 

(Being the appreciation in the values of Freehold and 
Leasehold Properties transferred to the latter Account). 


Rs. Rs. 
22,422 
10,507 

32,929 


Reserve Account ... ... ... Dr. . 50,000 

To Share Capital Account | 50,000 

(Being the capitalization of Reserve by issue of one Rs. 100 

_Share for eve ry two shares held originally, as per.). __ i 


The Lions Company, Ltd. 

BALANCE SHEET 
As at 31st December 1943 


Capital & Liabilities 

Nominal Capital:— 

Shares of Rs. each 

Rs. 

Property & Assets 

Freehold Property 

Leasehold Property 

Machinery and Plant 

Sundry Assets 

'Rs. 

1,00,784 

1 32,948 

! 10,249 

i 34,272 

Issued & Subscribed Capital 

Shares of Rs. each 

... 

Called up Capital 

1,000 Shares of Rs. 100 each, fully 
paid 

500 Bonus Shares of Rs. 100 each, 
issued as fully paid 

1 ,00,000 

50,000 


1 

Reserve Account 

Sundry Creditors for Goods supplied ... 
Profit & Loss Account—balance 

1,50,000 

2,929 

17,862 

7,462 


i 

j 

Rs. | 

1,78,253 

Rs. 

| 1,78,253 








442 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


As a rule, until the assets are actually disposed of, any appreciation in the value 
of the same is to be ignored. In this case, the step taken by the Directors cannot be 
said to be objectionable, as the appreciation is not availed of for the purpose of 
distributing the same by way of dividend, but is utilized in increasing the Share Capital 
of the Company. This must, however, be done with the sanction of the shareholders. 
It must also be remembered that Capital Profits are not available for dividend, unless : 

(1) The Articles permit such a distribution ; 

(2) The excess is actually realized ; and 

(3) A revaluation of all the other Assets and Liabilities is made, and the excess 
remains thereafter. 

Problem 300 

On 31st October 1943, the Indian Finance Co., Ltd., successfully floated the 
Sound Trading Co., Ltd., the consideration being Rs. 2,000 in cash and Rs. 10,000 in 
Ordinary fully paid shares of Rs. 10 each in Sound Trading Co., Ltd., the Cash and 
Shares were received on 10th November 1943. 

The expenses of promotion were Rs. 4,000. 

On 30th November 1943, the Finance Company disposed of 200 of the shares by 
private treaty at Rs. 9 each. 

Journalise the above transactions in the Finance Company’s Books, and state how 
the same will appear in the Final Accounts of the Company. 

Solution 

The Indian Finance Co., Ltd. 

JOURNAL, ENTRIES 

1943 

Oct. 31 Sound Trading Co., Ltd. ... ... Dr. 

: To Bank 

! (Being the expenses of promotion of the Sound 
Trading Co., Ltd., paid). 

Nov. 10 Ordinary Shares in Sound Trading Co., Ltd. ... Dr. 

Bank Account ... ... ... „ 

To Sound Trading Co., Ltd. 

(Being the consideration received from the Sound 
Trading Co., Ltd., Rs. 2,000 in cash and 1,000 
Shares of Rs. 10 each—taken at cost—for promot¬ 
ing that company). 

„ 30 Bank Account ... ... ... Dr. 

To Ordinary Shares in Sound Trading Co., Ltd. 

(Being the amount realized on 200 Shares at Rs. 9 
each). 

It is advisable, in the first instance, to bring the Shares in the Sound Trading 
Co, Ltd, at their cost only. The total cost of promotion is Rs. 4,000 of which Rs. 2,000 
is recovered in Cash, and the balance of Rs. 2,000 is the actual cost of the shares 
received. The idea of taking the shares at their actual cost is to ignore the profit 
on the same, until all the shares are realized. 

On the sale of 200 shares, it is desirable to ignore the profit of Rs. 1,400 until 
such time as all the shares are realized, as it is not certain whether the balance of the 
shares will be realized at a profit or loss. It is only on the sale of all the shares acquired 
that any profit or loss, represented by the credit or debit balance on “Shares in the 
Sound Trading Co., Ltd.” Account, can be transferred to Profit and Loss Account. It 
would not be quite sound to take profit before that. On the other hand, a loss on 
sale of part of the shares could have been written off at once. The Shares Account 
will therefore appear in the Balance Sheet at Rs. 200. 

Problem 301 

A parent Company owns three properties, which appear in the Company’s 
books at the cost values, viz.:— 


L.F. Rs. Rs. 
4,000 

4,000 


2,000 

2,000 

4,000 


1,800 ! 

I 1,800 
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Rs. 

Property No. 1 

,. 

•. .. 

.. 50,000 

„ „ 2 

., 

.. .. 

.. 40,000 

» » 2 

.. 

.. 

.. 70,000 


The directors form three subsidiary Companies to acquire the properties, the 
purchase prices of which were payable in fully paid Rs. 100 shares of the new Companies, 
as under: — 

Rs. 

No. X . 1,00,000 

„ 2 75,000 

„ 3 1,20,000 

At what values should the shares in the subsidiary Companies be shown in the 
books and Balance Sheet of the parent Company ? 

Solution 

Until the shares in the subsidiary Companies are actually realized, they should 
not be considered to be worth more than the cost price of the property which those 
shares represent. In the books and Balance Sheet of the parent Company, therefore, 
the shares should be valued, as under : — ^ s 

(No. 1) 1,000 Shares of Rs. 100 each valued at cost, viz. .. 50,000 

(No. 2) 750 „ „ „ .. 40,000 

(No. 3) 1,200 „ „ „ .. 70,000 

The items could be shown in the Balance Sheet thus : — 

Shares in subsidiary Companies (at cost) Rs. 1,60,000. 

Problem 302 

Give suitable rulings for the Share Ledger of a Limited Company, and enter 
therein the following particulars:—John Smith, Cork Merchant, 440 Austin Friars, E.C., 
applied on 2nd January 1943 for 150 Ordinary Shares of £1 each, and forwarded the 
necessary 2/6 per share with his application. On 12th January 1943 John Smith for¬ 
warded a further 2/6 per share on being informed by the Company that 150 Ordinary 
Shares (numbered 1 to 150) had been allotted to him. On 10th March 1943, a call of 
5 s. per share was notified by the Company and was duly paid by John Smith on his 
holding on 15th March 1943. On 3rd April 1943, John Smith sold 100 of his shares 
(numbered 1 to 100) to Wm. Brown, hatter, 488 Bond Street W., at 12/6 per share, the 
transfer being accepted by the Company. (London Chamber of Commerce.) 

Solution 

SHARE LEDGER 

Name : John Smith. When entered on the Ledger : 12th Jan. 1943. 

Address : 440, Austin Friars, E.C. When ceased to be a member . 

Occupation: Cork Merchant. 

Dr. 


FOR SHARES HELD 


Date 

Particulars | 
of Debit 

1 

No. of 
Shares 

Distin 

Num 

From 

ctive 

bers 

To 

Amount 

payable 

per 

share 

Jour¬ 

nal 

Folio 

i 

i 

Total 

Due 

Date 
paid i 

j 

C. B. 
Folio 

Total 

amount 

paid 

i 

1 

CO 

& 

u 

s 

V 

1943 
Jan. 12 

Application 

( 

150 

1 

150 

2/6 

1 

1 

| 

£ s. 

18 15 

1943 j 
Jan. 2 

! 

- 

i 2 

£ 5. 

18 15 


» 12 

Allotment* 

... 

... 

tM 

2/6 

3 

18 15 

.. 12 

I 5 

18 15 


Mar. 10 

1st Call 

... 

... 

• •• 

5 /- 

10 

37 10 

Mar. 15 

25 

i 

37 10 



[ Contd . on next page. 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Share Ledger— Contd .] 

FOR SHARES TRANSFERRED Cr. 


Date 

To whom 
translerred 

■ Distinctive 

i vr r ! Numbers 

No. of 1 

Shares 

From To 

I i 

Folio of 
transfe¬ 
ree's 
Account 

Total 

due 

trans¬ 

ferred 

Total 

paid 

trans¬ 

ferred 

Remarks 

1943 


| J 



”l 

£ s. | 

i | 


April 3 

William Brown 

i 

| 100 1 100 

105 


50 0 

; 


Note.—W illiam Brown’s Account will be similarly opened in the Share Ledger on 
folio 105. 

Problem 303 

The Asian Trading Co., Ltd., in 1030, sold one of its Branches to the National 
Co, Ltd. The value of this branch, according to the books of the Company was 
Rs. 2,00,000. The purchase price was fixed at Rs. 3,00,000 to be discharged by the issue 
to the Asian Trading Co., Lid., of 30,000 Ordinary Shares of Rs. 10 each, fully paid, 
in the National Co., Ltd. 

The Asian Trading Co., Ltd. had borrowed from C. Das Rs. 2,00,000 at 6%, and 
the National Co., Ltd., being very prosperous, C. Das in 1943 agreed to accept 10,000 
National Co. Shares at Rs. 20 per share in discharge of the loan. These shares were 
accordingly transferred to C. Das on 30th June 1943. 

Draft the Journal entries necessary to record the above transactions in the books 
of the Asian Trading Co., Ltd. How would you deal with the apparent profit on the 
sale to the National Co., Ltd., and on the transfer of the National Co. Shares to C. Das ? 

Solution 

JOURNAL ENTRIES 


1936 

National Company, Limited 

To Branch Account 
(Being the sale of the above Branch.) 

Dr. 

L.F. 

Rs. 

3,00,000 

Rs. 

3,00,000 


Shares in National Co., Ltd. 

To National Co., Ltd. 

(Being receipt of purchase price in 30,000 Ordinary 
Shares of Rs. 10 each.) 

Dr. 


3,00,000 

3,00,000 

1943 

C. Das Loan Account 

To Shares in National Co., Ltd. 

„ Profit on Sale of Investments 
(Being the amount of C. Das’s Loan paid off by trans¬ 
ferring 10,000 National Co.'s Shares of Rs. 10 each, at 
Rs. 20 per share.) 

Dr. 

1 

j 

2 ,00,000 

1 ,00,000 

1 ,00,000 


The sale proceeds realized on the transfer of the Branch should be credited in 
the first instance to the Branch Account. As to the profit realized on such a sale, it 
should be ascertained as to how much of such profit has arisen out of the Floating 
Assets and how much out of the Fixed Assets. The profit on the sale of Floating 
Assets can then be transferred to Profit and Loss Account and that on the Fixed Assets 
can only be distributed, provided the Company’s Articles do not prohibit such a distri¬ 
bution, and provided also that the other Fixed Assets are revalued and a surplus is 
shown on such a revaluation. 

There is nothing to prevent the Company from distributing the profit made on 
the sale or transfer of its Investments, unless its Articles prohibit such a course. 
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Problem 304 

How would you recommend the following items should be dealt with in the 
Accounts of a Limited Company: — 

(1) Preliminary Expenses £1,200. 

(2) Premium of £3,000 paid for 21 years’ lease of premises. 

(3) £1,500 expended in structural alterations to the above premises. 

(4) £5,000 received as premium on shares issued. 

(5) 500 £1 shares forfeited on which 10s. per share had been paid ? 

(Incorporated Accountants.) 


Solution 

(1) Preliminary Expenses should be written off out of Revenue over a term of 
three to five years, the balance not written off appearing as an asset in the Balance 
Sheet. 

(2) The amount spent on the acquisition of lease must be capitalized. As it is 
a 21 years’ lease, it would be advisable to write it off by the Depreciation Fund or 
the Annuity Method over the period of lease. 

• (3) Amount expended on structural alterations to premises should be capitalized 

but the cost thereof should be spread over the term of the lease and a proportionate 
amount written off. 

(4) Premium on Shares is in the nature of a Capital Profit and should, therefore, 
be utilized in reducing or wiping off fictitious assets, or should be carried to Special 
Reserve Account. Such Premium can be distributed as dividend if the Articles do 
not forbid such a course, although financially it would not be sound to do so. 

(5) The £250 received on the shares forfeited should be allowed to remain on 
the credit of the Forfeited Shares Account until such shares are re-issued. On re-issue 
of the shares, any amount received in excess of the face value of the shares will be 
treated in just the same manner as Premium on Shares. 

Problem 305 

A Limited Company receives : — 

(a) £10,000 as compensation for the acquisition of some of its property by a Local 
Authority. 

(b) £7,500 as premium on an issue of Debentures. 

(c) £8,000 on the sale of one of its Foreign branches. 

What considerations would weigh with you in dealing with the sums as profits 
available for distribution or otherwise ? (Incorporated Accountants.) 

Solution 

(a) If the book value of the property acquired bv the Local Authority is less 

than £10,000, the surplus is in the nature of a Capital Profit. This surplus can 

only be distributed if there remains a real surplus on a revaluation of all the other 
Assets and if the Company’s Articles permit such a distribution. 

(b) The Premium on Issue of Debentures should be credited to Debenture Pre¬ 

mium Account. The Credit Balance of this Account might be utilized in writing off the 
cost of issue of Debentures or writing down fictitious assets. Such Premium can also 
be distributed as dividend provided the Company’s Articles do not prohibit such 

a course. 

(c) The sale proceeds should be credited to the Branch Account. If there is a 

profit, it should be ascertained as to how much of the profit has arisen out of the sale 
of Floating Assets and bow much out of the Fixed Assets. The profit on the sale 

of Floating Assets should be carried to Profit and Loss Account whereas the profit 

on Fixed Assets should be dealt with as stated in (a) above. 

Problem 306 

How should the following items be treated in the accounts of a Limited Com¬ 
pany:— (1) An issue of 1,000 debentures of £100 each, issued 1st January 1943, at 
90, repayable in 1953. (2) An expenditure of £5,000 on advertising a new pn'ent 
medicine. The sales of the first year amounted to £1,500 but were on the up grade. 

(3) A debt owing by a director of the company ? 


(London Chamber of Commerce.) 



446 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution 

(1) The following entry would be made on issue of the Debentures: — 



L.F. Rs. 

Rs. 

Bank Account .. * 

Dr. 90,000 


Discount on Issue of Debentures 

„ 10,000 


To Debentures Account 


1,00,000 


One-tenth of the Discount on Issue of Debentures Account will be charged 
to Profit and Loss Account each year, the balance not written off being treated 
as an asset. 


(2) This being an expenditure of unusual nature the benefit of which would be 
derived for some years to come, it would be quite fair to treat it as a Deferred Revenue 
Expenditure and to spread the same over a term of three, five or seven years, as it 
may he deemed expedient. 

(3) A debt owing by a Director of the Company should be separately shown on 
the face of the Balance Sheet. 

Problem 307 

You are preparing the Balance Sheet of a Limited Company of which you 
are the chief accountant, and find that there are bills under discount amounting *to 
£10,750. On going through the books you discover facts which point to the probability 
that £1,000 worth of these bills will be dishonoured on maturity, but that there is a 
reasonable chance of eventually receiving 10/- in the £ on the £1,000. How would 

you deal with these bills under discount, and how should they appear in the Co/s 

published accounts ? (London Chamber of Commerce.) 

Solution 

Since there is a probability that £1.000 worth of Bills will be dishonoured, it is 
necessary to provide for this contingency in order that the year under review may not 
benefit at the expense of the next year when this likely loss might arise. As there is 
likelihood of half the amount being recoverable, the other half, viz. £500 can be 
provided for by debiting Profit and Loss Account and crediting Reserve for Doubtful 
Bills Account. A note will also be made at the foot of the Balance Sheet to the 
effect that there is a Contingent Liability on Bills under Discount for £10 ,750. 

Problem 308 

The following assets are the property of the Reliance Boot Manufacturing Co., 

Ltd. How should they be valued for Balance Sheet purposes ? (a) Twenty deben¬ 

tures of £100 each in the Southern Railway of America, representing the investment 
of the reserve fund. The debentures were purchased at par, but the market price 
has since fluctuated between 94 and 108, the former quotation being the mean marjeet 
price as on 31st December 1943, the date upon which the Balance Sheet of the Reliance 
Boot Manufacturing Co., Ltd., is prepared, (h) Patents £2,000. This amount represents 
the original cost of the patent rights in a welting machine. The grant of Letters Patent 
is dated 1st January 1939. (c) Goodwill £5,000. The asset was purchased in 1938 

at the price named, upon the formation of the limited company. The trading profits have 
steadily declined from £4 ; 200 in 1939 to £2,124 in 1943. 

(London Chamber of Commerce.) 


Solution 

(a) Any temporary fluctuation in the price of Investments is generally ignored 
and the investments are valued for Balance Sheet purposes at cost. If, however, the 
decline in price is more or less permanent, the Investments should be valued at market 
price, at the date of Balance Sheet and the difference between the cost and market 
price would be provided for by debiting Profit and Loss Account and crediting Invest¬ 
ment Fluctuation Fund Account with £120, the latter Account being shown on the Liabi¬ 
lities Side of the Balance Sheet. / 

y<h) As the Patent Rights last for fourteen years, one-fourteenth of the capitalized 
cost of acquiring the rights should be^wrltten off each year. Since five years have 
already elapsed in this case, five-fourteenths of the cost should be written off. 

(c) The increase or decline in the value of Goodwill always goes with the profit¬ 
earning capacity of the business. Here, as the profits have steadily declined, it is no 
use showing this fictitious asset at its original cost and a substantial amount should, 
therefore, be written off this Account. 
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Problem 309 

A. & Co,, Ltd., bought their Freehold Premises in the year 1895 for £50,000. 
In the year 1943 they employ Valuers who certify the present value to be £100,000. 
The asset stands in the Balance Sheet at £50,000. The Directors seek your advice as to 
dealing with the increment of £50,000 in the accounts. What would you propose ? 

(Incorporated Accountants.) 

Solution 

The excess of £50,000 as ascertained on a revaluation of the property has not 
been realized and, therefore, it is not available for distribution. There can be no 
objection, however, in debiting the asset in question with the £50,000 and crediting 
the amount to Capital Reserve Account. 

In the first Balance Sheet incorporating the revaluation figure, a note should be 
made of this fact. 

Problem 310 

A Limited Company has removed its business to new works, which have 
cost, including Freehold Land, £30,000. A portion of the Machinery and Plant, at an 
estimated value of £14,000, has been removed to the new works at a cost of £1,800. 
The remainder has been sold, showing a loss on the total book value of the Machinery 
and Plant of £3,200. The profits for the year, including balance brought forward from 
the previous year, after making provision for depreciation at 71% on the Machinery and 
Plant, are £4,500, without taking into account the above-named loss, and are about 
the normal amount of profits in previous years. 

State your views as to the proper mode of dealing with the cost of removal and 
the loss on the sale and whether, apart from financial considerations, the Directors 
would be justified in declaring a dividend. (Chartered Accountants.) 

Solution 

The cost of the removal as also the loss on the sale of Plant and Machinery are 
expenses of an unusual nature and can therefore be treated as Deferred Revenue 
Expenditure. Such an expenditure can well be spread over a term of years, say 
from three .to five, and a proportionate amount only written off each year. The balance 
not written off must be shown on the Assets Side of the Balance Sheet under its 
distinct heading. 

After charging one-third or one-fifth of the loss above referred to, the Directors 
would be fully justified in declaring a dividend out of the remaining credit balance of 
Profit and Loss Account. 


Problem 311 

A large Engineering Company which has for many years regularly depreciated 
its Fixed Plant and Machinery and its Loose Plant and Tools, decided to have them 
valued by an independent valuer as on 31st December 1943, on which date they 
stood in the books of the company at the following values : — 

£ s. d. 

Fixed Plant and Machinery .. .. 16,252 8 9 

Loose Plant and Tools .. .. 5,368 10 3 

The valuations were made, and resulted as follows : — 

Fixed Plant and Machinery .. .. 17,329 16 4 

Loose Plant and Tools .. .. 6,035 11 6 

The Directors decide to increase the book values to the values shown by the new 
valuation. 

How do you consider this should be effected ? Give your reasons, and draft the 
necessary Journal Entries. (Chartered Accountants.) 


Solution JOURNAL ENTRY 



L.F. 

£ s. d. | 

Plant and Machinery ... ... Dr. 

Loose Plant and Tools Account ... ... „ 

To Capital Reserve Account 
(Being the increase in the value of the assets 
as ascertained by valuation.) 


1,077 7 7 I 
667 1 3 ; 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Capital Profit is not available for distribution and should not, therefore, be credited 
to Profit and Loss Account but should be transferred to Capital Reserve Account. In 
order to enable the Capital Profit to be distributed, the following conditions must exist: — 

( 1 ) The Company’s Articles must permit such a distribution; 

( 2 ) The Profit must be actually realized ; and 

(3) The whole of the assets must be properly revealed and a surplus must remain 

after such a revaluation. 


AMALGAMATION, ABSORPTION AND RECONSTRUCTION 

ACCOUNTS 


Problem 312 

The Moon Co., Ltd., and the Rising Star Co., Ltd. have agreed to amalgamate. A 
new company Sunshine Co., Ltd., has been formed to take over the combined concerns as 
on 31st December 1943. After negotiation, the assets of the two companies have been 
agreed as shown in the following Balance Sheets: — 

THE MOON CO., LTD. 


Liabilities Rs. Assets Rs. 


Issued Capital : — 


Land and Buildings .. 

.. 5,00,000 

1,00,000 Ordinary Shares 

of 

Machinery and Plant 

.. 2,00,000 

Rs. 10 each fully paid 

. .10,00,000 

Patents 

.. 1,10,000 

Sundry Creditors 

.. 80,000 

Stock 

.. 1,50,000 

Profit and Loss Account— 


Sundry Debtors 

.. 1,20,000 

(Undistributed Balance) 

.. 50,000 

Cash at Bank 

.. 50,000 


Rs. 11,30,000' 


Rs. 11,30,000 


THE RISING STAR CO, LTD. 


Liabilities 

Rs. 

Assets 

Rs. 

Issued Capital: — 


Land and Buildings .. 

.. 3,00,000 

50,000 Ordinary Shares of Rs. 10 

Machinery and Plant 

.. 2,50,000 

each 

.. 5,00,000 

Goodwill 

.. 50,000 

Sundry Creditors 

.. 50,000 

Stock 

.. 20,000 

Reserve Fund 

.. 50,000 

Sundry Debtors 

.. 20,000 

Profit & Loss Account (Undistri- 

Cash at Bank 

.. 10,000 

buted Balance) 

.. 50,000 




Rs. 6,50,000 


Rs. 6,50,000 

Show how the amount payable to eai 

ch Company is arrived at 

and prepare the 


amalgamated Balance Sheet of the new Company. 

Solution 

STATEMENT SHOWING THE AMOUNT PAYABLE TO EACH OF THE 


AMALGAMATED COMPANIES Rs. 

Moon Co.; Ltd.: Total Assets .. .. 11,30,000 

* Less Liabilities .. .. 80,000 

Net Assets * .. .. 10,50,000 

Rising Star Co., Ltd.: Total Assets .. .. 6,50,000 

Less Liabilities .. .. 50,000* 

Net Assets Rs. 6,00,0 00 


Thus the Shareholders of the Moon Co., Ltd., will be issued 1,05,000 Shares of 
Rs. 10 each, fully paid, i.e. for every 20 shares in the old Company, they will get 21 
shares in the new Company, 
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Similarly, the Rising Star Co., Ltd., will be issued 60,000 Shares of Rs. 10 each, 
fully paid, in the new Company, the shareholders getting 6 shares in the new Company 
for every 5 shares they held in the old Company. 


BALANCE SHEET OF THE SUN-SHINE CO., LTD. 


Capital & Liabilities 

Rs. 

Property & Assets 

Rs. 

Nominal Capital 


Goodwill 

50,000 


... 

Land & Buildings at cost 

8 ,00,000 



Machinery & Plant 

4,50,000 

Issued Capital:— 


Patents 

1 ,10,000 

1,65,000 Shares of Rs. 10 each 

16,50,000 

Stock 

1,70,000 



Sundry Debtors 

1,40,000 

Subscribed Capital 


Cash at Bank 

60,000 

1,65,000 Shares of Rs. 10 each 

16,50,000 

i 

i 

i 


Called & Paid up Capital:— 


1 


1,65,000 Shares of Rs. 10 each, 

| 



issued as fully paid 

I 16,50,000 



Sundry Creditors .J 

1,30,000 



1 

Rs. 

17,80,000 

Rs. 

% 

17,80,000 


Problem 313 v- 


The Rig_JimL^a^Ltd., agrees to absorb the business of the Iron Ore Co., Ltd. 
as on 30th June 1943, and^~TofaKe over the assets and liabilities at their Balance Sheet 
values, in exchange for which it is to issue 12 shares of Rs. 10 each for every share of 
Rs. 100 each in the Iron Ore Co., Ltd. The expenses of^jibsorption (Rs. 10,000) will be 
paid by the Pig Iron Co.^Ltd. The Balance Sheets of the two Compahies"were as follows: 

'U'U 

THE IRON ORE CO., LTD. 


Liabilities 

Capital: — 

5,000 Ordinary Shares of Rs. 100 
each fully paid 
Sundry Creditors 
Bills Payable 
Contingency Fund 


Rs. 


5,00,000 

58,000 

42,000 

10,000 




Assets 

Land and Buildings 
Machinery and Plant 
Sundry Debtors 
Less Reserve for 
Doubtful Debts 

Stock 

Cash at Bank 


Rs. Rs. 

.. 3,00,000 

.. 2 , 00,000 

55,000 

5,000 

- 50,000 

.. 25,000 

.. 35,000 


Rs. 6,10,000 I 

i 


Rs. 6,10,000 


THE PIG IRON CO., LTD. 


Liabilities Rs. 

Nominal Capital: — 

2,00,000 Ordinary Shares Rs. 
of Rs. 10 each 20,00,000 


Issued: — 

1,00,000 Ordinary Shares of 
Rs. 10 each fully paid .. 10,00,000 

Reserve .. .. 60,000 

Sundry 'Creditors .. .. 1,20,000 


Assets 

Land and Buildings .. 
Machinery and Plant 
Goodwill * 

Stock 

Sundry Debtors 
Cash at Bank * 


Rs. 11,80,000 


Show the Journal Entries in the books of the Company that is being 
the opening Balance Sheet of the Pig Iron Company, Ltd. 


29 


Rs. 

.. 5,00,000 
.. 3,00,000 
.. 1 , 00,000 
.. 60,000 
.. 1 , 20,000 
.. 1 , 00,000 


Rs. 11,80,000^ 


Co 


and 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution JOURNAL ENTRIES IN THE BOOKS OF THE IRON ORE CO., LTD. 


Realization Account ... ... ... Dr. 

To Land & Buildings 
„ Machinery & Plant 
„ Sundry Debtors 
„ Stock 
Bank 

(Being the transfer of the various assets agreed to 
be taken over by the Purchasing Company to 
Realization Account.) 


L.F. 


Sundry Creditors * ... ... ... Dr. 

Bills Payable ... ... ... „ j 

Reserve for Doubtful Debts Account ... ... „ ! 

To Realization Account 

(Being the transfer of various liabilities agreed to be 
taken over by the Purchasing Company to Realization 
Account.) 

The Pig Iron Co., Ltd. ... ... ... Dr. i 

To Realization Account 

(Being the amount of purchase consideration payable 
by the Pig Iron Co., Ltd., as per Agreement dated...) 


Rs. 

6,15,000 


! 58,000 

|; 42,000 
i; 5,000 




r 6 , 00,000 

ii 


Rs. 

3,00,000 

2,00,000 

55,000 

25,000 

35,000 


1,05,000 


6,00,000 


Shares in Pig Iron Co., Ltd. ... ... ... Dr. 

I To Pig Iron Co., Ltd. 

! (Being the amount of 60,000 Shares of Rs. 10 each in 
j the Pig Iron Co., Ltd., received in full satisfaction of 
the purchase consideration.) 


Realization Account ... ... „ ... Dr. j 

Contingency Fund Account ... ... ... „ j 

Share Capital Account ... ... ... „ 

To Shareholders’ Account j 

(Being the transfer of Profit on Realization, Contingency 
Fund and Share Capital to the latter Account.) 

Shareholders' Account ... ... ... Dr. 

To Shares in Pig Iron Co., Ltd. 

(Being the distribution of 60,000 Shares of Rs. 10 each 
in the Pig Iron Co., Ltd., among the Shareholders at 
the rate of 12 shares of Rs 10 each in Pig Iron Co., 

Ltd., for every share of Rs. 100 held by them.) 


1 6,00,000 


!; 90,000 
; 10,000 
i! 5,00,000 i 


6,00,000 


It 


6,00,000 


6,00,000 


6,00,000 


The Pig Iron Co., Ltd. 
BALANCE SHEET 
As at 1st July 1943 


Capital & Liabilities Rs. 

Rs. 

Property & Assets 

Urs. 

Nominal Capital:— 


Goodwill at cost 

ii, 00,000 

2,00,000 Ordinary Shares 


Land & Buildings at cost 

8,00,000 

of Rs. 10 each 20,00,000 


Machinery & Plant at cost 

5,00,000 

““™**" 


Stock-in-trade 

85,000 

Issued & Subscribed Capital:— 


Debtors 

1,75,000 

1,60,000 Ordinary Shares of 

Rs. 10 each 16,00,000 

Called & Paid-up Capital:— 

1,60,000 Ordinary Shares of Rs. 10 
each, fully paid 

Reserve 

Reserve for Doubtful Debts 

Liabilities:— 

For Goods Supplied 1,78,000 

„ Acceptances 42,000 

16,00,000 

60,000 

5,000 

2,20,000 

Cash at Bank 

1 

1,25,000 

-1 

18,85,000 

Rs. 

18,85,000 
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Problem 314 ^ 

The X. Y. Z. Co., Ltd., having proved unsuccessful, resolves by special resolu¬ 
tion to wind up for the purpose of reconstruction and sale to a new company P. Q. R. Co., 
Ltd. The Balance Sheet of the old company at the date of the confirmatory resolution 
was as follows : — 


Liabilities Rs. 

Capital: — Rs. 

1,00,000 Ordinary Shares of 

Rs. 10 each fully paid 10,00,000 

Sundry Creditors .. 30,000 

Bills Payable .. 20,000 

- 50,000 

Rs. 10,50,000 


Assets Rs. 

| Land and Buildings . . .. 4,50,000 

Machinery and Plant . . 2,40,000 

Sundry Debtors .. .. 1,00,000 

Stock . . .. 50,000 

Cash at Bank .. .. 10,000 

Profit & Loss Account (accumu¬ 
lated loss) .. .. 2,00,000 


Rs. 10,50,000 


The scheme of reconstruction, assented to by all parties, was as follows : — 

(1) The new Company was to take ove r all the Assets of the old Com pany, but 
not th e Liabilitie s. 

(2) The capital of the new Company was to be Rs. 15,00,000 in 1,50,000 Shares 
of Rs. 10 each. 

(3) The new Company was to purchase the Goodwill, business and assets of the 
old Company for the sum of Rs. 8,00,000 payable as to Rs. 7,00,000 by the 
issue of 1,40,000 Ordinary Shares of Rs. 10 each with Rs. 5 per share credited 
as paid up and as to Rs. 1,00,000 in cash. 

(4) The members of the new Company were to pay the balance of Rs. 5 per 
share due upon the shares issued to them, as to Rs. 2-8 on Application and 
the balance on Allotment. The expenses of reconstruction amounted jto < 
gs, 5,000. There were no dissentient Shareholders and all the calls were 
duly paid. No further Shares were issued beyond these forming part of 
the purchase consideration for the transfer of the business. 

Pass Journal Entries to close the books of the X. Y. Z. Co., Ltd., and show the 
opening Balance Sheet of the P. Q. R. Co., Ltd. 

Solution 


JOURNAL ENTRIES IN THE BOOKS OF X. Y. Z. CO., LTD. 


1 

171 

Rs. 

Rs. 

Realization Account ... ... ... Dr. 


8,50,000 


To Land and Buildings 


I 

1 

4.50,000 

„ Machinery and Plant 


1 

2,40,000 

„ Sundry Debtors 


i 

1,00,000 

„ Stock 



50,000 

„ Bank 



10,000 

(Being the transfer of assets taken over by the new 




Company P. Q, R. Co., Ltd., as per Reconstruction 




Scheme dated.) 




P. Q. R. Co., Ltd. ... ... ... ... Dr. 


8,00,000 ! 

j 

To Realization Account 



8,00,000 

(Being the amount payable by the P. Q. R. Co., Ltd , 




as purchase consideration^ per Agreement dated...) 

i 



Shares in P. Q. R. Co., Ltd. ... ... ... Dr. 


7,00,000 

J 

Bank ... ... ... ... ... „ 


1,00,000 j 


To P. Q. R. Co., Ltd. 



8,00,000 

(Being the value of 1,40,000 Shares of Rs. 10 each, as 



i 

Rs. 5 per share paid up of P. Q. R. Co., Ltd. and 


, 

! 

j 

Rs. 1,00,000 received in. cash in full satisfaction of 



1 

the purchase consideration). 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


JOURNAL ENTRIES— Contd. 


Realization Account 

To Bank 

(Being the cost of winding-up paid). 

Dr. 

L.F. 

-Rs. 

5,000 

Rs. 

5,000 

Shareholders* Account 

To Realization Account 

(Being the transfer of loss on Realization to Share¬ 
holders* Account). 

Dr. 


55,000 

55,000 

Share Capital Account 

To Shareholders* Account 

(Being the transfer of Share Capital to Shareholders* 
Account). 

Dr. 


10,00,000 

10,00,000 

Shareholders* Account 

To Profit and Loss Account 
(Being the transfer of debit balance of Profit and Loss 
Account to Shareholders* Account). 

Dr. 

i 

2,00,000 

i 

i 

2,00,000 

1 

1 

1 

Sundry Creditors 

Bills Payable Account 

To Bank 

(Being the payment made to Sundry Creditors and for 
Bills Payable). 

Dr. 

»» 

' 

30,000 

20,000 

I 

i 

! 

50,000 

j 

Shareholders* Account 

To Bank 

,, Shares in P. Q. R. Co., Ltd. 

(Being the distribution of shares in P. Q. R. Co., Ltd., 
and Cash Balance among the shareholders towards 
repayment of Capital). 

Dr 

i 

i » 

7,45,000 ! 

| 1 

1 ; 

! 1 

i i 

45,000 

7,00,000 


The P. Q. R. Co., Ltd. 
BALANCE SHEET 
As at . 


Capital & Liabilities Rs. j Rs. 
Nominal Capital:— I 

1,50,000 Shares of !! 

Rs. 10 each ... 15,00,000 ji 


Issued and Subscribed 
Capital 

1,40,000 Shares of 
Rs. 10 each ... 14,00,000 


Called & Paid up Capital 
1,40,000 Shares of Rs. 10 
each, fully paid ... 
Capital Reserve ^ ... 


Rs. 


14,00,000 

50,000 


14,50,000 


Problem 315 ^ 


Property & As$e/s 
Land and Buildings at cost 
Machinery and Plant ... 
Sundry Debtors 
Stock-in-trade at cost ... 
Cash at Bank 

i 


'° ° O l to C 

t- 


* 

-To 0 

t, C 

' _ looooe 

C*-VL | ff-ct t>C O 




, R ii 


Rs. 

4,50,000 
2,40,000 
1,00,000 
50,000 , 

6,10,000 v' 


14,50,000 


To. C^L 


The Air Machines, Ltd., is absorbed by the Aeroplane Stores, Ltd., the con¬ 
sideration being theft ftssumption of the liabilities, the discharge of the Debenture debt 
at a premhltn of 5 per cent by the issue of 5 per cent debentures in the Aeroplane Stores, 
Ltd., and a payment in cash of Rs. 30 per share, and the exchange of three Rs. 10 shares 
in the Aeroplane Stores, Ltd., at an agreed value of Rs. 15 per share, for every share in 
the Air Machines, Ltd. 
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BALANCE SHEET OF THE AIR MACHINES LTD 
As at 31st August 1943. 

abilities Rs. . Asset 


Liabilities Rs. 

Share Capital: — 

60,090 Rs. 50 Shares fully 
paid .. ..30,00,000 

5% Debentures y .. ..15,00,000 

Sundry Creditors v .. 2,00,000 

Workmen’s Profit-sharing Fund / 1,00,000 
Accident Compensation Fund .. 50,000 

General Reserve Account .. 3,20,000 

Profit and Loss Account. .. 30,000 


Rs. 52,00,000 


Assets 

Goodwill 

Land and Buildings 
Plant and Machinery 
Patents 

Patterns and Drawings 
Work-in-Progress and Stock 
Sundry Debtors 
Investments on Compensation 
Fund Account 
Cash at Bank 


Rs. 

.. 2,50,000 
.. 7,65,000 
. .22,00,000 
.. 50,000 

.. 25,000 

z ..10,60,000 
.. 4,50,000 

l 

.. 50,000 
.. 3,50,000 

Rs. 52,00,000 


Pass Journal Entries to close the books of the Air Machines, Ltd., and also to open 
the books of the Aeroplane Stores, Ltd. 

Solution . 

- ^ Ma \ ^ ^ ^ a o 9 

Books of Air Machines, Ltd.'^v. 

JOURNAL ENTRIES. K ) . , 




L.F. 

Rs. Rs. 

Realization Account 

Dr. 


52,00,000 i 

To Goodwill 


! 

! 2,50.000 

„ Land and Buildings 


1 

i! 7,65,000 

„ Plant and Machinery 



i 22,00,000 

„ Patents 


i 

! 50,000 

„ Patterns and Drawings 


i 

j 25,000 

„ Work-in-progress and Stock 


i 

,! 10,60.000 

Sundry Debtors 



1 4,50,000 

„ Investments on Compensation Fund Account 


i 

!i 50,000 

,, Bank 



j 3,50,000 

(Being transfer of the various assets taken over by 


1 

II 

the Purchasing Co.) 


! 

ij 

Sundry Creditors ... 

Dr. 

I 

2 , 00,000 ;! 

Workmen's Profit-sharing Fund 


, 

1,00,000 1 

To Realization Account 



3,00,000 

(Being transfer of sundry liabilities taken over by 


! 

i 

the Purchasing Co.) 




The Aeroplane Stores, Ltd. 

Dr. j 


60,75,000 I 

To Realization Account 



! 60,75,000 

(Being the amount of purchase consideration payable 




by the Aeroplane Stores, Ltd., as per Agreement 

! 



dated.) 



1 

1 

Realization Account ... ... 

Dr. 


75,000 i 

To Debentures Account L 



j 75,000 

(Being the.extra amount agreed to be payable to the 




Debenture-holders by the Purchasing Co.) 



| 

Bank 

Dr. 


18,00,000 

Shares in Aeroplane Stores, Ltd. 

»f 


27,00,000 

5% Debentures in Aeroplane Stores, Ltd. 

ft 


15,75,000 ; 

To Aeroplane Stores, Ltd. 



i 60,75,000 

(Being cash, shares and debentures received from the 


» 


Aeroplane Stores, Ltd., in full satisfaction of 




purchase consideration due.) 


I 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


JOURNAL ENTRIES— Contd. 


Realization Account ... ... ... Dr. 

Accident Compensation Fund ... ... ... ,, 

General Reserve Account ... ... ... „ 

Profit and Loss Account ... ... ... „ 

Share Capital Account ... ... ... „ 

To Shareholders' Account 

(Being the transfer of profit on sale and other 
accounts to Shareholders' Account.) 


L. F. 


Rs. 

11 , 00.000 
50,000 
3,20,000 
30,000 
30,00,000 


Rs. 


45,00,000 ' 




5% Debentures Account ... ... ... Dr. 

To 5% Debentures in Aeroplane Stores, Ltd. 

(Being the distribution of debentures in the Aeroplane 
Stores, Ltd., to the Debenture-holders in satis¬ 
faction of their claim at a premium of 5 per cent.) 


Shareholders' Account ... ... ... Dr. 

To Bank 1 

„ Shares in Aeroplane Stores, Ltd. 

(Being Rs. 18,00,000 in cash and 1,80,000 Shares of 
Rs. 10 each valued at Rs. 15 per share distributed j 

amongst the shareholders at Rs. 30 in cash and 3 
shares in Aeroplane Stores, Ltd., for every share 
held by them.) 


15,75,000 


15,75,000 


45,00,000 


18,00,000 

27,00,000 



JOURNAL ENTRIES IN THE BOOKS OF THE AEROPLANE STORES, LTD. 


iL.F. Rs. Rs. 

Business Purchase Account ... ... ... Dr. 1 60,75,000 

To Vendors (Air Machines, Ltd.) j 60,75,000 

(Being the amount payable to the vendors for purchase 

of business as per Agreement dated . ) i, j 


Land & Buildings ... ... ... Dr. 

Plant & Machinery ... ... ... „ 

Patents ... ... ... „ 

Patterns & Drawings ... ... ... „ 

Work-in-progress & Stock ... ... ... „ 

Sundry Debtors ... ... ... „ 

Investments ... ... ... „ 

Bank ... ... ... ,, 

Goodwill ... ... ... „ 

To Sundry Creditors 
„ Workmen's Profit-sharing Fund 
„ Business Purchase 

(Being the various assets and liabilities taken over and 
amount of Goodwill paid to vendors, included in the 
Business Purchase.) 


7,65,000 
22,00,000 | 
50,000 .! 

25.000 ; ; 

10,60.000 ij 
4,50,000 !! 

50,000 ,j 
3,50,000 !t 
14,25,000 I 


2,00,000 

1,00,000 

60,75,000 


Vendors (Air Machines, Ltd.) 

To Bank 

„ 5 per cent Debentures Account 
„ Share Capital Account 
„ Premium on Shares Account ^ ^ j 

(Being cash paid and issue of 5 per cent Debentures and 
1,80,000 Shares of Rs. 10 each at Rs. 15 per share to 
the vendors in satisfaction of purchase consideration.) 



60,75,000 


V 




18,00,000 

15,75,000 

18,00,000 

9,00,000 


Problem 316 <// y 

The Wallace Co., Ltd., is absorbed by the Bharat Co., Ltd., the consideration 
being the taking over of the trade liabilities; the payment of the costs 01 apsprntiQn 
fis. 6,000 ; the repayment of the “ B ” Debentures at "a pTSITnum of 10% ; the discharge of 
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the “A*’ Debentures at a premium of 10% by issue of 5% Mortgage Debentures in the 
Bharat Co., Ltd., and a payment of Rs. 20 per share in cash, and the exchange of 4 fully- 
paid Rs. 10 Shares in the Bharat Co., Ltd., at the market price of Rs. 15 per share, for 
every share in the Wallace Co., Ltd. The following being the Balance Sheet of the 
Wallace Co., Ltd., at the date of absorption, make the necessary entries in both the 
Companies’ books to record the transaction. 


BALANCE SHEET OF THE WALLACE CO., LTD. 


Capital & Liabilities 
Share Capital: — 

40,000 Shares of Rs. 50 each 
fully paid 
Debentures : — 

5% “ A ” Debentures 
5% “ B ” 

Sundry Creditors 
Reserve Fund 
Sinking Fund 


Rs. 


. .20,00,000 

.. 10 , 00,000 
.. 5,00,000 
.. 1,50,000 
.. 2 , 00,000 
50,000 


Employees* Savings Bank Deposits 
and Interest .. .. ^ 80,000 

Profit & Loss Account .. 30,000 


Rs. 40,10,000 


Property & Assets 
Land and Buildings 
Plant and Machinery 
Goodwill 
Patent Rights 
Stock 

Sundry Debtors 
Investments on account of Sink¬ 
ing Fund 
Cash at Bank 


Rs. 

. .15,00,000 
. .10,00,000 
.. 4,00,000 
.. 2,50,000 
.. 2 , 00,000 
.. 3,60,000 

.. 50,000 

.. 2,50,000 


Rs. 40,10,000 


Solution 


JOURNAL ENTRIES IN THE BOOKS OF WALLACE CO., LTD. 


Realization Account ... ... ... Dr. 

To Land and Buildings 
„ Plant and Machinery 
„ Goodwill 
„ Patent Rights 
„ Stock 

„ Sundry Debtors 
„ Sinking Fund Investments 
„ Bank 

(Being assets taken over by the Bharat Co., Ltd., trans¬ 
ferred to Realization Account, as per agreement.) 


L.F. 


Sundry Creditors ... ... ... Dr. 

To Realization Account 

(Being liabilities taken over by the Bharat Co., Ltd., 
as per Agreement of.) 


ii 

Rs. |i Rs. 
40,10,000 !| 

i i 15,00,000 

10 , 00,000 
;! 4 , 00,000 

i! 2,50,000 
' 2,00,000 
3,60,000 
50,000 
2,50,000 


1,50,000 j 

' 1,50,000 




Realization Account ... ... ... Dr. 

S To Absorption Expenses Account 
(Being transfer entry.) <s^ L, 

Bharat Co., Ltd. ... ... ... Dr. 

To Realization Account 

(Being purchase price of Business, as per Agreement 
of.) 


Share Capital Account ... ... ... Dr. 

Reserve Fund ... ... . 

Sinking Fund ... ... ... „ 

Profit & Loss Account ... ... ... „ 

To Sundry Shareholders* Account 
(Being transfer of the above credit balances to Share¬ 
holders’ Account.) 


5% “A” Debentures ... ... ... Dr. 

To “A” Debenture-holders 
(Being transfer entry.) ___ 


6,000 


6,000 


; ; 48,56,000 


48,56,000 


j 20,00,000 
!! 2,00,000 
ij 50,000 
30,000 


22,80,000 


10,00,000 


10,00,000 


II 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


JOURNAL ENTRIES— Contd. 


5% 44 B” Debentures 

To "IT' Debenture-holders 
(Being transfer entry.) 

Dr. 

Realization Account 

To “A” Debentureholders’ Account 
»» D »» >» 

„ Sundry Shareholders’ Account 
(Being transfer of Premiums on Debentures and the 
profit on absorption.) 

Dr. 

Bharat Co., Ltd. Shares Account 

Dr. 

t ,, „ „ Debentures.Account 

To Bharat Co., Ltd. 

»» ! 

(Being part of the purchase price received in 1,60,000 
, Shares of Rs. 10 each, valued at Rs. 15 per share, 

and Debentures.) 


Bank Account 

J To Bharat Co., Ltd. 

(Being cash received from the Bharat Co., Ltd. in 
payment of balance of purchase consideration.) 

Dr. 

Absorption Expenses Account ... 

To Bank 

(Being expenses paid on absorption of the Co.,) 

Dr. 

Employees' Savings Bank Deposits and Interest Account 
To Bank 

(Being payment of Employees' Savings Deposits.) 

Dr. 

“A" Debentureholders’ Account 

To Bharat Co., Ltd. Debentures 
(Being issue of new Debentures in exchange for 
Debentures in this Company.) 

Dr. i 

“B" Debentureholders' Account 

To Bank 

(Being payment of 44 B " Debentures.) 

Df. 

-1 

Sundry Shareholders'Account 

To Bank 

(Being cash paid to sundry Shareholders.) 

Dr. 

f 

Sundry Shareholders'Account 

To Bharat Co., Ltd. Shares Account 
(Being issue of 1,60,000 new Shares of Rs. 10 each 
valued at Rs. 15 per share in exchange for Shares in 
this Company.) 

Dr. 


Rs. 

5,00,000 

Rs. 

5,00,000 

9,90,000 

1 ,00,000 

50,000 

8,40,000 

24,00,000 
11 ,00,000 j 

1 

1 

j 

35,00,000 

13,56,000 

j i 

13,56,000 

6,000 

ij ■ 

6,000 

i 

80,000 

!! 

i 80,000 

i; 

\ 11 , 00,000 ; 

ji ! 

1 ; 

11 ,00,000 

j | 

5,50,000 ; 

j « 

I 5,50,000 

i 

j! 7,20,000 ! 

j 

7,20,000 

; 24,00,000 ( 

i 1 

: i 

24,00,000 


REALIZATION ACCOUNT 



i 

! Rs. 


Rs. 

To Sundry Assets 

; 40,10,000 

By Sundry Creditors 

1,50,000 

„ Absorption Expenses 

6,000 

„ Bharat Co, Ltd. 

48,56,000 

„ “A” Debentureholders 

1 ,00,000 



$p D tt ••• 

50,000 



„ Sundry Shareholders 

8,40,000 

i 


Rs. 

50,06,000 

Rs. j 

50,06,000 
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SUNDRY SHAREHOLDERS’ ACCOUNT 


To Bharat Co., Ltd. Shares Account 
„ Bank 

Rs. 

24,00,000 

7,20,000 

By Share Capital Account 
„ Reserve Fund 
„ Sinking Fund 
„ Profit and Loss Account 
„ Realization Account—Profit 

| Rs. 

20 ,00,000 
2 ,00,000 
50,000 
30,000 
8,40,000 

Rs. 

31,20,000 

Rs. | 

;; 31,20,000 



! 

_ m 


Notes. — (1) The last two Accounts, though not required, are given to show the 
position more clearly. 

(2) The purchase price of the business is ascertained as follows: — 

tts. 5,50,000 in Cash on account of “ B ” Debentures, viz. Rs. 5,00,000 plus a pre¬ 
mium of Rs. 50,000. 

„ 11,00,000 in new Debentures on account of “ A ” Debentures, viz. Rs. 10,00,000 
plus a premium of Rs. 1,00,000. 

„ 8,00,000 in Cash on account of old Shares, viz. Rs. 20 per share on each of 

40,00TT Shares. 

„ 24,00,000 in Shares on account of old Shares, viz. 1,60,000 Shares of Rs. 10 each, 
valued at the market price of Rs. 15 per share. 

„ 6,000 in Cash for Costs of Absorption. 


Rs. 48,56,000 Total Purchase Price. 


The purchase price, therefore, is payable Rs. 13,56,000 in Cash, Rs. 24,00,000 in 
Shares and Rs. 11,00,000 in Debentures. 

JOURNAL ENTRIES IN THE BOOKS OF THE BHARAT CO., LTD. 


Land and Buildings ... ... ... Dr. 

Plant and Machinery 
^Goodwill 

r Patent Rights v 

Stock 

i Sundry Debtors 
I Investments 
\ Bank 

To Sundry Creditors 
„ Liquidator of Wallace Co., Ltd. 

(Being sundry assets and liabilities taken over from 
Wallace Co., Ltd., as per Agreement of.) 


| L.F. 1 


Liquidator of Wallace Co., Ltd. 
k To 5% Debentures 
n^^Share Capital Account — Kcu, 

1 7 „ Premium on Shares Account ^ 

(Being part payment of purchase consideration by the 
issue of Debentures, and of 1,60,000 Shares of Rs. 10 
each, credited as fully paid, and valued at market 
price of Rs. 15 per share.) 


Dr. 


UA- 




Liquidator of Wallace Co., Ltd. 

To Bank 

(Being cash paid to the Liquidator of Wallace Co., Ltd., 
for balance of purchase consideration.) 


Dr. 


Rs. 

15,00,0( 0 
10,00,000 
13,96,000 
2,50,000 
2,00,000 
3,60,000 
50,000 
2,50,000 


35,00,000 


13,56,000 


Rs. 


1,50,000 

48,56,000 


11,00,000 

16,00,000 

8,00,000 


13,56,000 


Notes. — (1) The Premium on Shares may be utilized in writing down the Goodwill 
or may be transferred to a Reserve Fund, as may be decided. 

(2) The value of Goodwill is ascertained as follows : — 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Purchase price of Business 

Value of actual assets taken over 
Less Liabilities taken over 


Rs. Rs. 

48,56,000 

. .36,10,000 
.. 1,50,000 

- 34,60,000 


Goodwill = Rs. 13,96,000 


(3) The Bharat Co., Ltd., will treat Sinking Fund Investments as ordinary invest¬ 
ments only, and not as an Asset specially earmarked for a particular Fund. The Sinking 
Fund is simply an accumulated profit balance, and, as such, belongs to the Shareholders 
of the Wallace Co., Ltd. 

Problem 317 


Below is the Balance Sheet of the Blank Co., Ltd., on 31st December 1943: — 
£ £ 

Nominal Capital: — 

1,00,000 Preference 
Shares of £1 each 180,000 

1,00,000 Ordy. Shares 
of £1 each 100,000 

- 200,000 

Issued Capital : — 

74,720 Preference Shares 
fully paid 74,720 

42,633 Ordinary Shares 
fully paid 42,633 

_ 353 

Sundry Creditors .. .. 14,000 

Bank Overdraft .. .. 1,328 


£ 132,681 


The Company proved unsuccessful, and resolutions \^*F£^passecT to carry out the 
following scheme of reconstruction: — (1) That the £1 Preference Shares be reduced to 
an equal number of fully paid shares of 10s. each. (2) That the £1 Ordinary Shares be 
reduce d to_ ap equal number of fully paid shares of 618 each. (3) That the amount thus 
render^Tavailable for the reduction of the assets be apportioned as follows : —Prelimi¬ 
nary Expenses, Profit and Loss Account and Advertising Suspense Account to be written 
off entirely ; £1,200 off the Leasehold Works ; £1,400 off the Stock ; 20 per cent off the 
Machinery and Plant, and the balance available to be written off Patents. Prepare 
Balance Sheet giving effect to above. (London Chamber of Commerce.) 

Solution 


Patents at cost 7°_• . 114,663 

Leasehold Works .. 3,820 

Machinery and Plant ^2 * Ur) .. 4,120 

Sundry Debtors .. 1,241 

Stock on hand ^ 4,921 

Advertising Suspense r 2,000 

Preliminary Expenses 7 .. 406 

Profit and Loss Account' ^ 1,482 

Cash in hand , .. 28 







The Blank Co., Ltd. (and reduced) 
BALANCE SHEET 
As at 31st December 1943 


Capital and Liabilities 
Nominal Capital:— £ s. d. 

1,00,000 Preference 
Shares of £ 1 each, 
reduced to 10/- 
each ... ... 50,000 0 0 

1,00,000 Ordinary 
Shares of £1 
each, reduced to 
6/8 each ... 33,333 6 8 


• £ 


Property and Assets 

Patents 

Leasehold Works 
Machinery and Plant 
Stock 

Sundry Debtors 
Cash in hand... 


i £ 

... ! 56,193 
... 2,620 

... 3,296 

... 3,521 

... 1,241 

28 


£ 83,333 6 8 
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BALANCE SHEET— Contd. 


£ s. d. j £ 

Issued Capital:— j 

74,720 Preference 
Shares of £1 each, 
reduced to 10/- j| 

each, fully paid ... 37,360 0 0 

42,633 Ordinary 
Shares of £ 1 each, 
reduced to 6/8 
each, fully paid ... 14,211 0 0 

--j 51,571 

9undry Creditors:— 

On Open Accounts ... 14,000 0 0 | 

Bank Overdraft ... 1,328 0 0 

-15,328 

£ | 66,899 



Problem 318 ^ 

On the reconstruction of a Company, the following terms were agreed upon: — 

The Shareholders to receive in lieu of their present holding (viz., 50,000 shares of 
£10 each) the following: — 

(a) Fully-paid Ordinary Shares equal to 2/5ths of their holding. 

(b) 5 per cent Preference Shares, fully paid, t o th e extent of l/5th of the above 

new_Ordinary Shares^ ~ 

(c) £60,000 6 per cent second debentures. 

An issue of £50,000 5 per cent first debentures was made and allotted, payment 
for the same having been received in cash. 

The Goodwill, which stood at £300,000, was written down to £150,000. 

The Plant and Machinery, which stood at £100,000, was written down to £75,000 . 

The Freehold and Leasehold Premises, which stood at £150,000, were written 
down to £125,000. 

Make the Journal entries in the books of the Company necessitated by the above 
reconstruction. (Chartered Accountants.) 


Solution 


JOURNAL ENTRIES. 


!L.F. ' £ j : 

Share Capital Account ... ... ... Dr. 500,000 

To Sundry Shareholders’ Account 
(Being the old capital written off.) 

Sundry Shareholders’ Account ... ... Dr. 300,000 , 

To New Ordinary Share Capital Account | i 

„ Preference Share Capital Account 

„ Second Debentures Account [ 

(Being the issue of 20,000 Ordinary Shares of £10 j 

each fully paid, £40,000 fully paid 5 per cent 

Preference Shares and £60,000 6 per cent Second ! |. 

Debentures to Shareholders in lieu of their old hold- i 

ing, as per Reconstruction Scheme.) j i | 

Sundry Shareholders’Account ... ... Dr. ! j 200,000 

To Capital Reduction Account 

(Being the amount of Capital reduced as per Resolu- ! 

tion dated....confirmed by Order of the 

Court dated.) j j 


£ 

500,000 


200,000 

40,000 

60,000 


200,000 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


JOURNAL ENTRIES— Contd. 


1 

Capital Reduction Account 

To Goodwill 
„ Plant and Machinery 
„ Freehold and Leasehold Premises 
(Being depreciation in value of Assets written off out 
of reduction of Capital.) 

Dr. 

L. F. 

£ 

200,000 

£ 

150,000 

25,000 

25,000 


Bank Account 

To First Debentures Account 
(Being the amount received on the issue £50,000 5 per 
cent First Debentures.) 

Dr. 

j 

I 

i 

50,000 

i 

1 

50,000 

i 


Problem 319 

The Anglo-Egyptian Co., Ltd., decides to sell its business to the British and 
Colonial Co., Ltd., as on 31st December 1943. 


On that date its Balance Sheet was as follows : — 


Liabilities 

£ 

Assets 

£ 

Paid-up Capital, 20,000 Shares 

of 

Freehold Property 

.. 15,000 

£1 each 

.. 20,000 

Plant and Tools 

1,500 

5% First Mortgage Debentures 

.. 10,000 

! Stock-in-Trade 

3,500 

Sundry Trade Creditors 

3,000 

Sundry Debtors (all good) 

4,000 

Reserve Fund 

5,000 

Bills Receivable 

2,000 

Profit and Loss Account 

2,000 

Goodwill 

Cash in hand and at Bank 

4,000 

.. 10,000 


£ 40,000 

! 

£ 40,000 

The B & C Co., Ltd., agreed to take 

over the Assets (exclusive of Goodwill and 


Cash) at the amounts stated in the above Balance 
liabilities to Trade Creditors ^ and to pay £10,000 for Goodwill. 

The purchase price wasro be discharged by the allotment to the A-E Co., Ltd., of 
12,000 shares of lul each in tne capital ot me U & C Co., Ltd., at 25s. per share, and the 
balance in cash. 


The A-E Co., Ltd., went into voluntary liquidation, and X was appointed Liqui¬ 
dator. The expenses of the liquidation amounted to £300. 

Write up and close the books of the A-E Co., Ltd., and show what the Share¬ 
holders will receive in all. (Chartered Accountants.) 


Solution 


REALIZATION ACCOUNT 



I £ 


pr™ 

To Freehold Property 

j 15,000 

By Sundry Trade Creditors 

3,000 

„ Plant and Tools 
„ Stock-in-trade 
„ Sundry Debtors 
„ Bills Receivable 
„ Goodwill 

„ Bank Account—Cost of Liquidation 
„ Shareholders' Account—Balance 
transferred 

1,500 
i 3,500 
4,000 
2,000 
4,000 
! 300 

5,700 

„ B. & C. Co., Ltd. 

33,000 

£ 

36,000 

£ 

36,000 
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BANK ACCOUNT 



£ 


£ 

To Balance b/fd. 

10,000 

By First Mortgage Debentures 

10,000 

,, B. & C. Co., Ltd. 

18,000 

„ Realization Account—Liquidation 




Expenses 

300 



„ Sundry Shareholders 

17,700 

£ 

28,000 

£ 

28,000 


BRITISH AND COLONIAL CO., LTD. 



1 £ 


£ 

To Realization Account 

,.J' 33,000 

!i 

By Shares in B. & C. Co., Ltd. 

Account 
,, Bank 

15,000 

18,000 


£ ' 33,000 

£ j 

33,000 


SHAREHOLDERS’ ACCOUNT 



To Shares in B. & C. Co., Ltd. 

! £ 
j 15,000 

1 

By Realization Account 

j £ 

! 5,700 

„ Bank 

17,700 

,, Share Capital Account 

1 20,000 

j 

1 

„ Reserve Fund 
„ Profit and Loss Account 

: 5,000 

‘ 2.000 
. | _ ___ 

i 

£ ; 

32,700 

£ 

32,700 


Problem 326 /1 ' ' 


The X and Y Companies, having many interests in common, in order to economise, 
decided to amalgamate and form a new Company, Z. 

The position of the two Companies was as follows : — 


(X) Capital paid up .. 
Debentures 
Creditors 

Profit and Loss Account 


£ 

30,000 

5,000 

5,000 

3,000 


Debtors 

Stock 

Goodwill 


£ 

18,000 

20,000 

5,000 


£ 43,000 


£ 43,000 


(Y) Capital paid up . 
Creditors 

Profit and Loss Account 


£ 

20,000 Debtors 

8,000 Stock 

2,000 


£ 

20,000 

10,000 


£ 30,000 


£ 30,000 


The average profits of the X and Y Companies have been £3,000 and £2,000 
respectively. The new Z Company agrees with the X and Y Companies to take over 
both the concerns for the sum of £60,000 and, in addition, to discharge all liabilities, 
£10,000 to be paid in cash, and the balance in shares. 

The profit on the conversio n is to be divided between the Sharehol ders nf the X 
a pd Y Companie s in the same proportion as tHe~'proftts^previousiy earned by the 

C ompanies. - m — —-- 

^ Draw up a Purchase Account on the completion of the Z Company, and show how 
the Share Capital Accounts in the X and Y Companies should be closed. 

A B held £5,000 shares in X Company and £4,000 shares in Y. 

Show how much cash and how many shares A B should receive from the new 
Company. (Incorporated Accountants.) 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution 


Z COMPANY’S BOOKS 
PURCHASE ACCOUNT 


.--- . ........ ...... . ...... r . 

To X Company's Account ^ , Y ... 

„ Y Company's Account ) •* ^ *,... 

£ 

36,000 

24,000 

i I 

By Sundry Net Assets—(X Company)... 
„ Sundry Net Assets—(Y Company)... 
„ Goodwill 

£ 

Mr- 

33,000 

22,000 

5,000 

60,000 

60,000 


X COMPANY’S ACCOUNT 


To Bank 

„ Share Capital Account 

£ 

£ 

6,000 

30,000 

By Purchase Account 

£ 

£ 

36,000 

36,000 

36,000 



Y COMPANY’S ACCOUNT 


£ 


f £ 

To Bank 

! 4,000 

By Purchase Account 

24,000 

„ Share Capital Account 

20,000 



£ 

i 24,000 

£ 

24,000 


X COMPANY’S BOOKS ' 
SHARE CAPITAL ACCOUNT 



£ 


; £ 

To Bank 

... 6,000 

By Balance b/fd. 

... , 30,000 

„ Shares in Z Company 

... 30,000 

: 

„ Realization Account— 
Profit on Amalgamation 
„ Profit & Loss Account— 

... 3,000 




Transfer 

4 3,000 


£ j 36,000. 


£ ; 36,000 


Y COMPANY’S BOOKS 
SHARE CAPITAL ACCOUNT 


To Bank 

„ Shares in Z Company 

£ 

..J 4,000 

... 20,000 

By Balance b/fd. 

„ Realization Account— 

Profit on Amalgamation 
„ Profit & Loss Account- 
Transfer 

£ 

... i 20,000 

... 2,000 

.J 2,000 

jj 


£ ; 24,000 


£ i: 24,000 

II — - 

—----— 


- - . ... 



A B would receive 9,000 Shares in the Z Company, since the number of shares 
allotted by this Company equals the total number of shares of X and Y Companies. He 
would also receive £1,800 in cash, £1,000 being in respect of the X Company and 
£800 in respect of the Y Company. 

Problem 321 <V 

The Prosperous Co., Ltd., after several years of large profits and increasing 
dividends, decide to reconstruct with a view to giving the holders of each of their 
Ordinary Shares of £10 each two shares of £10 each, viz., one Ordinary and one 5% 
Cumulative Preference. From the following Trial Balance of the old Company, prepare 
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the Journal entries necessary jto ope n the books of the new Company, w hich Company, 
by agreement, undertakes to discharge the liabilities, collect the Book Debts, and take 
over the Premises, Plant and Stock at the book values : — 


Share Capital Issued: 

60,000 Shares at £10 each 
Reserve Account 
-'Trade Creditors 

Dividend Equalization Reserve ... 

'Sundry Shareholders' Dividend Account 
Profit and Loss Account, balance after providing 
' Freehold Premises 
I Plant and Machinery 
Stock 

Book Debts 
irGoodwill Account 
r Bank Current and Deposit Accounts 
Cash 


£ 

£ 

... 

600,000 

••• ••• ••• 

200,000 

... ... ... 

44,000 

... ... ... 

30,000 

... ... 

90,000 

Final Dividend as above 

58,200 

... 200,000 


... 150,000 


... 260,000 


... 200,000 


... £1,000 


... 120,000 


... ' 1,200 


£ 1,022,200 

1,022,200 


(Chartered Accountants.) 


Solution 


JOURNAL ENTRIES IN THE NEW COMPANY’S BOOKS 


i 


Freehold Premises ... ... ... ... Dr. 

Plant and Machinery ... ... ... ... „ 

Stock ... ... ... ... ... „ 

Book Debts ... ... ... ... „ 

Bank Current and Deposit Accounts ... ... „ 

Cash ... ... ... ... ... „ 

Goodwill 

To Trade Creditors 

,, Sundry Shareholders' Dividend Accounts 
„ Liquidator of Prosperous Co., Ltd. 

(Being the sundry assets and liabilities taken over as per 
the Scheme of Reconstruction). 


L.F. ,! £ I £ 

ij 200,000 I 
150,000 
! 260,000 
200,000 
1 120,000 
i 1,200 

1 402,800 j 

! 44,000 

; 90,000 

1,200,000 

l ! 


Liquidator of Prosperous Co., Ltd. ... ... Dr. 

To Ordinary Share Capital Account 
„ Preference Share Capital Account 
(Being the issue of 60,000 Ordinary Shares of £10 each, 
fully paid and 60,000 5 per cent Preference Shares of £10 
each, fully paid, in full satisfaction of the purchase 
consideration in accordance with the Scheme of 
Reconstruction). 


11 , 200,000 


; 600,000 
I 600,000 


i 


I 

i 


Problem 322 ^ 

A Limited Company goes into voluntary liquidation on the 31st December 1943, 
having assets appearing in the books as follows : — 

£ _ la 

Works and other Properties .. .. .. 90,000 

Liquid Assets .. .. .. 10,000 0uj J 

Its Liabilities are £20,000, and its Capital (paid up) £100,000. The Assets are 
sold to a new Company for £72,000, £50,000 payable in shares of that Company of £1 
each, credited with 15s. per share paid up, and £22,000 in cash, which latter just suffices 
to pay the liabilities and costs of liquidation. Close the books of the Company in 
liquidation. (Chartered Accountants.) 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution 


JOURNAL ENTRIES. 


Realization Account 

To Sundry Assets 

(Being the transfer of Assets to the New Company as 
per Agreement dated.) 

Dr. 

L. F. 

1 

£ 

100,000 

New Company’s Account 

To Realization Account 

(Being the purchase consideration agreed to be payable 
by the New Company.) 

Dr. 


72,000 

Shares in the New Company 

Dr. 

! 

50,000 

Bank 

To New Company’s Account 
(Being the consideration received from the New 
Company as per Agreement.) 

>> 

i 

i 

22,000 

Realization Account 

To Bank 

(Being the cost of liquidation paid J 

i 

Dr. 

! 

! 

1 

1 

2,000 

! 

! 

1 

i Sundry Creditors ... ... # ... 

Dr. 


20,0C0 1 


To Bank 

(Being the payment to Creditors.) 


£ 

100,000 

72,000 

72,000 

2,000 

20,000 


Share Capital Account 

To Shareholders' Account 
(Being the transfer of Share Capital Account.) 

Shareholders'Account 
To Realization Account 
V- —„ Profit and Loss Account 

j (Being the loss on Realization and debit balance of 
Profit and Loss Account transferred.) 


Shareholders’ Account ... ... ... Dr. 

To Shares in the New Company 
(Being the distribution of the shares received from the 
New Company amongst the Shareholders of the Old 
Company.) 


100,000 

" 

100,000 

! ■: 

50,000 ,j 

| j 

30,000 

20,000 


50,000 ;| 

j 50,000 


Problem 32J 

The following is the Balance Sheet of the Alpha Trading Co., Ltd., as on 31st 
December 1943 : — 

Liabilities £ j Assets 

Capital—120,000 Shares of £1 Land and Buildings .. 

each ‘fully paid .. .. 120,000 Machinery and Plant 

Sundry Creditors .. .. 30,000 Stock-in-Trade 

Bank Overdraft .. .. 26,000 Sundry Debtors 

Profit and Loss Account 

£ 176,000 

The Company went into liquidation, and the Assets were sold to the Delta Co., Ltd., 
for £147,000, payable as to £57,000 in cash (which sufficed to discharge the Creditors 
and the Bank and pay the costs of winding up £1,000) and as to £90,000 by the 
allotment of 120,000 £1 shares of the Delta Co., Ltd., 15s. paid to the Shareholders of the 
Alpha Trading Co., Ltd. 

Close the books of the Alpha Trading Co., Ltd., and give the necessary entries 
for recording the transactions in the books of the Delta Co., Ltd. 

. (Chartered Accountants.) 


£ 

.. 100,000 
.. 40,000 

.. 15,000 

.. 20,000 
1,000 

£ 176,000 
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Solution Alpha Trading Co., Ltd. 

JOURNAL ENTRIES 


Realization Account 

To Sundry Assets 

(Being sundry assets taken over by the Delta Co., Ltd., 
as per Agreement dated.) 

Dr. 

l. f; 

£ 

175,000 

£ 

175,000 

Delta Co., Ltd. 

To Realization Account 

(Being purchase price fixed, as per Agreement 
dated.) 

Dr. 


147,000 

147,000 

Bank 

Shares in Delta Co., Ltd. 

To Delta Co., Ltd. 

(Being cash and shares received from the Delta Co., in 
satisfaction of purchase consideration, as per Agree¬ 
ment dated.) 

Dr. 

»> 


57,000 

90,000 

147,000 

Sundry Creditors 

Bank Overdraft 

Realization Account 

To Bank 

(For discharge of liabilities and cost of liquidation.) 

Dr. 

»> 

»» 

l 

30,000 

26,000 

1,000 

57,000 

Share Capital Account 

To Shareholders' Account 
(Being the transfer of Share Capital Account.) 

Dr. 


120,000 

120,000 

Shareholders' Account 
\/ To Realization Account 

„ Profit and Loss Account 

(For transfer of loss on realization and debit balance of 
Profit and Loss Account.) 

Dr. ’ 

1 

1 

30,000 

29,000 

1,000 

Shareholders’ Account 

To Shares in Delta Co., Ltd. 

(Being the distribution of 120,000 £1 Shares, 15s. paid, 
received from the Delta Co., Ltd., amongst the 
Shareholders pro rata.) 

Dr. 


90,000 

90,000 


Delta Company, Ltd. 
JOURNAL ENTRIES 



Business Purchase Account 

To Liquidator of Alpha Co., Ltd. [Vendor] 
t (Being the purchase price of Assets taken over from the 
Alpha Co., Ltd. [in liquidation], as per Agreement 
dated..) 

Dr. ^ 

L. F.! 

1 " £ 

147,000 

! £ 

j 147.000 

1 

j 

i 

Land and Buildings 

Machinery and Plant 

Stock-in-trade 

Sundry Debtors 

To Business Purchase Account' 

„ Capital Reserve Account l/ 

(Being the book values of Assets taken over and the 
excess of book value over the purchase price set 
aside to Capital Reserve Account.) 

Dr. 

>» 

»» 

I 

i 

| 

i 

100,000 

40,000 

15,000 

20,000 

l 

1 

I 147,000 
28,000 

| 

! 


Liquidator of the Alpha Co., Ltd. 

To Share Capital Account 
„ Bank 

(Being the issue of 120,000 Shares of £1 each, 15s. per 
share paid up, and cash paid to the Liquidator of 
Alpha Co., Ltd., in satisfaction of the purchase price, 
as per Agreement dated.) 

Dr. ^ 


147,000 j 

90,000 
| 57,000 


30 
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Problem 324 ^ 

The Share Capital of the following Cotton Mills is as follows : — 


Jamshedjee Spinning and Weaving Co., Ltd., 1,00,000 Shares of Rs. 100 (Rs. 20 paid). 


Bharat Cotton Mill, Ltd., 10,000 Shares of Rs. 80 (Rs. 60 paid). 

Indian Cotton Manufacturing Co., Ltd., 10,000 Shares of Rs. 20 (fully paid). 


The first-named Company acquires the others on the following terms: — 

(a) two of its shares (market value Rs. 25) for one share of the Bharat Mill 
plus Rs. 20,000 in cash; 




(b) Rs. 2,40,000 in cash for the business of the Indian Cotton Manufacturing Co., 
comprising the following assets only : — 

Rs. 

Buildings and Machinery .. 1,13,400 

Stock-in-Trade .. .. 46,300 

Book Debts (25 per cent bad)?^^. .. 35,920 


(c) that debts due to the Bharat Mill and the Indian Cotton Manufacturing Co. 
of Rs. 12,000 and Rs. 4,000 respectively are cons id prp d extinguished without 
^payment. 

Show complete Journal Entries in the. purchasing Company’s books calculating 
the cost of the Bharat Mill’s business on the basis of the Market value of the Jamshedjee 
Mill’s shares. ‘ “ ~ (G. D. A.) 


Solution 

Jamshedjee Spinning & Weaving Co., Ltd. 
JOURNAL ENTRIES 


I 

Business Purchase Account 

To Liquidator of Bharat Cotton Mills, Ltd. 

(Being the purchase consideration of the Assets taken 
over, as per Agreement dated.) 

Dr. 

L. F. 

Rs. 

5,20,000 

Rs. 

5,20,000 


Bharat Cotton Mills, Ltd. 

To Business Purchase Account 
(Being the Co.'s Liability on Personal Account trans¬ 
ferred to the latter account, as per Agreement 
dated.) 

Dr. 

I; 12,000 

i 

1 

k 

12,000 

L 

Liquidator of Bharat Cotton Mills, Ltd. 

To Share Capital Account 
„ Share Premium Account 

(Being the issue of 20,000 Shares of Rs. 100 each, Rs. 20 
paid up, to Vendors in part payment of purchase 
price at a premium of Rs. 5 per share, as per Resolu¬ 
tion of the Board, dated.) 

Dr. 

I 

5,00,000 

4,00,000 

1 ,00,000 

t 

Liquidator of Bharat Cotton Mills, Ltd. 

To Bank 

(Being payment in cash of the balance of purchase 
consideration, as per Agreement dated.) 

Dr. 


20,000 

20,000 


Business Purchase Account 

To Liquidator of Indian Cotton Manufacturing 
Co.. Ltd. 

(Being the value of Assets taken over including 
Goodwill, as per Agreement dated....) 

Dr. 


2,40,000 

2,40,000 

< 

Indian Cotton Manufacturing Co., Ltd. 

To Business Purchase Account 
(Being transfer of Co/s Liability on Personal Account to 
the latter account, as per Agreement dated.) 

Dr. 


4,000 

4,000 
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Buildings and Machinery 

Stock-in-trade 

Book Debts 

Goodwill 

To Business Purchase Account 
(Being the amount of various assets purchased from 
Vendors.) 


Dr. 


L.F. 


Liquidator of Indian Cotton Manufacturing Co., Ltd. ... Dr. 

To Bank t 

(Being cash paid in full satisfaction of purchase consi¬ 
deration.) 


Rs. 

1,13,400 

46,300 

26,940 

49,360 




2,40,000 


Rs. 


2,36,000 


2,40,000 


Problem 323^ ±\ 'WUuL, 

The X Company, Ltd., is absorbed by Y Company, Ltd. Given below* are 
the Balance Sheets of the two Companies, taken after revaluation of their assets on a 
uniform basis: — 

X COMPANY, LIMITED. 

Rs. 


Authorised Capital : — 

9,000 Shares of Rs. 300 each .. 27,00,000 


Sundry Assets 
Cash at Bank 


Rs. 

33,70,000 

7,000 


Paid up Capital: — 

9,000 Shares of Rs. 270 paid on 


each 
Creditors 
Reserve Fund 
Profit and Loss Account 


. .24,30,000 
.. 1 , 10,000 
.. 8,07,000 
.. 30,000 

Rs. 33,77,000 


Rs. 33,77,000 


Authorised Capital: — 

40,000 Shares of Rs. 180 each .. 72,00,000 


Y COMPANY, LIMITED. 
Rs. ! 


Paid up Capital: — 

40,000 Shares, Rs. 150 paid 
on each .. ..60,00,000 

Creditors .. .. 1,30,000 

Reserve Fund .. ..25,70,000 

Profit and Loss Account .. 70,000 


Sundry Assets 
Cash at Bank 


Rs. 

. .87,15,000 
.. 55,000 


Rs. 87,70,000 


Rs. 87,70,000 


The holder of every three shares in the X Company, Ltd., was to receive five 
shares in the Y Company, Ltd., plus as much cash as is necessary to adjust the rights 
of Shareholders of both the companies in accordance with the intrinsic values of the 
shares as per respective Balance Sheets. Pass the necessary Journal entries in the 
books of Y Company, Ltd. and prepare the Balance Sheet giving effect to the above 
scheme of absorption. (G. D. A.) 

Solution 

STATEMENT SHOWING THE INTRINSIC VALUES OF SHARES OF 

X AND Y COMPANIES, LIMITED. ; 

X Company, Limited Rs. 

Total Assets .. .. 33,77,000 

Less Total Liabilities .. .. .. 1,10,000 


Worth of 9,000 Shares of Rs. 300 each 


Rs. 32,67,000 


Each Share is, therefore, worth —= Rs. 363. 


o o 0*3. 
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Y Company, Limited 


Rs. 

Total Assets .. .. .. 87,70,000 

Less Total Liabilities .. 1,30,000 


Worth of 40,000 Shares of Rs. 180 each 
Rs. 150 per share paid up Rs. 86,40,000 


Each Share is, therefore, worth ^q^qqq^ ~ ^ s - 216, v J ' , 

The Shareholder of X Company, Ltd., has to receive for every 3 Shares held by 
him 5 Shares of Y Company, Ltd., at their intrinsic value and the difference in cash. The 
cash payable, therefore, is : — 

Rs. 

Intrinsic value of 3 Shares of X Company, Ltd. @ Rs. 363 each .. 1,089 
Less Intrinsic value of 5 Shares of Y Company, Ltd. @ Rs. 216 each .. 1,080 

Balance payable in Cash .. .. Rs. 9 per 3 shares. 

JOURNAL ENTRIES. 


Sundry Assets 
Bank Account 
To Creditors 

„ Liquidator of X Co., Ltd. > 

„ Capital Reserve Account l 
(Being the Assets and Liabilities taken over from X Co., 

Ltd., as per Agreement dated.and the consequent 

profit thereon transferred to Capital Reserve 
Account.) 


Dr. 


Liquidator of X Co., Ltd. 

To Share Capital Account 
„ Bank 

(Being the issue of 15,000 Shares of Rs. 180 each, Rs. 
150 per share paid up, in favour of the Shareholders 
of X Co., Ltd., at the rate of 5 Shares for every 3 
Shares held by them and cash paid to them at Rs 9 
for every 3 Shares held by them, in satisfaction of the 
purchase price.) 


Dr. 


L.F. 


Rs. 

33,70,000 

7,000 


22,77,000 






Y Company, Limited 
BALANCE SHEET (AFTER ABSOR] 


1 ^ '-'y—^ 


Rs. 


1,10,000 

22,77,000 

9,90,000 


22,50,000 

27,000 


flic 


ION) 


Capital & Liabilities 

Rs. 

Property & Assets 


Rs.- 

Authorised Capital 

55,000 Shares of Rs. 180 each 

99,00,000 

Sundry Assets 

Cash at Bank 

... 

ii 

Issued and Paid up Capital:— 

55,000 Shares of Rs. 180 each, 

Rs. 150 per share paid up 

Capital Reserve Account 

Reserve Fund 

Creditors 

Profit and Loss Account... 

82,50,000 

9,90,000 

25,70,000 

2,40,000 

70,000 




Rs. 

1,21,20,000 


Rs. 

1,21,20,000 
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problem 326 

The. Assets of the National Steel Company, Limited, are purchased by the 
Hindustan iron and Steul Company, Limited. The purchase consideration was as follows : — 

(1) A payment in cash at Hs. 90 for every share in the National Steel Company, 

Limited. 

(2) A further payment in cash at Rs. 550 for every Debenture in the National 

Steel Company, Limited, which the Debenture-holders have agreed to 
accept in full discharge of their Debentures. 

(3) An exchange of four shares of the Hindustan Iron and Steel Company 

Limited, of Rs. 75 each (quoted in the market at Rs. 140 each) for every 
share in the National Company, Limited. 

The Balance Sheet of the National Steel Company, Limited, stood as follows when 
given over: — 

Rs. 


Capital: — 

6,000 Shares of Rs. 500 each 
1,300 Debentures of Rs. 500 
each 

Sundry Creditors 
Workmen’s Savings Bank 
Insurance Fund 
Reserve Fund 
Profit and Loss Account 


.30,00,000 

6,50,000*^1 
2,50,000 
2,00,000 
65,000 
2,75,000 
60,000 


Land and Buildings .. 
Machinery and Plant 
LoFurniture and Fittings 
Patents 

Work-in-progress 
Stock of Goods 
Sundry Debtors 
Cash at Bank 


Rs. 45,00,000 


I 


Rs. 

. .11,00,000 
. .15,50,000 
.. 2,60,000 
.. 2,40,000 
.. 8,15,000 
.. 1,85,000 
.. 2,65,000 
.. 85,000 


Rs. 45,00,000 


Make the necessary closing and opening entries in the Journals of the Purchased 
and Purchasing Companies respectively. p p (G. JD. A.) 

_ _ . rvj - • *> <»*» 

Solution cv, 71 s ** * 

JOURNAL ENTRIES IN THE BOOKS OF THE NATIONAL STEEL CO., LTD. 


Realization Account ... ... ... Dr. 

To Land and Buildings 
„ Machinery and Plant 
„ Furniture and Fittings 
„ Patents 
„ Work-in-Progress 
„ Stock 

,» Sundry Debtors 
„ Cash at Bank 

(Being assets sold to the Hindustan Iron and Steel Co., 

Ltd., as per Agreement dated.) 

L.F. 

Rs. ! 

45,00,000 , 

1 

1 

i 

II 

l| 

Hindustan Iron and Steel Co., Ltd. ... ... Dr. 

To Realization Account 

(Being purchase consideration, as per Agreement 
dated.) 


46,15,000 

\ 

Realization Account ... ... ... Dr. 

V To Debentures Account 
(Being the transfer from Realization Account of the 
premium payable to Debenture-holders.) 


65,000 

Bank Account ... ... ... ... Dr. 


12,55,000 

Shares in Purchasing Co. Account ... ... „ 

To Hindustan Iron and Steel Co., Ltd. 

(Being cash received from Purchasing Co. @ Rs. 90 
per share on 6,000 Shares and @ Rs. 550 per Deben¬ 
ture for 1,300 Debentures and 4 shares of Purchasing 

Co. at market price of Rs. 140 per share for every 
share in the Company as purchase consideration, as 
per Agreement dated.) 


33,60,000 

1 

i 

j 


Rs. 

11,00,000 

15,50,000 

2,60,000 

2,40,000 

8,15,000 

1,85,000 

2,65,000 

85,000 


46,15,000 


65,000 


C 

46,15,000 
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JOURNAL ENTRIES— Contd. 




L.F. 

Rs. Rs. 

Debentures Account 

To Bank 

(Being cash paid on 1,300 Debentures @ Rs. 550 per 
debenture in full settlement, as per Agreement 
dated.) 

Dr. 

1 

! 

I 

1 

7,15,000 

7,15,000 

Sundry Creditors 

Dr. 

i 

2,50,000 

Workmen's Savings Bank Account 

To Bank 

(Being cash paid to Creditors and for Workmen's 
Savings.) 



2 .00,000 

4,50,000 

Share Capital Account 

Dr. 


30,00,000 

Insurance Fund 



65,000 

Reserve Fund 


: 

2,75,000 

Profit and Loss Account 

To Sundry Shareholders' Account 
(Being credit balances transferred.) 



60,000 

34,00,000 

1 

Realization Account 

To Sundry Shareholders' Account 
(Being transfer of profit on realization to Sundry 
Shareholders' Account.) 

Dr. 

■ 

50,000 

50,000 

Sundry Shareholders'Account 

To Bank Account 

„ Shares in Purchasing Co.'s Account 
(Being cash and shares paid to Shareholders (5 Rs. 15 
in cash and 4 shares of Purchasing Co. for every 

Dr. 


34,50,000 ' 

ij 90,000 

1! 33,60.000 

•1 

share held by the Shareholders.) 



i| 

JOURNAL ENTRIES IN THE PURCHASING 

COMPANY’S BOOKS 



>L. F. 

1; 

Rs. j; Rs. 

Land and Buildings 

Dr. 


11,00,000 ! 

Furniture and Fittings 

99 


2,60,000 1 

Machinery and Plant 

99 


15,50,000 ; 

Patents 

»> 


2.40,000 ; 

Work-in-progress ... 

»» 

' 

8,15,000 ! 

Stock 



1,85,000 ; 

Sundry Debtors 

99 


2,65,000 i 

Bank 



85,000 ji 

Goodwill 

To Liquidator of National Steel Co., Ltd. 

(Being the assets taken over from the Vendors [The 
National Steel Co., Ltd.], as per Agreement dated 
.) 



1,15,000 i! 

! 46,15,000 

■ 

Liquidator of National Steel Co., Ltd. 

To Bank 

„ Share Capital Account 
„ Premium on Shares Account 
(Being cash paid @ Rs. 90 per share and @ Rs. 550 
per Debenture of the Vendor Co. and 4 shares of 
Rs. 75 each issued as fully paid for every share of 
the Vendor Co. in payment of the purchase consi¬ 
deration, as per Agreement dated.) 

Dr. 


i 

46,15,000 ! 

1 12,55.000 
j 18,00,000 
j 15,60,000 

Premium on Shares Account ... ... " ... 

To Goodwill Account 
„ Capital Reserve Account 
(Being the Goodwill Account written off against pre¬ 
mium on shares and balance on the latter trans¬ 

Dr. 

i 

15,60,000 

1,15,000 

14,45,000 

ferred to Capital Reserve Account.) 


1 

i 
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Problem 327 

With a view to reducing establishment expenses and generally to effect 
economy in working, the A Company, Limited, was taken over by the B Company, 
Limited, as from 1st January 1944, upon the following terms: — 

(1) The B Company to assume the liabilities and take over the assets at Book 

values. -- 

(2) The B Company to discharge the debentures in A Company at 105 per cent 

by the issue of new debentures at 6 per cent in the B Company. 

(3) The B Co. to pay the Shareholders in the A Co. Rs. 10 per share and to 

give three Rs. 10 shares in the B Co., for every Rs. 20 share* in A Co. The 
Ks. 10 shares were considered as being at par. 


The following Balance Sheet of the A Co. was prepared on 31st December 1943 : — 

Rs. 


Capital: — 

Nominal 50,000 Shares of Rs. 20 
each .. ..10,00,000 


Issued 47,500 Shares of Rs. 20 
each fully paid .. .. 9,50,000 

5% Debentures .. .. 2,40,000 

' Reserve Fund .. .. 3,00,000 

Sundry Creditors .. .. 1,53,000 I 

/ Profit & Loss Account—(Balance) 99,200 ; 

Rs. 17,42,200 I 


fts. 

Goodwill .. .. 7,00,000 

Freehold Land and Buildings .. 3,13,000 
Machinery and Plant .. 64,200 

Fixtures and Fittings .. 17,000 

Sundry Debtors .. .. 2,19,800 

Stock .. .. 93,200 

Investments .. •. 2,93,000 

Cash at Bank and in hand .. 42,000 


Rs. 17,42,200 


You are required to give the entries necessary to close off the books of the 
A Co., and to show how the acquisition of the new Business would be recorded in 
the books of the B Co. p, p n ’ ( B * Com.) 


Solution 


1 1 ***" 

JOURNAL ENTRIES IN THE BOOKS OF A COMPANY, LTD. 


! Realization Account ... ... ... Dr. 

j To Goodwill 

,, Freehold Land and Buildings 
| „ Machinery and Plant 

I „ Fixtures and Fittings 

„ Sundry Debtors 
„ Stock 
„ Investments 
„ Cash at Bank and in hand 

I (Being the transfer of the various Assets taken over by 


L.F. 



17,42,200 


I 


■y^X 

Rs. ^ 


7.00,000 

3,13,000 

64.200 
17,000 

2,19,800 

93.200 
2,93,000 

42,000 



7 


B Co., Ltd.) 


Sundry Creditors ... — ••• Dr. 

To Realization Account 

(Being the transfer of Liabilities taken over by B 
Co., Ltd) 

Realization Account A v , ••• ••• ••• Dr. 

To Debentures*Account 

(Being the preqiiqfri agreed to be paid to Debenture- 
holders on repayment of Debentures.) 

b"Co„ Ltd. ... •• •• ••• Dr. 

To Realization Account 

(Being the purchase consideration agreed to be paid by 
the Purchasing Co.—B Co., Ltd.) 


1,53,000 


12,000 


21,52,000 


1,53,000 


12,000 


21,52,000 
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JOURNAL ENTRIES.--(Contd.) 


\ 

Debentures Account 

To Debenture-holders' Account 
(Being transfer of Debentures Account to Debenture- 
holders' Account.) 

Dr. 

L. F. 

Rs. 

2,52,000 

Rs. 

2,52,000 


Share Capital Account 

Reserve Fund Account 

Profit and Loss Account 

To Sui\flry Shareholders' Account 
(Being the balances standing to the credit of the 
various accounts now transferred to the latter 
account.) 

Dr. 

ft 

»t 


9,50,000 . 
3,00,000 
99,200 

13,49,200 


Realization Account 

To Sundry Shareholders' Account 
(Being profit on realization transferred to Sundry Share¬ 
holders' Account) 

Dr. 


5,50,800 

5,50,800 


Bank 

Shares in B Co., Ltd. 

6% Debentures in B Co., Ltd. 

To B Co., Ltd. 

(Being cash, shares and debentures received from B Co., 
Ltd., in full satisfaction of the purchase considera¬ 
tion.) 

Dr. 

»» 


4,75,000 
14,25,000 ! 
2,52,000 

; 

i ! 

; i 

i i 

21,52,000 

) 

r 

Debenture-holders'Account 

To 6% Debentures in B Co., Ltd. 

(Being distribution of Debentures in B Co., Ltd. 
amongst the Debenture-holders pro rata.) 

Dr. 


2,52,000 i 

i 2,52,000 


Sundry Shareholders'Account ... 

To Bank 

„ Shares in B Co., Ltd. 

(Being distribution of cash and shares in the B Co., Ltd. 
amongst the Shareholders pari passu.) 

Dr. 

{ 

, 19,00,000 

i 

4,75,000 
| 14,25,000 

j 


JOURNAL ENTRIES IN THE BOOKS OF 

B COMPANY, LTD. 


y 

Business Purchase Account 

To A Co., Ltd. (Vendors) 

(Being the purchase price payable to A Co., Ltd.) 

Dr. 

L.F. 

| Rs. 
21,52,000 

1 

1 

i 

Rs. 

21,52,000 


Goodwill 

Freehold Land and Buildings ... 

Machinery and Plant 

Fixtures and Fittings 

Sundry Debtors 

Stock 

Investments 

Cash at Bank and in hand 

To Sundry Creditors 
„ Business Purchase Account 
(Being the values of Assets and Liabilities taken from 
A Co., Ltd., as per Agreement dated.) 

Dr. 

tt 

tt 

t* 

t» 

tt 

tt 

tt 


! 12,62,800 
! 3,13,000 

64.200 
i 17,000 

2,19,800 

93.200 

1 2,93,000 
| 42,000 

1,53,000 

21,52,000 


A Co., Ltd. (Vendors) 

To Share Capital Account 
„ 6% Debentures Account 
„ Bank 

(Being the issue of 1,42,500 Shares of Rs. 10 each as 
fully paid and 6% Debentures of Rs. 2,52,000 and 
payment of Rs. 4,75,000 in cash to the vendors in 
full discharge of the purchase price.) 

Dr. 


! 21,52,000 

14,25,000 

2,52,000 

4,75,000 
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Problem 328 

The B. T. T. Co., Ltd., was floated with a Capital of Rs. 20,00,000 in 1,00,000 
Ordinary Shares of Rs. 10 each, and 1,00,000 6% Preference Shares of Rs. 10 each. The 
Capital was fully subscribed and paid. The Preference Shares carried cumulative prefer¬ 
ence rights as to dividend but not as to capital repayment. The Company was unsuccess¬ 
ful, and sustained trading losses amounting to Rs. 3,00,000. In addition, the majority 
of the patents acquired by the Company proved to be worthless. It was resolved to 
write off Rs. 10,00,000 of the subscribed capital by reducing each class of shares by 
Rs. 5 per share, and to reduce the assets correspondingly by wiping out the debit balance 
of the Profit & Loss Account (Rs. 3,00,000) and writing down Goodwill to the extent 
of Rs. 3,00,000, Patents Rs. 3,00,000, and Preliminary Expenses Account Rs. 1,00,000. 
Pass Journal Entries to give effect to the above. 


Solution 


JOURNAL ENTRIES 


Ordinary Share Capital Account ... ... Dr. 

6 % Preference Share Capital Account ... ... „ 

To Keduction of Capital Account 

(Being reduction of 1,00,000 Ordinary Shares of Rs. 10 
each and 1,00,000 Preference Shares of Rs. 10 each, 
fully paid, to an equal number gf Ordinary Shares 
and Preference Shares of Rs. 5 each, fully paid, as 

per Special Resolution dated.and the Order of 

the Court dated.) 

Reduction of Capital Account ... ... Dr. j 

To Goodwill Account 
„ Patents Account 
„ Preliminary Expenses Account 
,, Profit and Loss Account 

(Being the amount of assets written down and losses 

__written off out of the reduction of Capital as above ) 

” - ‘~ : - ■ • ~ 

Problem 329 ^ 


i Rs. jj 
5,00,000 1 
5,00,000 :j 

* !i 


Rs. 


10,00,000 


10 ,00,000 j! 

P 3,00,000 
3 , 00,000 
\. 1,00,000 
1 3,00,000 


As Auditor of X. Y. Z. Co., Ltd., you are informed that the Company has 
agreed to purchase the A. B. C. Co., Ltd., as from 31st December 1943, on the 
following terms : — 

The X. Y. Z. Co., Ltd., is to discharge all the liabi lities of the A. B. C. Co., Ltd., 
and to tq ke over all the assets at the values^as shownT in the A. B. C. Co.’s Balance 
Sheet at 3lst December 194 J Shareholders in the vendor company are to receive an 
equivalent number of shares in X. Y. Z. Co. plus Rs. 1,00,000 in cash. 

The following was the position of the two companies at 31st December 1943 : — 

X. Y. Z. CO., LTD. 


Liabilities Rs. | Assets Rs. 


Nominal Capital 

Subscribed Capital 

Creditors 

Reserve Fund 

Profit and Loss Account 

. .15,00,000 

. .10,00,000 
.. 70,000 

.. 1,00,000 
.. 1,25,000 

Debtors 

Premises 

Plant and Machinery 

Cash in hand and at Bank 
Investments 

Bills Receivable 

Stock 

.. 4,50,000 
.. 1,00,000 
.. 1,50,000 
.. 20,000 
.. 1,00,000 
.. 1,00,000 
.. 3,75,000 


Rs. 12,95,000 


Rs. 12,95,000 


A. B. C. CO., LTD. 


Liabilities 
Subscribed Capital 
Creditors 

General Reserve Account 
Profit and Loss Account 

Rs. 

.. 2,50,000 
.. 25,000 

.. 30,000 

.. 20,000 

Assets 

Debtors 

Bank 

Premises 

Fixtures, etc. 

Stock 

<**- 

Rs. 

.. 1,45,000 
5,000 
.. 55,000 

.. 20,000 
.. 1,00,000 


Rs. 3,25,000 


Rs. 3,25,000 
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You are requested to prepare a Balance Sheet, as on 1st January 1944, embodying 
the above arrangements, assuming that the cash transactions do not take place till 
afterwards. # 

What recommendations would you, as Auditor, make to the Directors of the 
X. Y. Z. Co., Ltd. with regard to the new state of affairs, dealing especially with 
Goodwill ? 

Solution 




\ J> O l tJV* 


c* J 


The X. Y. Z. Co., Ltd. 
BALANCE SHEET 
As at 1st January 1944 


Capital & Liabilities 

Rs. 

Property & Assets 

Rs. 

Nominal Capital 

15,00,000 

Goodwill ... 

50,000 

i 


Premises ... 

1,55,000 

Rs. ! 


Plant and Machinery ... 

1,50,000 

Subscribed Capital ... 10,00,000 ! 


Fixtures, etc. 

20,000 

Issued to Vendors as fully 


Stock ... ...; 

4,75,000 

paid ... ... 2,50,000 


Bills Receivable ... ...1 

1,00,000 

-! 

12,50,000 

Detyors ... ...j 

5,95,000 

Reserve Fund 

1,00,000 

Investments ... ...i 

1,00,000 

Vendors (A. B. C. Co., Ltd.) 

1,00,000 

Cash in hand and at Bank ... 

25,000 

Creditors 

95,000 

I 


Profit & Loss Account ... 

1,25,000 



Rs. 

16,70,000 

Rs. 

i 

16,70,000 


The Auditor will have to enquire if the Assets of the A. B. C. Co., Ltd., as taken 
over have been brought in at proper values. If any asset on a revaluation appears to 
have been shown at an inflated price, the same must be brought down to its proper 
figure by debiting the difference to Goodwill. # 

The Auditor should also carefully scrutinise the value of Goodwill having due 
regard to the past profits of the A. B. C. Co., Ltd. If it is more than it is really 
worth, he should suggest it being written off from future profits. This, however, is 
not legally necessary. 

Note.— No particulars regarding shares are available. 

Problem 330 ^ 

The “ A ” Bank, with a Capital of Rs. 2,00,00,000 in 50,000 shares of Rs. 400 
each (Rs. 70 is paid up), and a Reserve of Rs. 30,00,000, and whose shares were quoted 
at Rs. 240,vya&Taken, over by the “ B ” Bank, whose Capital was Rs. 6,00,00,000 in 1,00,000 
shares of Rs. 600 each (Rs. 200jDaicl „up), and a Reserve of Rs. 80,00,000, and whose shares 
were quoted at Rs. 740, on tKeoasis that one share in the purchasing Bank was given 
for three Shares in the vendor Bank. 

What are the entries to be made in the purchasing Bank’s books, and how will its 
Share Capital and Reserves then stand ? 

Solution 

JOURNAL ENTRY IN THE BOOKS OF THE “B” BANK 




\o 




fr 

b 


Sundry Net Assets 

To Share Capital Account 
„ Bank 

„ Reserve Account 

(Being the values of the Assets of the “ A " 
Bank and payment of purchase considera¬ 
tion by issue of 16,666 Shares of Rs. 600 
each, Rs. 200 paid up and Cash, being at 
the rate of one Share in “ B" Bank for 
every three Shares in “A*' Bank.) 



Rs. 


a. p. 


33,33,200 0 0 
493 5 4 
31,66,306 10 8 
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Rs. a. p. 

The Share Capital will now stand at .. .. 2,33,33,200 0 0 

The Reserve will now stand at .. 1,11,66,306 10 8 

Notes. — (1) Cash payment is for 2|3rds of a share at Rs. 740 per share. 

(2) It would be better to credit Capital Reserve Account with the amount of profit 
made on taking over of the “ A ” Bank, although the procedure followed is not incorrect. 

Problem 331 >1 

The Bombay Trading Co., Ltd., having a Capital of Rs. 4,50,000 divided into 
9,000 shares of Rs. 50 each (on which Rs. 40 per share was paid up) and a Reserve 
Fund of Rs. 90,000 was absorbed by the International Trading Co., Ltd., having a Capital 
of Rs. 12,00,000 divided into 40,000 shares of Rs. 30 each (on which Rs. 25 per share was 
paid up) and a Reserve Fund of Rs. 2,00,000, on the terms that for every three shares 
in the absorbed company, the absorbing company was to give five shares (partly paid 
as the original ones). 

Give with full details the Journal Entries in the Books of the absorbing Company 
and draw out the Balance Sheet after the absorption. 


Solution 


JOURNAL ENTRIES IN THE BOOKS OF THE INTERNATIONAL TRADING CO., LTD. 


Sundry Net Assets 

To The Liquidator of the Bombay Trading Co., Ltd. 

„ Capital Reserve Account 

(Being the value of sundry net Assets of the Bombay 
Trading Co., Ltd. taken over by us, the consideration 
being the issue of five Shares of this Company, Rs. 25 
per share paid up for every three Shares of the 
absorbed Company, i. e., issue of 15,000 Shares of 
Rs. 30 each, Rs. 25 per share to be considered as 
paid up.) * 


! Liquidator of the Bombay Trading Co., Ltd. 
j To Share Capital Account 

: (Being issue of shares to the liquidator of the absorbed 
! Company, in payment of purchase consideration as 
! above mentioned.) 


' L.F. J 

Rs. 

Rs. 

Dr. 

j 4,50,000 

3,75,000 

75,000 



i 

j 

Dr. 

' 3,75,000 

j 3,75,000 

I 

| 


il_ _; 



The International Trading Co., Ltd. 
BALANCE SHEET (AFTER ABSORPTION) 


| 

Issued Capital:— 

55,000 Shares of Rs.*30 each ... i 

Rs. 

16,50,0C0 

Sundry Net Assets 

j Rs. 

...j 16,50.000 

i ! 

1 

Called up Capital:— 

40,000 Shares of Rs. 30 each, 
Rs. 25 per share called up 

15,000 Shares of Rs. 30 each, j 
issued to Vendors as Rs. 25 per 
share called up 

Reserve Fund 

Capital Reserve 

; 10 , 00,000 

3,75,000 
2 ,00,000 
j 75,000 


Rs. 

16,50,000 


Rs. 16,50,000 



. _ 

^ _ ^ _ 


, Problem 332 ^ 

TJie Bubbles Co., Ltd., is in the hands of a Receiver for Debenture-holders, 
Who hold a charge on all assets, except uncalled Capital. The following statement 
shows the position as regards creditors as on 30th June 1943; — 
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Liabilities Hs. 

Share Capital Hs. 36,00,000 in 
Shares of Rs. 60 each, Rs. 80 
paid up 

First Debentures .. .. 30,00,000 

Second Debentures .. .. 60,00,000 

Unsecured Creditors .. 45,00,000 


Rs. 1,35,00,000 


Assets 

Cash in hand of the Receiver 
Property, Machinery & Plant, 
etc. cost Rs. 39,00,000 estimat¬ 
ed at 

Charged under Debentures 
Uncalled Capital— 

60,000 Shares at Rs. 30 each 
Deficiency 


Rs. 

27,00,000 

. 15,00,000 

,. 42,00,000 

18,00,000 
.. 75,00,000 

1,35,00,000 


A holds the First Debentures for Rs. 30,00,000 and Second Debentures for 
Rs. 30,00,000. He is also an unsecured creditor for Rs. 9,00,000. B holds Second Deben¬ 
tures for Rs. 30,00,000 and is an unsecured creditor for Rs. 6,00,000. 

The following scheme of reconstruction is proposed : — 

(1) A is to cancel Rs. 21,00,000 of the total debt owing to him, to advance 

Rs. 3,00,000 in Cash and to take First Debentures (in cancellation of 
those already issued to him) for Rs. 51,00,000 in satisfaction of all his 
claims. 

(2) B is to accept Rs. 9,00,000 in Cash in satisfaction of all claims by him. 


Unsecured creditors (other than A and B) are to accept four shares of 
Rs. 7-8-0 each, fully paid in satisfaction of 12 annas in the rnppp^f pverv 
jts. 60 of their claims. The balance of 4 annas in the rupee is to be post¬ 
poned, anH to be payable at the end of three years from the date of the 
Court's approval of the scheme. The Nominal Share Capital is to be 
increased accordingly. 

(4) Uncalled Capital is to be called up in full and Rs. 52-8-6 per share cancelled, 
thus making the Shares of Rs. 7-8-0 each. 

Assuming that the scheme is duly approved by all parties interested and by the 
Court, adjust the statement accordingly and show the alterations in the Company's 
Balance Sheet and give the necessary Journal entries. 


Solution 


JOURNAL ENTRIES 


First Debentures Account ...• ... ... Dr. 

Second Debentures Account ... ... ... „ 

Unsecured Creditors ... ... ... „ 

To A 

(Being amounts owing to A for First and Second De¬ 
bentures and out of unsecured liabilities, transferred 
to A's personal account.) 

Second Debentures Account ... ... ... Dr. 

Unsecured Creditors ... ... ... „ 

To B 

(Being amounts owing to B for Second Debentures 
and out of unsecured creditors, transferred to B's 
personal account.) 

Bank ... ... ... ... Dr. 

To A 

(Being the amount advanced by A, as per scheme of 
reconstruction.) 

A ... ... ... ... ... Dr. 

To New First Debentures Account 
,, Deficiency Account 

(Being the issue of new First Debentures to A for Rs. 
51,00,000 in full satisfaction of all his claims against 
the Company, as per scheme of reconstruction.) 


L.F. 

Rs. 

Rs. 


30,00,000 

30,00,000 

9,00,000 

69,00,000 


• 30,00,000 
6 ,00,000 

36,00,000 


3,00,000 

3,00,000 

j 

72,00,000 

51,00,000 

21 ,00,000 
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JOURNAL ENTRIES.— (Contd.) 


B ... ... ... ... ... Dr. 

To Bank 

„ Deficiency Account 

(Being cash paid to B in full satisfaction of all his 
claims against the Company, as per scheme of 
reconstruction.) 

L.F. 

i 

Rs. 

36,00,000 

Rs. 

9,00,000 

27,00,000 

Unsecured Creditors ... ... ... Dr. 

To Share Capital Account 

„ Deficiency Account 1 

(Being payment to the remaining Rs. 30,00,000 Un¬ 
secured Creditors, bv the issue of 2,00,000 Share^ of 

Rs. 7-8 each, fully paid, in satisfaction of 12 annas 
in the rupee of £very Rs. 60 of their claims. Pay¬ 
ment of thebalanoe of 4 annas is postponed, as per 
scheme of reconstruction.) 

I 

i 

1 : 
| | 

22,50,000 | 

| 

15,00,000 

7,50,000 

Bank ... ... ... ... Dr. 

To Share Capital Account 

(Being the amount of uncalled capital received by 
calling the same, as per scheme of reconstruction.) 

i 

i 

I 

i 

! 

18,00,000 

18,00,000 

Share Capital Account ... ... ... Dr. 

To Deficiency Account 

(Being reduction of Share Capital from 60,000 Shares of 

Rs. 60 each, fully paid, to 60,000 Shares of Rs. 7-8 
each, fully paid, as per scheme of reconstruction.) 

i 

1 

31,50,000 

1 

1 

31,50,000 


BALANCE SHEET 
As at 30 th June 1943 



i 

Rs. 


Rs. 

Share Capital: — 



Cash at Bank 

39,00,000 

2,60,000 Shares of Rs. 7-8 each, 


Property, Machinery, Plant, etc., I 


fully paid 


19,50,000 

at cost ... ... ... ; 

39,00,000 

New First Debentures 


51,00,000 

i 


Unsecured Creditors 

... 

7,50,000 




Rs. 

i! 78,00,000 

II- - — - 

Rs. i 

1 

78,00,000 


Note. —The total deficiency for shareholders is Rs. 1,11,00,000 made up of Rs. 75,00,000, 
Deficiency as' per Statement of Affairs as regards Creditors and Rs. 36,00,000 the loss 
of shareholders' Capital. Out of this deficiency may be deducted the difference between 
the cost price and the price estimated to be realized of Property, Machinery, Plant, 
etc. (as these assets are not realized and no actual loss has arisen). The deficiency 
comes down to Rs. 87,00,000, out of which Rs. 55,50,000 has been suffered by the Deben- 
tureholders and the unsecured creditors, and the balance of Deficiency, viz. Rs. 31,50,000 
is to be suffered by the shareholders. ^ ' 

Problem 333 M 


The following is the Balance Sheet of a Company as on 30th September 1943 : — 


Rs. Rs. 

Nominal Capital: — 

50,000 Ordinary Shares 
of Rs. 10 each 5,00,000 

50,000 5% Preference 
Shares of Rs. 10 each 5,00,000 



Rs. 

Goodwill 

.. 50,000 

Freehold Premises 

.. 6,00,000 

Plant and Machinery 

.. 1,00,000 

Stock 

.. 40,000 

Sundry Debtors 

.. 70,000 

Cash at Bank 

.. 3,00,000 


Rs. 10,00,000 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Issued Capital: — Rs. Rs. 

45,000 Ordinary Shares 
of Rs. 10 each, fully 
paid 4,50,000 

45,000 5% Preference 
Shares of Rs. 10 each, 
fully paid 4,50,000 

- 9,00,000 

Sundry Creditors .. 10,000 

Profit & Loss Account—Balance 2,50,000 


Rs. 11,60,000 Rs. 11,60,000 


The Shareholders resolved that the credit balance of the Profit & Loss Account 
should be dealt with as follows : — 

(a) The Preference Dividend to be paid. (b) The Ordinary Shareholders to 
receive a dividend at the rate of 10% free of tax. ^ (c) A return of capital 
(subject to re-call) to be made to the Shareholders, Preference Shareholders 
to receive Re. 1-4 per share, and Ordinary Rs. 2-8 per share. 

A holder of 1,000 Preference Shares gave the necessary notice to the Company 
that he did not wish to accept a return of capital. 

Give the Journal Entries necessary to record the above in the books of the 
Company and the Balance Sheet immediately after the scheme has been carried out, 
showing the treatment of the sum the Prefere npp Shgrphnl der refuse d to ar rept. 

Solution 


JOURNAL ENTRIES 


; Profit and Loss Appropriation Account ... ... Dr. 

To Preference Share Dividend Account 
, ,, Ordinary „ „ „ 

1 (Being dividends declared, as per Resolution dated.) 


j Preference Share Dividend Account ... ... Dr. 

| Ordinary „ „ „ ... ... „ 

To Bank 

i „ Income-tax Account 

' (Being payment of dividends, after deducting tax 
at 18 pies in the Rupee from Pref. Share Dividend.) 

i Preference Share Capital Account ... ... Dr. 

; Ordinary „ „ „ ... ... „ 

To Sundry Shareholders' Account 
j (Being transfer of Capital to be returned, as per 
‘ Resolution dated.) 


Rs. i Rs. 
67,500 i; 

I 22,500 
! 45,000 


I 

22,500 ! 

45,000 ;! 

II 65,390-10 
ij 2,109- 6 


56,250 

1,12,500 


1,68,750 


! Sundry Shareholders' Account ... ... Dr. 

| To Bank 

I (Being payment of Capital to Shareholders, as per 

I Resolution dated.with the exception of Re. 1-4 

I per share on 1,000 Preference Shares.) 


! Profit & Loss Appropriation Account ... ... Dr. 

| To Capital Reserve Account 

i (Being profit set aside against return of Capital, as per 
| Resolution dated.) 


i Investments Account ... ... ... Dr. j 

To Bank 

i (Being investments made in Trust Securities on j 

account of the holder of 1,000 Preference Shares.) j 

! i 


1,67,500 


1,68,750 


1,250 


1,67,500 


1,68,750 


1,250 
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ADJUSTED BALANCE SHEET 


As ait 


Capital & Liabilities 

Nominal CapitalRs. 
50,000 Ordinary Shares 
of Rs. 10 each ... 5,00,000 

50,000 5% Preference 

Shares of Rs. 10 each... 5,00,000 

Rs. a. p. 

.. ‘ ’. .”"T 

Property & Assets 

Goodwill 

Freehold Premises 

Plant and Machinery ... ...! 

Stock ... ... ... ! 

Sundry Debtors 

Investment of amount retained 
as per contra 

Cash at Bank 

Rs. a. p. 
50,000 0 0 

6,00,000 0 o 
1,00,000 0 0 
40,000 0 0 
70,000 0 0 

Rs. 10,00,000 


1,250 0 0 
65,859 6 0 

Issued Capital:— 

45,000 Ordinary Shares 
of Rs. 10 each, Rs. 7/8 
per share paid up ...3,37,500 
45,000 5% Preference 

Shares of Rs. 10 each, 

Rs. 8/ L2 per share 

paid up . 3,93,750 

. 1 

7,31,250 0 0 

jl 1,250 0 0 
1,68,750 0 0 
2,109 6 0 
i 10,000 0 0 
13,750 0 0 

Amount retained for one 
shareholder 

Capital Reserve Account 

Income-tax Reserve 

Liabilities for goods supplied 

Profit & Loss Appropriation Account 



Rs. 

9,27,109 6 0 

Rs. 

9,27,109 6 0 

- - - - — 

- -v— --- _ 

__ Z ~~~—7 - __ 

- ■ - 


Note.— While providing for Income-tax, the rate applicable to Limited Companies 
at the time of solution must be taken. 


Problem 334 '^7 

The following is the Balance Sheet of a Company as on 31st December 1943: — 


Rs. Rs. 

Nominal Capital: — 

1,00,000 8% Cumula¬ 
tive Participating 
Preference Shares 
of Rs. 10 each .. 10,00,000 
2,00,000 10% Cum. “A” 

Preference Shares 
of Rs. 10 each .. 20,00,000 
8,00,000 Ordinary Shares 

of Rs. 10 each .. 80,00,000 

-1,10,00,000 

Issued Capital: — - 

1,00,000 8% Cumula¬ 
tive Participating 
Preference Shares 
of Rs. 10 each .. 10,00,000 
2,00,000 10% Cumu- * 
lative “A” Prefer¬ 
ence Shares of 
Rs. 10 each 20,00,000 

3,00,000 Ordinary 
Shares of Rs. 10 each 30,00,000 

- 60,00,000 

6 % Debentures .. 15,00,000 

Sundry Creditors .. . • 24,99,500 


I Rs. 

| Goodwill .. .. 1,00,000 

! Plant and Machinery .. 17,00,000 

Premises .. .. 14,00,000 

Stock .. .. 28,09,000 

Sundry Debtors .. .. 35,80,500 

Cash .. .. 15,000 

Profit and Loss Account .. 3,95,000 


Note.— There is a contingent lia¬ 
bility on both classes of Pre¬ 
ference Shares in respect of 
three years' Dividends. 


Rs. 99,99,500 


Rs. 99,99,500 








480 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


The Company decides to adopt a scheme of re-arrangement (there being no 
dissentients), on the following lines : — 

(1) The 8% Cumulative Participating Preference Shares to forego their arrears 

of Dividend and be converted into 6% Cumulative First Preference Shares 

of Rs. 10 each. 

(2) The 10% Cumulative “ A ” Preference Shares to forego their arrears of 

Dividend and become 74% Preference Shares of Rs. 10 each. 

(3) Each share of the Ordinary Share Capital (consisting of Rs. 10 shares) to 

be divided into five shares of Rs. 2 each. 

In respect of every five New Ordinary Shares thus issued, three of the Rs. 2 
shares are to be surrendered to the Company. Two out of every three shares thus 
surrendered are to be allotted to the holders of the 6% and the 74% Preference Share¬ 
holders, in proportion to their holdings, as 10% Preferred Ordinary Shares. The remain¬ 
ing shares surrendered are to be cancelled and to be utilised in writing off the debit 
balance on the Profit and Loss Account, in writing down Plant and Machinery to 
Rs. 16,20,000, and in eliminating Goodwill. 

You are required to give the Journal Entries necessary to record the above 
arrangements in the books of the Company and to prepare the revised Balance Sheet. 


Solution 


JOURNAL ENTRIES 


! L.F. 

I 8% Cumulative Preference Share Capital Account ... Dr. 

To 6% Cumulative First Preference Share Capital 
; Account. 

, (Being conversion of 1,00,000 8% Cumulative Participa- 
i ting Preference Shares of Rs. 10 each into 1,00,000 
! 6% Cumulative First Preference Shares of Rs. 10 

each, as per Resolution dated.) i 


10% Cumulative “A” Preference Share Capital Account Dr. 
Tq 74% Preference Share Capital Account 
I (Being conversion of 2,00,000 10% Cumulative “A” 

! Preference Shares of Rs. 10 each into 2,00,000 74% 
i Preference Shares of Rs. 10 each, as per Resolution 
I of.) 


Old Ordinary Share Capital Account ... ... Dr. 

To New Ordinary Share Capital Account 
(Being conversion of 3,00,000 Ordinary Shares of Rs. 10 
each into 15,00,000 Ordinary Shares of Rs. 2 each, as 
per Resolution dated.) 

y/\ New Ordinary Share Capital Account ... ... Dr. 

1 To Capital Reduction Account 
| (Being cancellation of 3,00,000 Ordinary Shares of Rs. 2 
I each, as per Resolution dated.) 


Rs. 

10,00,000 


Rs. 

10,00,000 


20,00,000 


! 


30,00,000 


6 , 00,000 


20,00,000 


30,00,000 


6,00,000 


Capital Reduction Account ... ... ... Dr. 

To Profit and Loss Account 
„ Plant and Machinery Account 
„ Goodwill Account 
„ Capital Reserve Account 

(Being loss written off and assets written down, as per 
Resolution of.) 


6,00,000 


3,95,000 

80,000 

1,00,000 

25,000 


v4 


New Ordinary Share Capital Account ... ... Dr. 

To 10% Preferred Ordinary Share Capital Account 
(Being surrender of 6,00,000 Ordinary Shares of Rs. 2 
eaph to be issued as 10% Preferred Ordinary Shares, 
rateably between the holders of 6% and 7% Prefer¬ 
ence Shares, as per Resolution of.) 


12,00,000 


| 12 , 00,000 
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. Co., Ltd. 

ADJUSTED BALANCE SHEET 
As at 31st December 1943 


Capital & Liabilities 


Nominal Capital :— 

1,00,000 6% Cumulative First 
Preference Shares of Rs. 10 
each 

2,00,000 7i% Preference Shares 
of Rs. 10 each 

6,00,000 10% Preferred Ordinary 
Shares of Rs. 2 each 
34,00,000 Ordinary Shares ofRs. 2 
each 


Issued Capital:— 

1,00,000 6% Cumulative First 
Preference Shares of Rs. 10 
each, fully paid 

2,00,000 7£% Preference Shares 
of Rs. 10 each, fully paid 
6,00,000 10% Preferred Ordinary 
Shares of Rs. 2 each, fully paid . 
6,00,000 Ordinary Shares of Rs. 2 
each, fully paid 


6% Debentures 
Sundry Creditors 
Capital Reserve 


Rs. 


'Vn 


Problem 335 

On 1st January 1944 the Balance Sheet 

Liabilities Rs. 

Share Capital authorised, issued 
and paid up : — 

4,00,000 Ordinary Shares of 
Rs. 5 each, fully paid .. 20,00,000 
3,00,000 6% Preference Shares 
of Rs. 5 each, fully paid .. 15,00,000 
“A” 6% Debentures secured on 
Bombay Works .. 1,00,000 

“B” 6% Debentures secured on 
Calcutta Works .. 2,50,000 

Workmen’s Compensation Fund: — 

Rs. 

Bombay .. 25,000 

Calcutta .. 10,000 


Rs. 

Property & Assets 

Rs. 


Plant and Machinery ... 

16,20,000 


Premises 

14,00,000 


Stock 

28,09,000 

10,00,000 

Sundry Debtors 

35,80,500 

20,00,000 
j 12,00,000 
68.00,000 
j 1.10,00,000 

Cash at Bank 

15,000 

! 10,00,000 

'j 

I 20,00,000 

12,00,000 

I 12,00,000 

51,00,000 
i 15,00,000 

i 

i 

i 

| 

I 

i 

1 

I 

| 

24,99,500 

25,000 


s 

1 

94,24,500 

Rs. 

94,24,500 

■! 

... . 



of Wisemen, Ltd., was as under: — 
Assets 


Bank Overdraft 
Creditors 


35,000 
.. 7,50,000 

.. 2 , 00,000 

Rs. 48,35,000 


Bombay Works 
Calcutta Works 
Workmen’s Compensation Fund 
Investments 
Stock 
Debtors 


Discount on Debentures : — Rs. 
“ A ” 2,500 

“ B ” 10,000 


Profit and Loss Account 


Rs. 

20,00,000 

10,00,000 

35,000 

1,15,000 

50,000 


12,500 

16,22,500 


Rs. 48,35,000 


As on 1st January 1944, under a scheme to reduce the Capital:—* 
(a) The Quinary Shares were reduced to Annas 4 each; 


31 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


(b) The Preference Shares were reduced to^ Rs. 3-12 each and the rate of 

dividend on them to 5% ; . 

(c) The “ A ” and “ B ” Debenture-holders waived payment of Rs. 42,000 interest 

(which was included in Creditors, Rs. 2,00,000 ”); 

(d) The Directors were to refund Rs. 50,000 fees they had received. 

The “ B ” Debenture-holders formed a new company to take over the Calcutta 
Works for Rs. 5,00,000 and this price was satisfied, on the same date, by the surrender of 
the “ B ” Debentures and the Allotment of 50,000 fully-paid shares of Rs. 5 each in the 
new company. 

The investments were valued at Rs. 25,000, Stock at Rs. 50,000 and the Debtors at 
Rs. 40,000. There was no actual liability to workmen in Calcutta. The assets were to 
be written down accordingly ; any fictitious assets were to be eliminated ; only necessary 
reserves were to he retained and the balance available was to be written off the book 
value of the Bombay Works. 

Journalise these transactions. 


Solution 


JOURNAL ENTRIES 


! L.F. 

Ordinary Share Capital Account ... ... Dr. ! 

6% Preference Share Capital Account ... ... „ 

Creditors (for Interest on Debentures) ... ... „ 

Directors (Personal Account) ... ... „ ! 

Workmen's Compensation Fund (Calcutta) ... „ 

To 5% Preference Share Capital Account 
,. Capital Reduction Account 
(Being reduction of 400,000 Ordinary Shares of Rs. 5 
each to annas 4 each; conversion of 300,000 6% Pre¬ 
ference Shares of Rs. 5 each to 5% Preference Shares 
of Rs. 3-12 each; Cancellation of liability for Deben¬ 
ture Interest; refund of Directors' Fees; and writing 
off of Calcutta Workmen’s Compensation fund not 
being necessary, as per Reduction Scheme approved 
by the Court, and the Minutes of 1st January 1944.) 


Capital Reduction Account ... ... Dr. 

To Calcutta Works 

„ Workmen’s Compensation Fund Investments 
Account 

,, Reserve for Bad Debts 
„ Stock 

„ Discount on Debentures—A 
,» „ „ —B 

,, Profit and Loss Account 
,, Bombay Works 

(Being the credit balance of the former Account utilised 
in writing off fictitious assets, and in writing down 
certain other assets.) 


“B” Debenture-holders’ Account ... ... Dr. 

To Calcutta Works 

(Being the agreed purchase price payable by them, as 
per Agreement of this day.) 


“B” Debentures Account ... ... Dr. 

Shares in the New Company ... ... „ 

To “B” Debenture-holders' Account 
(Being payment of purchase consideration by cancella¬ 
tion of the “B" Debentures and by the issue of 
50,000 fully paid Rs. 5 Shares in the new Company.) 

Problem 336 A ?^ 


Rs. 

! i 

'! 19.00,000 

|: 15,00,000 

42,000 | 
! 50,000 1 

10,000 


Rs. 


11,25,000 

23,77,000 


; 23,77,000 


5,00,000 


10,000 

10,000 

65,000 

2,500 

10,000 

16,22,500 

1,57.000 


5,00,000 


• I 


I 2,50,000 
i 2,50,000 


5,00,000 


5,00,000 


The Balance Sheet of the Gamma Factory, Ltd., dated 31st December 1943, is as 
follows : — 
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Liabilities Rs. 

Share Capital authorised and 
issued : 8,000 Shares of Rs. 100 
each fully paid Rs. 8,00,000 

Debentures 13,40,000 

Interest accrued (Net) 40,000 

- 13,80,000 

Sundry Creditors: — 

Income-tax 10,000 

Trade and General 4,50,000 

- 4,60,000 


Rs. 26,40,000 


Assets Rs. 

Land, Buildings, Machinery, etc. 14,30,000 
Stock-in-trade .. .. 80,000 

Sundry Debtors .. .. 30,000 

Investments .. .. 17,000 

Cash at Bank .. .. 13,000 

Profit and Loss Account .. 10,70,000 


Rs. 26,40,000 


The fixed assets (included in a floating charge in favour of the Debenture-holders) 
are much overvalued. The Debenture-holders are prepared to accept a modification of 
their claims in consideration of a substantial interest in Share Capital. A Scheme of 
Arrangement is accordingly prepared, approved by the necessary meetings, and in due 
course confirmed by the Court. Of this scheme, the following are the main terms : — 

(1) Each share shall be subdivided into twenty fully-paid Ordinary Shares of 
Rs. 5 each. 

f2) After subdivision, each Shareholder shall surrender to the Company 95% 
of his holding, for the purpose of re-issue to Debenture-holders and 
Creditors, so far as required, and otherwise for cancellation. 

(3) Of those surrendered, 46,000 shares of Rs. 5 each shall be converted into 
Participating Preference Shares of Rs. 5 each, fully paid. 

j[4) The Debenture-holders’ total claims shall be reduced to Rs. 2,30,000 in 
consideration for which the Debenture-holders shall receive from the 
Company 46,000 Participating Preference Shares of Rs. 5 each, upon their 
claims on 31st December 1943. 

(5) The Liability for Income-tax is to be satisfied in full. 

(fi) The claims of unsecured creditors Rs. 4,50,000 shall be reduced by 4|5ths of 
the amount and the balance shall be satisfied by allotting them Ordinary 
Shares of Rs. 5 each from the shares surrendered. 

(7) Shares surrendered and not re-issued shall be cancelled. 


Journalise the transactions upon the Scheme being carried, into effect. Prepare a 
Balance Sheet showing the effect of the Scheme, assuming that the liability for Income- 
tax has not been discharged and that the amounts of the assets are unaltered. 


Solution 


JOURNAL ENTRIES 


Rs. 100 Share Capital Account 

To Us 5 Ordinary Share Capital Account 
(Being sub-division of 8,000 shares of Rs. 100 each 
fully paid into 1,60,000 Ordinary Shares of Rs. 5 
each, fully paid, as per Special Resolution of 

. and in accordance with the Scheme 

sanctioned by the Court on.) 

L.F. 

Dr. 

Rs. !! 
8,00,000 ;| 

Rs. 

I 8,00,000 

Ordinary Share Capital Account 

To Surrendered Shares Account 
(Being surrender of 95% of the Rs. 5 Ordinary 
Shares, in accordance with the Scheme of Arrange- 
ment sanctioned by the Court on.) 

Dr. 

7,60,000 : 

7,60,000 

Debentures Account 

Dr. 

11,10,000 ’ 


Debenture-holders for Interest Account ... 

»» j| 

40,000 


Trade and General creditors ... 

To Reorganization Account 
(Being reduction of the claims of Debenture-holders 
and unsecured creditors, and issue to them of 
shares as follows, in accordance with the Scheme 

»• m 

, i! 

4,50,000 

16,00,000 

of Arrangement sanctioned by the Court on.) 

1 


'-•=> 
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JOURNAL ENTRIES— Contd. 


Surrendered Shares Account ... ... Dr. 

To Participating Preference Share Capital Account 
,, Ordinary Share Capital Account 
(Being issue to the Debenture-holders of 46,000 Pref¬ 
erence Shares of Rs. 5 each, fully paid, in considera¬ 
tion of their reduction in claims, and the issue of 
Ordinary Shares to the extent of l/5th of their total 
claim in full satisfaction to the trade Creditors). 


Surrendered Shares Account ... ... ... Dr. 

To Reorganization Account 
(Being transfer of shares surrendered, and not re- 
issued, to the latter Account as per Scheme). 


Rs. 

3,20,000 


Rs. 

2,30,000 

90,000 


4,40,000 


4,40,000 


Reorganization Account ... ... ... Dr. 

To Profit and Loss Account 
„ Depreciation Fund Account 
(Being debit balance of P. & L. Account, written off 
out of the surplus on reorganization, and the balance 
of such surpuls utilized in creating a Depreciation 
Fund for fixed assets, which are much overvalued). 


20,40,000 


10,70,000 

9,70,000 


GAMMA FACTORY, LTD. (AND REDUCED) 


Capital and Liabilities 

Rs. 

Property and Assets 

Rs. 

Authorised and Issued Share Capital: 


Land, Buildings, Machinery, etc. ... 

14,30,000 

8,000 Shares of Rs. 100 each, fully 


Stock-in-trade 

80.000 

paid, reduced by the order of Court, 


Sundry Debtors 

30,000 

dated.to 46,000 Participating 


Investments 

17,000 

Pref. Shares of Rs. 5 each, fully paid 

2,30,000 

Cash at Bank 

13,000 

\ 

i 

26,000 Ordinary shares of Rs. 5 each, 
fully paid 

Depreciation Fund 

Debentures (secured on fixed assets) 
Income-tax 

1,30,000 

3,60,000 

9,70,000 

2,30,000 

10,000 


Rs. ! 

15,70,000 

Rs. 

jl5,70,000 

■ 



1 


Note.— The details of the Scheme are not shown in the Balance Sheet, as they are 
not specifically asked for. 


Problem 337 


The All-India Company, Limited, agrees to acquire, as a going concern, the 
business of the Presidency Compa ny. Limited, on the basis of the Vendor’s Balance Sheet 
at 31st December 1943, which is a& follows : — 

Liabilities ^ Rs. Assets Rs. 


Authorised Capital— 

25,000 Shares of Rs. 50 each .. 12,50,000 

Issued Capital— - 

20,000 Shares of Rs. 50 each .. 10,00,000 

Called-up Capital— - 

20,000 Shares of Rs, 30 each .. 6,00,000 
Reserve Fund .. 1,25,000 

Creditors .. 75,000 

Profit and Loss Account .. 60,000 


Rs. 8,60,000 


Freehold Property .. .. 2,50,000 

Plant and Machinery .. 50,000 

j Stock .. .. 3,00,000 

6 per cent Government Paper .. 10,000 

Rs. 

Debtors .. 2,30,000 

i Less Reserve .. 10,000 

- 2,20,000 

i Cash at Bank .. 30,000 


Rs. 8,60,000 
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The All-India Company, Limited, took over all the assets and liabilities of the 
Vendor company, subject to the retention out of such assets of Rs. 15,0®, to provide for 
costs of liquidation, income-tax, etc., and to satisfy any dissentient snareholders. 

The consideration for the sale is the allotment to the Shareholders in the Vendor 
company of one share of Rs. 100 (Rs. 50 paid up) in the All-India Company for every 
two shares in the Presidency Company, Limited. 

The market value of the All India Company’s shares which are Rs. 50 paid up, at 
date of sale is Rs. 70 each. The liquidator of the Vendor company is paid out of the 
Rs. 15,00Q retained : costs of liquidation amount to Rs. 2,500, income-tax is Rs. 7,500, and 
dissentient shareholders of 100 shares are paid out at Rs. 32-8 per share, viz., Rs. 3,250 . / 
The sale and purchase were carried through in terms of the agreement. ' ( 

Pass the necessary entries in the books of the respective companies. (B. Com.) 


Solution ENTRIES IN THE BOOKS OF THE PRESIDENCY COMPANY, LTD. 


Realization Account 
To Freehold Property 
„ Plant and Machinery 
„ Stock 

„ 6% Government Paper 
„ Debtors 
„ Bank 

(Being sundry assets taken over by the All-India Co. 
Ltd., under Agreement dated.) 


Dr. 


L.F. 


Rs. 

8,55,000 


Rs. < 

2,50,000^ 

50,000 

3,00,000 

10,000 

2,30,000 

15,000 


Sundry Creditors ... ... ... ... Dr. 

Reserve for Doubtful Debts Account ... ... „ 

To Realization Account 

(Being liabilities taken over by the All-India Co., Ltd., 
as per Agreement dated.) 


75,000 

10,000 


85,000 


All-India Co., Ltd. ... ... ... ... Dr. 

To Realization Account 

(Being the purchase consideration agreed to be paid by 
the issue of 10,000 shares of Rs. 100 each, Rs. 50 per 
share paid, at the market value of Rs. 70 per share 
as per Contract dated.) 


Realization Account ... ... ... Dr. 

Share Capital Account ... ... ... „ 

To Bank Account 

(Being the payment of costs of liquidation Rs. 2,500, 
income-tax Rs. 7,500 and the return of share capital 
in respect of 100 shares at Rs. 32-8 per share, the loss 
on same being transferred to Realization Account.) 


7,00,000 


7,00,000 


!i io,*so. I 

: 3 m ii 

: i: 

ii : 

!i I 


13,2501 


Sundry Shareholders’Account ... ... Dr. 

To Realization Account 
(Being the transfer of loss on realization.) 


i; 80,250 

i; 


80,250 


Share Capital Account ... ... ... Dr. 

Reserve Fund Account ... ... . 

Profit and Loss Account ... ... ... „ 

To Sundry Shareholders’ Account 
(Being transfer of balances on the above Accounts to 
the last named Account.) 


Shares in All-India Co., Ltd. ... ... ... Dr. 

To All-India Co, Ltd. 

(Being the satisfaction of purchase consideration in 
terms of Agreement, dated.) 


Sundry Shareholders’ Account ... ... Dr. 

To Shares in All-India Co., Ltd. 

„ Bank 

(Being the distribution of All-India Co. shares and the 
balance of cash among the shareholders of the Pre¬ 
sidency Co., Ltd.) ___ 


5,97,000 

1,25,000 

60,000 


7,82,000 


7,00,000 


7,00,000 


7,01,750 


7 , 00,000 

1,750,( 
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ENTRIES IN THE BOOKS OF THE ALL-INDIA COMPANY, LTD. 


Freehold Property Account ... ... ... Dr. 

Plant and Machinery Account ... ... ... „ 

Stock Account 

6% Government Paper Account ... ... ... „ 

Debtors 

Bank Account 

! To Sundry Creditors' Account 

! „ Reserve for Doubtful Debts Account 

! „ Presidency Co., Ltd. 

„ Capital Reserve Account 

| (Being the assets and liabilities taken over from the 

i Presidency Co., Ltd., as per Agreement dated.and 

! the profit thereon transferred to Capital Reserve 

Account.) 


Presidency Co , Ltd. ... ... ... ... Dr. 

To Share Capital Account 
,, Share Premium Account 

(Being the issue of 10,000 shares of Rs. 100 each, Rs. 50 
per share paid up, at a premium of Rs. 20 per share, 
in satisfaction of purchase consideration, as per 
Agreement dated.) 


2,50,000 
, 50,000 
,3,00,000 
10,000 
2,30,000 
| 15,000 


t 


i 

I 


75,000 
10,000 
7,00,000 
j 70,000 



| 7,00,000 lj 


5,00,000 

2,00,000 



Problem 338 




On 1st January 1944, the Surviving Co., Ltd., acquired the undertaking of the 
Going Co., Ltd. The tangible assets were taken at book value and the con sideration 
was: (a) The assumption of ihe liabilities, (b) the discharge of the Debentures at a 
premium of~2j% By the issue ot b% Debentures in the Surviving Co., Ltd; and (c) Four 
Ordinary Shares in the Surviving Co., Ltd., and Rs. 5 in cash for each Ordinary Share in 
the Going Co., Ltd. 


The following is a summary 
1st January 1944 : — 


Authorised Capital 

50,000 Ordinary 
Shares of Rs. 20 
each 

1,00,000 Preference 
Shares of Rs. 20 
each 

3,50,000 Ordinary 
Shares of Rs. 20 
each 


Issued Capital (all fully 
paid up) ' 
Ordinary Shares' 
Preference Shares 
6% Debentures 
Reserve 

Sundry Creditors 
P. & L. Account 


Co. 


Going 

oTltd. 


of the Balance Sheets of 
Surviving* 


the two companies as on 


Rs. 


Co., Ltd. 
Rs. 


10,00,000 


...20,00,000 


...,70,00.0001 


90,00,000 


. 10,00,000 20,00,0001 
20,00,0001 

. 5,00,000 
. 20,00,000 j 
. 2,00,000 ! 6,00,0001 
. 11,50,000 15,00,000 


Rs. 48,50,000 61,00,000 


Goodwill at cost 
Sundry Assets at 

cost less depreciation 
Sundry Debtors 
Investments at cost 
Bank 


Going 'Surviving 
Co., Ltd. Co.. Ltd. 
Rs. /. Rs. 
2,20,000 110,00,000 


35,90,000 

2,60,000 

6,00,000 

1,80,000 


20,00,000 

2,00,000 

29,00,000 


Rs. 48,50,000 


61,00,000 


You are required to set out the Balance Sheet of the Surviving Co., Ltd., upon the 
completion of these transactions. 
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Solution 


The Surviving Company, Limited 
BALANCE SHEET 
As at 1st January 1944 


Authorised Capital 
100,000 Pref. Shares of Rs. 20 each 
350,000 Ord. Shares of Rs. 20 each 


Rs. 


Issued and fully paid Capital 


100,000 Pref. Shares of 
Rs. 20 each 

300,000 Ord. Shares of • 
Rs. 20 each 

6% Debentures 
Sundry Creditors 
Profit and Loss Account 


Rs. 

20,00,000 

60,00,000 


Rs. 

20 , 00,000 

70,00,000 


90,00,000 


Rs. 


80,00,000 

5,12,500 

8,00,000 

15,00,000 


1,08,12.500 


Goodwill at cost 
Sundry Assets at cost 
Less depreciation 
Sundry Debtors 
Investments at cost 
Cash at Bank 


Rs. 

13,32,500 

55,90,000 
4,60,000 
j 6,00,000 
! 28,30,000 






€ * o , 


7 




Rs. 


K 


1,08.12,500 


Notes.— (1) The figure of Goodwill is arrived at as follows: — 

Amount payable to the Shareholders of the Going 
Co., Ltd., 2,00,000 shares of Rs. 20 each 
Cash paid to them 
Premium payable on Debentures 
<£!?* 5 -’ 1 

Less value of the total holding \>f the Ctping Go., Ltd., 
excluding Goodwill, (Rs. 10,00,000 plus Rs. 20,00,000 
and Rs. 11,50,000 minus R£r"2,20,000) .. 


Rs. 

40,00,000 

2,50,000 

12,500 

42,62,500 


39,30,000 


Goodwill of the Going Co., Ltd. .. .. 3,32,500 

Add Goodwill in the Books of the Surviving Co., Ltd. .. 10,00,000 


Total Goodwill Rs. 13,32,500 


(2) The Profit of Rs. 15,00,000 in the books of the Surviving Co., Ltd., ought to 
have been distributed amongst its shareholders before the amalgamation of the two 
companies, as otherwise the shareholders of the Going Co., Ltd., will benefit in the 
future distribution of these profits. 

Problem 339 


The Trial Balance of the X Co., Ltd., was as follows: — 

Share Capital 5,000 shares of Rs. 10 each, fully paid 

Creditors 

Patent Rights 

Debtors 

Stock 

Preliminary Expenses 
Profit Apd Loss Account 
Cash ' 


Rsv | Rs. 
j 50,000 
I 26,500 • 

... 48,000 , 

... 4,500 j 

... 10,000 | 



Rs. 


76,500 


76,500 


Efforts to secure sufficient new Capital to pay off the liabilities and place Hie 
concern on a sound basis having proved unsuccessful, it was decided to reconstruct, and 
the following schem# was submitted to, and approved by the shareholders and creditors : — 

(1) The Company to go into voluntary liquidation and a new Company having 
a nominal Capital of Rs. 1,00,000 to be formed, to t ake over the assets and 
liabilities oi the old Company. " 
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(2) The assets to be taken over at book values, jwith th p m t c e n tion of the 
Patent Righ ts which were to "Be subject to adjustment. 

(Zj The^reditors to be discharged by the new Company on the following basis : — 

Es. 

(a) Preferential to be paid in full .. .. 500 „ 

(b) Unsecured to be discharged by Cash 

composition of 8 annas in a rupee .. 13,400 

(c) Unsecured to be discharged by issue of 

6% Debentures fully paid at a* bonus of 

10% y: t:- Y. 12,600 


Rs. 26,500 


(4) 5,000 shares of Rs. 10 each, Rs. 5 paid up, to be issued to the shareholders 
in the old Company, payable Rs. 2-8 on application and Rs. 2-8 on allotment. 

(5) The cost of liquidation amounting to Rs. 250 to be paid by the new Com¬ 
pany as part of the purchase consideration. 

Pass the Journal Entries to close the books of the old Company and also the opening 
entries in the new Company’s books. Assume that all the Shares and Debentures have 
been allotted and all cash in respect of shares has been received. 

Solution 


JOURNAL ENTRIES IN THE BOOKS OF THE OLD COMPANY 


Realization Account 

To Patents Rights 
„ Debtors 
„ Stock 
„ Cash 

(Being assets taken over by the new Company transferred to 
Realization Account.) 

Dr. ! 

UK] 

I 

'1 

Rs. 

62,650 

RsY 

48,000 

4,500 

10,000 

150 

Creditors 

To Realization Account 

(Being the liabilities taken over by the new Company, 
transferred to Realization Account.) 

Dr. 


26,500 , 

26,500 

The New Co., Ltd. 

To Realization Account 

(Being the amount of purchase consideration agreed to be 
payable by the New Co.) 

Dr. 


25,250 

25,250 

Shares in the New Co., Ltd. 

Cash 

To The New Co., Ltd. 

(Being purchase consideration received partly in Cash and 
partly by issue of 5,000 shares of Rs. 10 each, Rs. 5 paid 
up to the shareholders of this Company.) 

Dr. 

»> 


25,000 ! 
250 1 

j 

i 

] 

| 

25,250 

* Realization Account 

To Cash 

(Being the payment of the costs of Liquidation.) 

Dr. 

i 

250 

t 

250 

Share Capital Account ... 

To Shareholders' Account 

(Being the transfer of Share Capital to the Shareholders' 
Account.) 

Dr. 

j 

1 

50,000 

50,000 

Shareholders’ Account 

To Realization Account 
„ Preliminary Expenses 
„ Profit and Loss Account 

(Being the transfer of loss on Realization, and the debit 
balances of the last two accounts to Shareholders' 
Account.) 

Dr. 1 

1 

I 

• 

25,000 

11,150 

1,800 

12,050 
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JOURNAL ENTRIES— Contd. 


” .. . ~ '." “. ...... L.F. 

ll Rs * ( 

Rs. 

Shareholders’Account ... ... Dr. 

! 25,000 1 


To Shares in New Co., Ltd. 

; j 

25,000 

(Being the distribution of shares received from the New Co. 

i l 


amongst the shareholders of this Company pro rata.) 

i 



JOURNAL ENTRIES IN THE BOOKS OF THE NEW COMPANY 


Debtors 

Stock 

Cash 

Patent Rights 

To Sundry Creditors 
„ Debentures 

„ Premium on Redemption of Debentures Account 
,, X Co., Ltd. (Vendors) 

(Being the Assets and Liabilities taken over by us from the 
old Company, as per the Scheme approved by the Share¬ 
holders and Creditors.) 


I L. F. I; Rs. 1 1 Rs. 


ii 10,010 
I 150 
L3L6&) 


- S 


j Bank ... ... ... ..\ Dr. 

I To Share Application and Allotment Account 
(Being cash received on allotment of the remaining 5,000 
shares of Rs. 10 each.) 


50,000 

50,000 


Share Application and Allotment Account 

To Share Capital Account 

! (Being the transfer of Application and Allotment money to 
Share Capital Account.) 

Dr. 

50,000 

50,000 

1 X Co., Ltd. (Vendors) 

I To Share Capital Account 

„ Bank 

(Being the issue of 5,000 shares of Rs. 10 each, Rs. 5 paid 

1 up, and payment of the balance in cash in full satisfac¬ 

tion of the purchase consideration.) 

Dr. 

25,250 

25,000 

250 

j Bank 

To Share Application and Allotment Account 
(Being cash received on allotment of 5,000 shares to the 
shareholders of the old Company—Rs. 2/8 per share on 

Dr. 

25,000 

f 

25,000 


application and Rs. 2/8 per share on allotment.) 


Share Application and Allotment Account ... ... Dr. j j 25,000 j 

To Share Capital Account ' j I 25,000 

j (Being the transfer of Share Application and Allotment j , 

_i_ money to Share Capital Account.) __ ; i 

Problem 340 **£ 

The Mutual Banking Company, Ltd. (having on 30th June 1943, a paid-up 
Capital of Rs. 25,00,000 in Rs. 100 Shares, Rs. 10 paid, quoted on the market at Rs. 225, 
and a Reserve Fund of Rs. 1,50,00,000) purchases on 30th November 1943, the business of 
the Credit Bank, Ltd. (having on 30th June 1943, a paid-up Capital of Rs. 20,00,000 in 
Rs. 200 Shares, Rs. 20 paid, quoted on the market at Rs. 85, and a Reserve Fund of 
Rs. 60,00,000) for Rs. 450 for each five shares, giving one-half of the consideration in its 
shares taken at the value of Rs. 225 each, and one-half in 4% Debenture Stock taken 
at par. In addition to this, Rs. 5 per share is to be given in cash by way of dividend 
on 31st December 1943. 

Show how the Accounts of the Mutual Banking Company, Ltd., will stand after the 
purchase has been completed. 

Solution ’ Rs. 

Total paid-up Capital of the Credit Bank, Ltd. .. 20,00,000 

Add Reserve Fund .. 60,00,000 


Net Assets of the Credit Bank, Ltd. 


Rs. 80,00,000 
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JOURNAL ENTRIES IN THE BOOKS OF THE MUTUAL BANKING CO., LTD. 


1943 
June 30 


Sundry Net Assets 

Goodwill 

Dividend Payable to Credit Bank Shareholders ... 
To Share Capital Account 
• „ Premium on Shares Account 
„ 4% Debenture Stock Account 
„ Shareholders of Credit Bank, Ltd. 

(Being purchase of the net assets of the Credit 
Bank, Ltd., for 20,000 shares of Rs. 100 each, 
Rs. 10 per share paid, standing in the market at 
Rs. 225 per share, for Rs. 45,00,000 4% Deben¬ 
ture Stock, and for Rs. 5 per share for Divi¬ 
dend agreed to be payable on 31st December 
1943.) 


Dr. 


L.F. 


Rs. " [ ri; 

80,00,000 ! 

10,00,000 
5,00,000 | 

! 2,00,000 
43,00,000 
45,00,000 
„ ! 5,00,000 



Premium on Shares Account ... ... Dr. 

To Goodwill Account 
„ Capital Reserve Account 
(Being the transfer of premium on shares to write 
off Goodwill, and to Capital Reseive Account.) 


43,00,000 


10,00,000 

33,00,000 


Dec. 31 


Shareholders of Credit Bank, Ltd. ... ... Dr. 

To Bank 

(Being payment of dividend on 1,00,000 shares at 
Rs. 5 per share as agreed.) 


5,00,000 ! 

: 5,00,000 


»» 


P. & L. Appropriation Account ... ... Dr. 

To Dividend Payable to Credit £Bank Share¬ 
holders Account 

(Being transfer of the latter Account to the former.) 


5,00,000 i 

jj 5,00,000 


Note.— In view of the fact that the dividend was agreed to be paid at the time of 
the purchase, the same can be debited to Capital Reserve Account instead of to P. 8c L. 
Appropriation Account. 

The paid-up Capital of the Mutual Banking Co., Ltd. will now be Rs. 27,00,000. 
Its Reserve Fund will stand at the same figure, viz. Rs. 1,50,00,000 and its Capital Reserve 
will stand at Rs. 33,00,000 (or Rs. 28,00,000, if the Dividend is debited to that Account). 
The Company’s Recount will also show Rs. 45,00,000 of 4% Debenture Stock. 


Problem 341 


The following is the Balance Sheet of the Calcutta Coal Company, Ltd., at 31st 


December 1943 : — 

Liabilities Rs. 

Authorised Capital: — 

10,000 Shares of Rs. 100 each ..10,00,000 


Issued and Paid up Capital: — 

7,000 Shares of Rs. 100 each .. 7,00,000 

Bank Overdraft .. .. 2,11,700 

Loans Unsecured .. .. 1,07,600 

Sundry Creditors .. .. 5,60,900 


Assets 

Rs. 

Rs. 

Debtors 

. 8,34,700 


Less Reserve 

. 30,000 

8,04,700 

Cash in hand 


21,300 

Furniture 


16,400 

Wagons 


52,500 

Preliminary Expenses . 


67,500 

Goodwill Account 


1,00,000 

Profit & Loss Account— 

1940 

. 5,12,600 


1941 

. 3,01,000 


1942 

Less Profit 

. 2,08,300 

10,21,900 


1943 

. 5,04,100 

5,17,800 


Rs. 15,80,200 


Rs. 15,80,200 
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The Company having now become a profit-earning concern, the Directors desire at 
the earliest moment to convert it into a dividend paying company, and they have an 
offer of new Capital conditionally upon the losses to date and nominal assets being 
wiped off. You are invited to submit a Scheme for the reconstruction of the Company 
which will, in your opinion, most conveniently achieve that object. Supposing the scheme 
put forth by you was approved by the directors, what formalities would it be necessary 
to go through before the Scheme can be put into operation ? Pass necessary Journal 
Entries. (B. Com.) 

Solution 

If the Company has now become a profit-earning concern, the best way to wipe 
off the existing losses and the fictitious assets so far standing in the Company’s books 
would be to get the Court’s sanction to wipe off the existing Capital which is well nigh 
lost and to issue the remaining 3,000 shares to the existing Shareholders. Before such 
sanction is obtained, it would be necessary to see that the Creditors of the Company and 
the Shareholders agree to this Scheme of reconstruction. In this case, as the Company 
will receive fresh Capital of Rs. 3,00,000 and since the shares already issued are fully 
called, the Creditors do not stand to lose anything on account of the lost capital being 
written off and it would be in their inteiest to agree to this scheme. On the other hand, 
since the Company has become a profit-earning concern, the Shareholders will not be 
averse to bringing in further Fs. 3,00,000 as additional fresh capital on which they would 
expect handsome dividends. 

Assuming that the above scheme of reconstruction is sanctioned by the Court, the 
following Journal entries would be necessary to carry it out: — 

JOURNAL ENTRIES 

I I L.F. | Rs. if Rs. 

j Share Capital Account ... ... ... Dr. 

To Capital Reduction Account 
I (Being the existing share capital wiped off.) 

i Capital Reduction Account ... ... ... Dr 

! To Preliminary Expenses Account 
„ Goodwill Account 
,, Profit and Loss Account 
,, Capital Reserve Account 

(Being the various nominal assets and losses written 
off and the surplus carried to Capital Reserve 
I Account.) 


Bank ... ... ... ... Dr. 

To Share Capital Account 

(Being Cash received on issue of 3,000 shares of Rs. 100 
each, to the existing shareholders ) 
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!' 7,00,000 | 

i 

7,00,000 

7,00,000 i 

67,500 

1,00,000 

'i 

5,17,800 


14,700 


I 


3,00,000 I 

3,00,000 


Problem 342 

On 1st July 1943, the Mighty Co., Ltd., bought 5,500 Shares of Rs. 10 each, 
fully paid, in the Meekly Co., Ltd., for Rs. 20 each. At that time it was estimated 
that tne tangible assets and liabilities of the Meekly Co. might be taken at book 
valuation except the buildings, etc., which were undervalued, by Rs. 25,000. 

Each company prepared a Balance Sheet as on 31st December 1943, which can 
be condensed as follows : — 

Mighty Co. Meekly Co. Mighty Co. Meekly Co. 



Rs. 

Rs. 


Rs. 

Rs. 

Share Capital 

2,00,000 

60,000 

Buildings, etc. 

.. 1,50,000 

65,000 

General Reserve 

50,000 

6,000 

i Sundry Assets 

.. 50,000 

11,000 

Creditors 

Profit & Loss—Balance, 

15,000 

10,000 

Debtors ^ * 

Shares in Meekly 

.. 20,000 

15,000 

1st January 1943 

Profit for the year 

25,000 

40,000 

3,000 

12,000 

Co., Ltd. 

.. 1,10,000 


Rs. 

3,30,000 

91,000 


Rs. 3,30,000 

91,000 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


The debtors of the Mighty Co. included Rs. 5,000 due from the Meekly Co., Ltd. 
Prepare a Consolidated Balance Sheet, showing your workings clearly in the form of 
Journal entries or otherwise. 

Solution 

(DETAILED) CONSOLIDATED BALANCE SHEET OF THE MIGHTY CO., LTD., 
AND THE MEEKLY CO., LTD. 

As at 31st December 1943 


Liabilities Rs. 

Share Capital 

Interest of Outside Shareholders 
in the Meekly Co., Ltd.— j 

Capital ... 5,000jj 

Reserve ... 500 1 

Profit and Loss Balance, 

1st January 1943 ... 250:, 

Profit for the year ... 1,000'| 


Rs. 

, 2 , 00,000 


General Reserve 
Capital Reserve:— 
(Representing proportion of 
Reserves and Profit and 
Loss Balances of the 
Meekly Co., Ltd., at date 


6,750 

50,000 


Creditors:— Rs. 

Mighty Co., Ltd. 

Meekly Co., Ltd. 10,000 
Less due to 
Mighty Co., 

Ltd. ... 5,000 


15,000;! 


5,000| 


Profit and Loss Account:— 
Mighty Co., Ltd.—1st Jan. 
1943 

Profit for the year 
Meekly Co, Ltd.— 

Profit for the 
half-year to 31st 
December 1943 
Less proportion 
applicable to 
outside Share¬ 
holders 


25,000 

40,0001 


Rs. 

6,000 


20,000 


500 


5,500 


Rs. 


70,500 


3,47,250 


Reserve 

P. & L. Account Balance, 
1st January 1943 

Add Profit to 1st July 
1943 

6,000 

3,000 

6,000|i 

Mighty Co., Ltd. 

Meekly Co., Ltd. 

. 50,000 
11,000 

Debtors:— 

Mighty Co., Ltd. 

Less due by Meekly 
Co., Ltd. 

. 20,000 

Less proportion applicable 
to outside shareholders 
{vide above) 

15,000 

. 5,000 

1,250 

Meekly Co., Lfd. 

15,000 
. 15,000 

Deducted contra 

13,750) 




Assets 
Goodwill:— 

Excess of Cost of Shares 
of the Meekly Co., Ltd., 
over their Nominal 


Rs. 


value—Cost 
Nominal 


Less Capital Reserve 
(as per contra) 

Buildings, etc.:— 
Mighty Co., Ltd. 
Meekly Co., Ltd. 


... 1 , 10,000 

55,000 


55,000 

13,750 


. 1,50,000 
65,000 


Rs. 


41,250 

2,15,000 

61,000 


30,000 


- 


Rs. 


3,47,250 


Notes. — (1) The workings desired in the question are shown clearly in the Balance 
Sheet itself, and Journal entries are deemed unnecessary. 
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(2) It is assumed that one-half of the profits of the Meekly Co., Ltd. have been 
earned in the half-year to 30th June 1943, i.e. before the Mighty Co., Ltd. acquired the 
shares of the former. 

(3) One-twelfth of the Reserves and undistributed profits belong to outside share¬ 
holders, inasmuch as the Capital held by them is one-twelfth of the total capital of the 
Meekly Co., Ltd. 

(4) If it is decided to bring into account the appreciation in value of Buildings, 
etc., the interest of outside shareholders will be increased by Rs. 25,000 -f- 12 = Rs. 2,083, 
and the Capital Reserve increased by Rs. 22,917 (i.e. 25,000 — Rs. 2,083) ; Buildings will 
then appear at Rs. 2,40,000 and Goodwill at Rs. 18,333 (i.e. Rs. 41,250—Rs. 22,917.) 

Problem (^43jE(^' 

Eldef"Ck)., Ltd., holds two-thirds of the Issued Capital of Younger Co., Ltd. 

The Directors of Elder Co., Ltd., ask you to draft a Consolidated Balance Sheet 
of the whole undertaking, amalgamating the assets and liabilities of the subsidiary 
company, Younger Co., Ltd., with those of Elder Co., Ltd. (Show your detailed workings 
in an inner column). 

The following are the Balance Sheets of the two companies as on 31st December 
1943: — 


ELDER CO., LTD. 


Liabilities 
Share Capital: — 

Authorised, Issued and Paid up— 
5,000 Ordinary Shares of 


Rs. 


Rs. 100 each 
Sundry Creditors 
General Reserve 
Profit & Loss Account: — Rs. 
Balance b|fd. .. 15.000 

Add Profit for the year 85,000 
Interim dividend from 
Younger Co., Ltd. 80,000 


5,00.000 

2,75,000 

1,00,000 


1,80,000 


Rs. 10,55,000 


Assets 

Goodwill 

Land and Buildings .. 

Plant and Machinery .. 

Stock 

Sundry Debtors:— Rs. 

Advances to Younger 
Co., Ltd. .. 1,25,000 

Trade Debtors .. 1,05,000 


Bills Receivable accepted by 
Younger Co., Ltd. 
Investments at cost: — 

War Loan .. 40,000 

Younger Co., Ltd. 2,000 

Ordy. Shares of 

Rs. lOOeach .. 2,75,000 


Cash and Bank Balances 


Rs. 

75,000 

1,50,000 

90,000 

50,000 


2,30,000 

30,000 


3,15,000 
.. 1,15,000 

Rs. 10,55,000 


Note. —There are contingent liabilities in respect of : — 

(a) Guarantee of principal and of interest on Rs. 50,000 6% 1st Mortgage Deben¬ 
tures of Younger Co., Ltd., (b) Bills discounted Rs. 20,000. 

YOUNGER CO., LTD. 


Liabilities 

Rs. 

Assets 

Rs. 

Share Capital: — 


Goodwill 

.. 30,000 

Authorised, Issued and Paid up— 

Land and Buildings 

.. 1,75,000 

3,000 Ordinary Shares of 


Plant and Machinery 

.. 2,25,000 

Rs. 100 each 

3,00,000 

Stock 

.. 1,00,000 

6% 1st Mortgage Debentures .. 

50,000 

Sundry Debtors 

.. 90,000 

Bills Payable issued to Elder 


Balance at Bankers and Cash 


Co., Ltd. 

50,000 

ip hand 

.. 50,000 

Sundry Creditors 

2,00,000 

0 


General Reserve 

15,000 



Profit and Loss Account: — Rs. 




Profit for the year .. 1,75,000 




Deduct Interim Dividend 




paid 40% .. 1,20,000 





55,000 



Rs. 

6,70,000 


Rs. 6,70,000 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


The General Reserve of the Younger Co., Ltd., was Rs. 10,000 when the Elder Co., 
Ltd. purchased the 2,000 shares, and Rs. 5,000 has been added out of subsequent profits. 

Solution 


CONSOLIDATED BALANCE SHEET (WITH DETAILED WORKINGS) OF ELDER 
CO., LTD. AND ITS SUBSIDIARY COMPANY, YOUNGER CO., LTD. 

As at 31st December 1943 


Liabilities ; 

Share Capital 

Authorised, issued and paid 
up: 5,000 Ord. Shares of! 
Rs. 100 each ...; 

Subsidiary Company— ! 

Capital held by outside share-,, 
holders, 1,000 Ord. Shares ! 
of Rs. 100 each 


6% First Mortgage Debentures 
(secured on assets of the i 
book value of Rs. 6,40,000) 1 
Proportion of Reserves and j 
P. & L. balances of Subsidiary 
Co. due to outside share- 


10,000 0 


holders: - Rs. a. p. 

General Reserve 
(see below) 1,666 10 8 

Capital Reserve ; 

(see below) 3,333 5 4 
P. &L. Account 

(see below) 18,333 5 4 

Capital Reserve— I 

Proportion of 
Reserve of Sub¬ 
sidiary Co. at 

the date of ,j 

purchase, viz. 10,000 0 O' 
Less Proportion I 

applicable to 
outside Share¬ 
holders—Jrd 3,333 5 4 

Deducted contra 6,666 10 8 

General Reserve:— Rs. 

Elder Co., Ltd. 1,00,000 
Younger Co, Ltd. 

15,000 

Less Balance I 

of Reserve 

when Interest j 

in Co. was 1 

purchased— 

transferred i 

to Capital j 

Reserve 10,000 


5,00,000 


1 , 00,000 

6,00,000 


50,000 0 0 


Less Propor¬ 
tion applica¬ 
ble to out¬ 
side share¬ 
holders, viz. 
one-third 1 


3,3334 !| 


Carried over Rs. I 7,76,666 10 8 


Assets || Rs. a. p. 

GoodwillRs. 

Elder Co., Ltd. :l 75,000 0 0 

Younger Co , Ltd. 30,000 | 

Add Excess of cost j 

of shares over | 

their face value 

held by Elder || 

Co:— Rs. | 

Cost 2,75,000 
Face 

value 2,00,000 i 

75,000 

Less Capital 
Reserve per 

contra 6,666§ j 

- 68,333 jj 98,333 5 4 

| 1,73,333 5 4 

Land & Buildings:— 

Elder Co., Ltd. 1,50,000’ 

Younger Co., Ltd. 1,75,000 

- 3,25,000 0 0 

Plant & Machinery:— I 

Elder Co., Ltd. 90,000; 

Younger Co., Ltd. 2,25,000 

-; 3,15,000 0 0 

Stock :— 

Elder Co., Ltd. 50,000 
Younger Co., Ltd. 1,00,000 

- 1,50,000 0 0 

j, 

Sundry Debtors:— 

Elder Co., Ltd. 2,30,000 1 
Less Due from I 

Subsidiary Co. 1,25,000 j, 

1,05,000 j 
Younger Co., Ltd. 90,000 j, 

- j': 1,95,000 0 0 

Bills Receivable:— 

Elder Co., Ltd. 30,000 

Less Accepted by 
Younger Co., 

Ltd. 30,000 


Investments:— 

Elder Co , Ltd. War Loan 
Cash and Bank Balances:— 
Elder Co., Ltd. 1,15,000 
Younger Co., Ltd. 50,000 


Carried ovet Rs. i 


40,000 0 0 

1,65,000 0 0 
13,63,333 5 4 
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CONSOLIDATED BALANCE SHEET— Corvtd. 


Brought over\ 
Sundry Creditors:— Rs. ' 
Elder Co , Ltd. 2,75,000 
Younger Co., Rs. 

Ltd. 2,00,000 

Less Amount 
owing to 
Elder Co., 

Ltd. 1,25,000 

-- 75,000 


Bills Payable:— 
Younger Co, Ltd. 
Less held by Elder 
Co., Ltd. 


50,000 

30,000 


Profit & Loss Account:— 
Elder Co., Ltd.— 

Balance b/d. 15,000 

Profit for year 85,000 

Dividend from 
Younger Co., Ltd. 80,000 


Rs. a. p. 
7,76,666 10 8 


3,50,000 0 0 


20,000 0 0 


Younger Co., Ltd. 
Profit for 
year 1,75,000 
Less Int. 

Dividend 
& 40 ?£ 1,20,000 


1,80,000 


55,000 

Less Propor¬ 
tion applica¬ 
ble to out¬ 
side share¬ 
holders— 
one-third 18,333^ 


2,16,666 10 8 


13,63,333 5 4 


Brought over 


|| Rb. a. p. 
13,63,333 5 4 


Rs. : 13,63,333 5 4 


Note.— There is a contingent liability in respect of Bills accepted by Younger Co., 
Ltd., and discounted by the Elder Co., Ltd. of Rs. 20,000. 

The Mortgage Debentures of the Younger Co., Ltd., are guaranteed as to Principal 
and Interest by the Elder Co., Ltd. 

Problem 344 

The Senior Co., Ltd., acquired the whole of the shares in the Junior Co., Ltd., 
as at 1st January 1943, at a total cost of Rs. 11,20,000. The Balance Sheets at 31st December 
3943, when Accounts of both Companies were prepared and audited, were as under: — 

THE SENIOR CO., LTD. 

BALANCE SHEET 
As at 31st December 1943 


Liabilities 
Share Capital: — 
Authorised and Issued— 
15,000 Shares of Rs. 100 
each fully paid 
Creditors (a) 

General Reserve 

Profit & Loss Account (c) 


Rs. 


, .15,00,000 
.. 1,50,000 
.. 9,50,000 
.. 8 , 00,000 


Freehold Premises 
Machinery 
Stock (b) 

Debtors 
Investments 
Cash at Bank 


Assets 


Rs. 

. .10,30,000 
.. 3,00,000 
.. 3,40,000 
.. 2,80,000 
. .11,20,000 
.. 3,30,000 


Rs. 34,00,000 


Rs. 34,00,000 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


(a) Includes Rs. 60,000 for Purchase from the Junior Co., Ltd. on which the latter 
Company made a profit of Rs. 15,000. 

(b) Includes Rs. 30,000 stock at cost purchased from the Junior Co., Ltd., part of 
Rs. 60,000 purchases [See Note (a)]. 

(c) Includes interim dividend at the rate of 10 per cent per annum, free of tax, 
from the Junior Co., Ltd. 

THE JUNIOR CO., LIMITED. 

BALANCE SHEET 
As at 31st December 1943 


Liabilities Rs. 

Share Capital: — 

Authorised and Issued— 

50,000 Shares of Rs. 10 each 
fully paid .. .. 5,00,000 

Creditors .. .. 1,61,000 

General Reserve—as at 1st 

January 1943 .. .. 20,000 

Profit & Loss Account .. 3,60,000 


Rs. 10,41,000 


Assets Rs. 

Freehold Premises .. .. 3,00,000 

Machinery .. . . 2,71,000 

Stock .. . 2,02,000 

Debtors .. .. 1,58,000 

Cash at Bank .. .. 1,10,000 


Rs. 10,41,000 


Note.— The balance on Profit & Loss Account at 1st January 1943 was Rs. 2,80,000, 
an interim dividend of 10 per cent per annum, free of tax, having been paid during the 
year in respect of the year ended 31st December 1943. 

Make the necessary adjustments and show a Consolidated Balance Sheet as at 
31st December 1943. 

Solution 

CONSOLIDATED BALANCE SHEET OF THE SENIOR CO., LTD., AND ITS 
SUBSIDIARY COMPANY, THE JUNIOR CO., LTD. 

As at 31st December 1943 


Liabilities 


Rs. 

Assets 

Rs. 1 

Rs. 

Authorised & Issued Share Capital :— 
15,000 Shares of Rs. 100 each, fully 
paid 

General Reserve (Senior Co.) 

15,00,000 

9,50,000 

Goodwill (c) 

Freehold Premises: — 
Senior Co. 

Junior Co. 

1 

i 

10,30,000 ' 
3,00,000 

3,20,000 

13,30,000 

5,71,000 

!*> 

5,34,500 

q 7ft non 

Creditors:— 

Senior Co. (a) 

Junior Co. 

Rs. ' 
. 90,000 i 
1.61,000 

2,51,000 

Machinery:— 

Senior Co. 

Junior Co. 

3,00,000 

2,71,000 

Profit and Loss Account:— 
Senior Co. 

Junior Co. 

8,00,000 ! 
. 80,000 1 

Stock: — 

Senior Co. (b) 

Junior Co. ...J 

3,32,500 
2,02,000 ; 

(7\ Less Internal unrealised 
KJ profit (b) 

8,80,000 

7,500 ! 

i 

u 79 ^00 

Debtors :— 

Senior Co. 

Junior Co. {a) 

; 2,80,000 ; 
98,000 



Of f O 

Cash at Bank: — 

Senior Co. 

Junior Co. ...! 

3,30,000 

1 1,10,000 

0, 1 0,vUU 

4,40,000 


i 





Rs. 

35,73,500 


Rs. 

i 

35,73,500 


.. J 


__ 

! 

_ 


Notes. —(a) Internal debit and credit items are eliminated, and hence the creditors 
of the Senior Co., Ltd. and Debtors of the Junior Co., Ltd. appear by Rs. 60,000 less. 

(b) Unrealised profits on internal transactions are eliminated, and hence the 
deduction of profit made by the Junior Co., Ltd., on stock lying with the Senior Co., Ltd. 
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* (c) The amount of Goodwill paid for by the Senior Co., Ltd., is Rs. 11,20,000— 

^5,00,000 + 2.80.000 4- 20 T 000) = Rs—2,20,000, L£- Cost_ less, cr e dit bal e nooo of Co p i 4a I n 

GcncxM "Resei ve ailfl Pr ofit and Loss Account as on 1st January 194.^ s 

(d) It has been assumed that the interim dividend was paid out of current profits. 

Problem 345 


From the Balance Sheets given below, prepare a Consolidated Balance Sheet 
of the Fullsize Co,, Ltd., and its subsidiary. The interests of the minority shareholders 
of the Medium Co., Ltd., are to be shown in the Consolidated Balance Sheet. 




THE FULLSIZE CO., LTD. 




BALANCE SHEET 




As on 31 st December 1943 




Rs. 


Rs. 

Share Capital: — 



Freehold Property at 

cost 

Authorised and 

Issued— 

less Depreciation 

76,00,000 

1,00,000 Shares of 

Rs. 

80 

Plant and Machinery at 

cost 

each fully paid 


80,00,000 

less Depreciation 

11,20,000 

General Reserve 


40,00,000 

Shares in the Medium 

Co., 

Creditors 


24,00,000 

Ltd., at cost—9,000 Shares 

P. & L. Appropriation 


of Rs. 80 each 

.. 14,40.000 

Account 


8,00,000 

Stock on hand at cost 

24,00,000 




Sundry Debtors 

16,00,000 




Cash at Bank 

10,40,000 



Rs. 1,52,00,000 

s 

Rs. 1,52,00,000 



THE MEDIUM 

COMPANY, LTD. 




BALANCE SHEET 




As on 31 st December 1943 




Rs. 

[ 

Rs. 

Share Capital: — 



, Investments at cost 

1,60,000 

Authorised and 

Issued— 

Stock on hand at cost 

4,00,000 

10,000 Shares of 

Rs. 

80 

Sundry Debtors 

5,60,000 

each fully paid 


8,00,000 

Cash at Bank 

10,40,000 

Creditors 


1,60,000 



£ P. & L. Appropriation 


1 


' Account 


12,00,000 

1 




Rs. 21,60,000 


Rs. 21,60,000 


Solution 


CONSOLIDATED BALANCE SHEET OF THE FULLSIZE CO., LTD., AND ITS SUBSI¬ 
DIARY COMPANY, THE MEDIUM CO., LTD. 

As on 31st December 1943 


Capital & Liabilities 

Rs. 

Property & Assets 1 

Rs. 

Share Capital 


Rs. 1 


Authorised, Issued and Fully 


Freehold Property at cost 


paid up: 100,000 shares of 


less Depreciation 

76,00,000 

Rs. 80 each 

80,00,000 

Plant and Machinery at cost 

11,20,000 

Capital of the Subsidiary Co. 

less Depreciation 

held by the outside share¬ 


Stock in hand at cost— 


holders—1,000 shares of Rs. 


Fullsize Co., Ltd. 24,00,000 


80 each, fully paid 

80,000 

Medium Co., Ltd. 4,00,000 j 

28,00,000 

Proportion of Undistributed pro¬ 


•- 

fits of Subsidiary Co. due 
to outside shareholders 

1,20,000 



Carried forward Rs. 

82,00,000 

Parried forward Rs. 

1,15,20,000 


32 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


BALANCE SHEET— Contd. 



Rs. 


Rs. 

Brought forward Rs. 

82,00,000 

Brought forward Rs. 

1,15,20,000 

Capital Reserve— 


Sundry Debtors:— 


representing proportion 


Fullsize Co., Ltd. 16,00,000 


of undistributed profits 


Mudium Co., Ltd. 5,60,000 


of Subsidiary Co. at the 



21,60,000 

date of purchase, viz. Rs. 


Investments at cost— 


P. & L. Appropriation 


Medium Co., Ltd. 

1,60,000 

Account 12,00,000 


Cash at Bank— 


Less Proportion belonging 


Fullsize Co., Ltd. 10,40,000 


to outside shareholders 1,20,000 


Medium Co., Ltd. 10,40,000 

20,80,000 

10,80,000 




Less Excess of cost of 




shares in the Subsi¬ 




diary Co. over their 




face value * 7,20,000 

3,60,000 



General Reserve: 




Fullsize Co., Ltd. 

40,00,000 



Creditors: 




Fullsize Co., Ltd. 24,00,000 




Medium Co., Ltd. 1,60,000 

j 




25,60,000 



P. & L. Appropriation Account: 

! | 



Fullsize Co., Ltd. 

; 8 , 00,000 



Rs. 

1,59,20,00 

Rs. 

1.59,20,000 


DEPRECIATION AND RESERVES 


Problem 346 

Office Furniture having been purchased for Rs. 1,000 on 1st January 1941, it 
was decided to write off 5 per cent depreciation on the original cost each year. Show 
how this Account would appear during the first three years. 

Solution 


OFFICE FURNITURE ACCOUNT 


1941 


Rs. 

1941 


Rs. 

Jan. 1 

To Bank 

1,000 

Dec. 31 

By Depreciation A/c. 

50 




» 

„ Balance c/d. 

950 


Rs. 

1.000 


Rs. 

1,000 

1942 



1942 



Jan. 1 

To Balance b/d. 

950 

Dec. 31 

By Depreciation A/c. 

50 




»» 

,, Balance c/d. 

900 


Rs. 

950 

|. - - 


Rs. 

950 

1943 



1943 



Jan. 1 

To Balance b/d. ...I 

900 

Dec. 31 

By Depreciation A/c. 

50 




»» 

„ Balance c/d. 

850 


Rs. 

900 


Rs. 

900 

1944 






Jan. 1 

To Balance b/d. 

850 
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Problem 347 

Machinery was purchased for Rs. 50,000 on 1st January 1941 and 10 per cent 
depreciation on the reducing balance has been \vritten off as depreciation for three 
years. Show how this Account will appear in the Ledger during the period. 

Solution 


MACHINERY ACCOUNT 


1941 
Jan. 1 

To Bank 

! 

Rs. 

50,000 

1941 | 
Dec. 31 

»» 

By Depreciation A/c. 

„ Balance c/d. 

... 

Rs. 

5,000 

45,000 

1942 
Jan. 1 


Rs. 

_50,000 

1942 
Dec. 31 

99 

, 

Rs. 

50,000 

To Balance b/d. 

... I 

! 

45,000 

By Depreciation A/c. 

' Balance c/d. 

... 

4,500 

40,500 



Rs. 

45.000 

1943 
Dec. 31 

i* 


Rs. 

45,000 

1943 
Jan 1 

To Balance b/d. 

...' 

40,500 

By Depreciation A/c. 

„ Balance c/d. 

... 

4,050 

36,450 

1944 
Jan.1 1 


Rs. 

40,500 



Rs. 

40,500 

To Balance b/d. 


36,450 

i 

i . __ 




Problem 348 ^_ - —- 

A five years’ Lease having cost Rs. 15,000 is to be depreciated on the Annuity 
System, the unwritten off balance of the asset bearing interest at 5%. The annual amount 
to be written off as shown by the Annuity Tables is Rs. 3,464-10. Show the working of 
the Lease Account for the whole of the period. 


Solution 

LEASE ACCOUNT (INTEREST 5 PER CENT) 


1939 


Rs. a. 

1939 


Rs. a. 

Jan. 1 

To Bank 

15,000 0 

Dec. 31 

By Depreciation A/c. ... ! 

3.464 10 

Dec. 31 

„ Interest 

750 0 

»» 

„ Balance c/d. 

12,285 6 


Rs. 

15,750 0 


Rs. 

15,750 0 

1940 



1940 * 



Jan. 1 

To Balance b/d. 

12,285 6 

Dec. 31 

By Depreciation A/c. 

3,464 10 

Dec. 31 

„ Interest 

614 4 

>> 

„ Balance c/d. 

9,435 0 


Rs. 

12,899 10 


Rs. 

12,899 10 

1941 



1941 



Jan. 1 

To Balance b/d. 

! 9,435 0 

Dec. 31 

By Depreciation A/c. 

3,464 10 

Dec. 31 

„ Interest 

471 12 

»* 

„ Balance c/d. 

6,442 2 


Rs. 

9,906 12 

i 

Rs. 

9,906 12 

1942 



1942 


I 

Jan. 1 

To Balance b/d. 

6,442 2 

Dec. 31 

By Depreciation A/c. 

3,464 10 

Dec. 31 

„ Interest 

322 2 

ii 

„ Balance c/d. 

! 3,299 10 

| _ 


Rs. 

6,764 4 


Rs. 

6,764 4 

1943 



1943 



Jan. 1 

To Balance b/d. 

3,299 10 

Dec. 31 

By Depreciation A/c. 

3,464 10 

Dec. 31 

„ Interest 

165 0 





Rs. 

3,464 10 


Rs. 

3,464 10 
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Problem 349 

A seven years* Lease costing Hs. 45,000 was acquired on 1st January 1037 and 
it was decided to provide a Depreciation Fund for the replacement of the same at 
the end of the period. Assuming that the Depreciation Fund Investments realised 4%, 
the annual amount chargeable to depreciation is shown by the Annuity Table at 
Rs. 5,697-7. Show the working of the Lease Account, the Depreciation Fund Account, 
and the Depreciation Fund Investment Account of all these years. 

Solution 


DEPRECIATION FUND ACCOUNT 


1937 
Dec. 31 

To Balance c/d. 

Rs. a. 
5.697 7 

1937 

Dec. 31 j By Depreciation A/c. 

Rs. a. 
5,697 7 

1938 
Dec. 31 

To Balance c/d. 

11,622 12 

1938 j 

Jan. 1 By Balance b/d. 

Dec. 31 „ Bank (Int.) 

„ ,, Depreciation A/c. 

5,69? 7 
227 14 
*5,697 7 


Rs. 

11,622 12 


Rs. i 

1939 : 

Jan. 1 By Balance b/d. ..J 

Dec. 31 „ Bank (Int.) 

„ | ,, Depreciation A/c. 

11,622 12 

' 11,622 12 

1 464 14 

5,697 7 

1939 
Dec. 31 

To Balance c/d. 

17,785 1 


Rs. i 

17.785 1 


1 Rs. 

1940 

Jan. 1 By Balance b/d. 

Dec. 31 „ Bank (Int.) ...! 

„ 1 „ Depreciation A/c. 

17,785 1 

17,785 1 
711 6 
5,697 7 

1940 
Dec. 31 

To Balance c/d. 

124,193 14 

i 

1941 

Dec. 31 | 

1 

Rs. ! 

24,193 14 

Rs. 

1941 

Jan. 1 By Balance b/d. 

Dec. 3J „ Bank (Int.) 

,, „ Depreciation A/c. ...! 

! 24.193 14 

i 

To Balance c/d. 

| 

i 

1 

30,859 1 

| 

! 24,193 14 
! 967 12 

| 5,697 7 


Rs. 

> 30,859 1 

Rs. ! 

! 30.859 1 

1942 
Dec. 31 

I 

i 

i 

i 

To Balance c/d. ...j 

1 

37,790 14 

• 

, i 

1942 J j 

Jan. 1; By Balance b/d. 

Dec. 31 ,, Bank (Int) 

„ „ Depreciation Account ...j 

30,859 1 
1,234 6 
; 5,697 7 

i 

i 

j 

Rs. 

37,790 14 

Rs. 

! 37,790 14 

1943 
Dec. 31 

i i 

To Lease A/c. (transfer)...! 

! 1 

j 

45,000 0 

1 

i 

1943 | 

Jan. li By Balance b/d. 

Dec. 31 it Bank (Int.) 

„ ! „ Depreciation Account... 

i 

• 

37,790 14 
1,511 10 
5,697 8 


| * RS * 

45,000 0 

j Rs. 

45,000 0 




i 



DEPRECIATION FUND 

INVESTMENT ACCOUNT 


1937 

i 

Rs. a. 

1937 1 

Rs. a. 

Dec. 31 
1938 

To Bank 

5,697 7 

Dec. 31 By Balance c/d. ...i 

1938 | 

_5.697 7 

Jan. 1 
Dec. 31 

; 

To Balance b/d. 

1 M Bank (Instalment 
and Interest) ...j 

i 

5,697 7 

5,925 5 

Dec. 31 By Balance c/d. 

11,622 12 

; 

Rs. 

1 11,622 12 

! 1 

Rs. , 

11,622 12 
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DEPRECIATION FUND INVESTMENT ACCOUNT— Contd. 


1939 


Rs. a. 

1939 


Rs. a. 

Jan. 1 

To Balance b/d. 

11,622 12 

Dec. 31 

By Balance c/d. 

17,785 1 

Dec. 31 

„ Bank 

6,162 5 




1940 

Rs. 

17,785 1 

1940 

Rs. 

17.785 1 





Jan. 1 

To Balance b/d. 

17,785 1 

Dec. 31 

By Balance c/d. 

24,193 14 

Dec. 31 

„ Bank 

6,408 13 





Rs. 

24,193 14 


Rs. 

24,193 14 

1941 



1941 



Jan. 1 

To Balance b/d. 

24,193 14 

Dec. 31 

By Balance c/d. 

30,859 1 

Dec. 31 

„ Bank 

6,665 3 





Rs. 

30.859 1 

\ 

Rs. 

30,859 1 

1942 

i 


1942 | 



Jan. 1 

To Balance b/d. ...1 

i 30,859 1 

Dec. 31 

By Balance c/d. 

37,790 14 

Dec. 31 

„ Bank ... ...j 

6,931 13 





Rs. 

137,790 14 


Rs. 

37,790 14 

1943 

i 


1943 



Jan. 1 

To Balance b/d. ...j 

; 37,790 14 

Dec. 31 

By Bank (Proceeds of 


Dec. 31 | 

„ Bank ... ...j 

; 7,209 2 


Realization of In¬ 



| j 



vestments) 

45,000 0 


i Rs. | 

1_ _ .j 

45,000 0 


Rs. 

i 

45,000 0 


LEASE ACCOUNT 


1937 
Jan. 1 

To Bank 

Rs. 

45,000 

1937 
Dec. 31 

By Balance c/d. 

Rs. 

45,000 

1938 
Jan. 1 

To Balance b/d. 

Rs. 

45,000 

1938 
Dec. 31 

By Balance c/d. 

Rs. 

45,000 

1939 
Jan. 1 

To Balance b/d. 

Rs. 

45,000 

1939 
Dec. 31 

By Balance c/d. 

Rs. 

45,000 

1940 
Jan. 1 

To Balance b/d. 

Rs. 

45,000 

1940 
Dec. 31 

By Balance c/d. 

Rs. 

45,000 

1941 
Jan. 1 

To Balance b/d. 

| Rs. 
45,000 

1941 
Dec. 31 

By Balance c/d. 

Rs. 

45,oocl 

1942 
Jan. 1 

To Balance b/d. 

Rs. 

| 45,0G0_ 

1942 
Dec. 31 

By Balance c/d. 

Rs. 

45,000 

1943 
Jan. 1 

To Balance b/d. 

Rs. 

45,000 

1943 
Dec. 31 

By Depreciation Fund A/c. ... 

Rs. 

45,000 



___ 


. _ _ .-.j 



Problem 350 


The Directors of the Aged Spinning Company decide to replace entirely their 
plant, which is now out of date. Having advertised for tenders for the new machinery 
they require, they accept that sent in by Messrs. Fresh and Company amounting to 
Rs. 61,950. 

The old Machinery and Plant Account stood in the books of the Company at 
Rs. 37,800. There was also a Depreciation Fund in the books, the accumulated credit 
balance of which amounted to Rs. 7,350. Some of the materials composing the old 
machinery were found to be in good condition, and Messrs. Fresh & Co. agreed to take 
over shafting, etc., valued at Rs. 3,850 for use again ; whilst the remainder was put up 
for auction and realised Rs. 8,400 (net). 

Make the entries necessary to record these transactions in the books of the Aged 
Spinning Co. and state how you would deal with the balance of the old “ Machinery and 
Plant Account.” 
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Solution 

The Aged Spinning Company 
JOURNAL ENTRIES 



New Machinery Account 

To Messrs. Fresh & Co. 

(Being the amount payable to Fresh & Co., for con¬ 
structing new Machinery, after deducting the value 
of old materials sold to them.) 

Dr. 

L.F. 

Rs. 

58,100 

Rs. 

58,100 


New Machinery Account 

To Old Machinery Account 

(Being value of old parts of Machinery taken in use for 
new Machinery.) 

Dr. 

i 

. . . 


3,850 

3,850 


Bank 

To Old Machinery Account 

J[Being Cash realised by sale of old Machinery.) 

Dr. 1 

i 

i 

! 

* 8,400 

i 

8,400 

i 

i 

Depreciation Fund Account 

To Old Machinery Account 

(Being accumulated depreciation fund transferred to 
the latter Account.) 

Dr. j 

1 

i 

| 

_} 

7,350 

i 

i 

7,350 

I 


The balance of Rs. 18,200 on the old Machinery Account represents loss, and it is 
desirable to write it off in the current year if profit permits. It being an extraordinary 
loss, it would not be unsound if the same is spread over two or three years, so as not 
to burden any particular year with the extraordinary heavy amount. 

Note. —It is presumed that the Depreciation Fund Account standing in the books 
was created solely for the purpose of Machinery and Plant and not for any other asset. 
If it is not so, then only a proportionate amount of the Depreciation Fund Account 
representing the total amount of Depreciation reserved for in respect of Plant and 
Machinery will be credited to Old Machinery Account. 

Problem 351 

On the 1st January 1941, the Patent Manufacturing Co., Ltd. purchased the 
lease of certain premises for Rs. 10,000. The Directors decided to form a Sinking Fund 
to accumulate this amount at the end of the lease, which had five years to run, the rate 
of interest being taken at 3%. The requisite sum is to be transferred annually from 
Profit & Loss Account, and a corresponding amount invested in securities producing the 
required rate of interest. 

According to the Tables, Rs. .1884 per annum amounts to Re. 1 in five years at 
3%. Write the Sinking Fund Account, the Sinking Fund Investments Account, and the 
Interest Account for the three years 1941, 1942 and 1943. 


Solution 

SINKING FUND ACCOUNT 


1941 | 


Rs. 

1941 | 


Rs. 

Dec. 31 1 

To Balance c/d. 

1,884 

Dec. 31 

By P. & L. Account 

1.884 

1942 



1942 



Dec. 31 

To Balance c/d. 

3,822 

Jan. 1 

By Balance b/d. 

1,884 




Dec. 31 

„ P. & L. Account 

1,884 



j 

” 

„ Interest 

54 


Rs. 

_3,822 

1943 

Rs. 

3,822 






1943 

i 


Jan. 1 

By Balance b/d. 

3,822 

Dec. 31 

To Balance c/d. 

5,820 

Dec. 31 

„ P. & L. Account 

1,884 




»» 

„ Interest 

114 


Rs. 

5,820 

1944 

Rs. 

_5,820 









Jan. 1 

By Balance b/d. . 

5,820 
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SINKING FUND INVESTMENTS ACCOUNT 


1941 
Dec. 31 

To Bank 


Rs. 

_1,800 

1942 
Jan. 1 
Dec. 31 

To Balance b/d. 

„ Bank 

... 

1,800 

2,000 

! 


Rs. 

3,800 

1943 
Jan. 1 
Dec. 31 

To Balance b/d. 
fl Bank 

i 

... 

3,800 

2,000 



Rs. 

5,800 

1944 
Jan. 1 

| To Balance b/d. 


5,800 


1941 
Dec. 31 

By Balance c/d. 

Rs. 

1,800 

1942 



Dec. 31 

By Balance c/d. 

3,800 


Rs. 

3,800 

1943 
Dec. 31 

By Balance c/d. 

5,800 


Rs. 

5,800 


1942 
Dec. 31 

1943 
Dec. 31 


To Sinking Fund A/c. 


To Sinking Fund A/c. 


INTEREST ACCOUNT 


Rs. 

54 


114 


1942 
Dec. 31 

1943 
Dec. 31 


By Bank 
By Bank 


Rs. 

54 


114 


Notes.— (1) Investments are made in multiples of Rs. 100 only, and fractions are 
invested along with the subsequent instalments, as seen in the second year’s investments. 
(2) Interest is usually credited straight to Sinking Fund Account. 


Problem 352 

In a concern where the current expenditure on Repairs is comparatively slight 
but where it is known that the expenditure at a subsequent period will be considerable, 
you find that a Repairs Reserve Account is created and credited every year for Rs. 90,000. 
What is the object of creating such an account, and how is the amount of Rs. 90,000 
ascertained ? 

If the actual repairs amounted to Rs. 9,000 in the first year, Rs. 21,000 in the 
second year, and Rs. 33,000 in the third year, what would be the Revenue Charges 
for the respective years ? 

Show the Repairs Reserve Account for the three years. (G. D. A.) 


Solution 

In a concern where the asset Plant and Machinery employed in the business is 
of considerable value, the amount of Repairs and Replacements comes to a fairly good 
figure and must be treated in a special manner in the books of accounts. The simplest 
rule which is generally followed in most of the trading and small manufacturing concerns 
is to charge all repairs and renewals to revenue in the very year in which they are 
incurred. But in a concern of the type above-mentioned, this system of accounting is 
undesirable and unsound, inasmuch as the profits of the first few years of the concern 
will be inflated, as there will hardly be any charge in respect of repairs and renewals, 
whereas the profits of the latter years will be diminished considerably as a consequence 
of heavy charges in respect of repairs and replacements. Thus, although each year will 
get an equal benefit from the use of the particular assets, the corresponding charge every 
year in respect of the maintenance of those assets will vary considerably. 

In order to avoid this, a Reserve for maintenance of these Assets is created by 
charging every year an equal amount of Revenue Account and crediting the same to 
an amount called Reserve for Repairs and Replacements. Where such a reserve exists 
in books of accounts, the actual repairs and replacements are charged each year to such 
a Reserve instead of to the Revenue Account. The fixed amount to be charged to 
Revenue Account every year is arrived at by estimating the life of the asset and the 
total amount to be expended on same in respect of repairs and renewals. 
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REPAIRS RESERVE ACCOUNT 


1st 

Year 


2nd 

Year 


3rd 

Year 


To Repairs Account 
„ Balance c/d. 

Rs. 

9,000 

81,000 

1st 

Year 

By P. and L. Account 


Rs. 

90,000 

Rs. 

_90.000 

2nd 

Year 


Rs. 

90,000 

To Repairs Account 
„ Balance c/d. 

21,000 

1.50,000 

By Balance b/d. 

,, P. and L. Account 

... 

81,000 

90,000 

Rs. ! 

1 

1,71,000 

3rd 

Year 

! 

Rs. 1 

1,71,000 

1 

To Repairs Account 
„ Balance c/d. 

33,000 

2,07,000 

By Balance b/d. 

! ,, P. and L. Account 

I 

1,50,000 

90,000 

! Rs. i 

1 

2,40,000 

4th 

Year 

i 

| 

Rs. 

2,40,000 

! ! 

I i 

| 

By Balance b/d. 

I 

... 

2,07,000 


The total charge to Revenue in respect of Repairs will be Rs. 90,000 every year. 


Problem 353 

A Company has acquired Land on a Lease of 30 years, and has erected a 
building costing Rs. 9,90,000. You find from the Sinking Fund Tables that the amount 
for the repayment of Rs. 9,90,000 in 30 years by way of annuity at 5 per cent per annum 
is Rs. 64,400 per year. 

Make up the Leasehold Account for the three years. Show also the net charge 
to revenue for the first three years in connection with the Leasehold. (G. D. A.) 


Solution 


LEASEHOLD ACCOUNT 


Year 


Rs. a. 

Year 


Rs. a. 

1st 

To Bank 

9,90.000 0 

1st 

By Depreciation 

64,400 0 


„ Interest Account ... 

49,500 0 


„ Balance c/d. 

9,75,100 0 


Rs. 

|_ 10,39,500 0 


Rs. 

10,39,500 0 

2nd 

To Balance b/d. 

9,75,100 0 

2nd 

By Depreciation 

64,400 0 


„ Interest Account... 

48,755 0 


„ Balance c/d. 

9,59,455 0 


Rs. 

1 10,23.855 0 


Rs. 

10,23,855 0 

3rd 

To Balance b/d. 

9,59,455 0 

3rd 

By Depreciation 

64,400 0 


„ Interest Account ... 

47,972 12 


„ Balance c/d. ...| 

9,43,027 12 


Rs. 

10,07,427 12 


Rs. 

10,07,427 12 

4th 

To Balance b/d. ..., 

! 

9,43,027 12 



1 


NET CHARGE TO REVENUE ACCOUNT 


J ' ' > ~ ‘ 

Rs. a. 

Rs. a. 

1st year Depreciation 

64,400 0 


Less Interest credited 

49,500 0 




14,900 0 

2nd year Depreciation 

64,400 0 


Less Interest credited 

48,755 0 




15,645 0 

3rd year Depreciation 

64,400 0 


Less Interest credited ... 

47,972 12 




16,427 4 


Rs. 

46,972 4 
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Problem 354 

What is the difference between a Sinking Fund to replace a wasting asset and 
one to repay a liability? 

Illustrate your answer by showing the difference in effect at the end of five 
years in the following cases: — 

(1) A Sinking Fund to replace at the end of five years a leasehold property valued 
at £6,000. 

(2) A Sinking Fund to repay £6,000, 1st Mortgage Debentures, at the end of five 

years. (Chartered Accountants.) 


Solution 

The difference between a Sinking Fund to replace a wasting asset and one to repay 
a liability arises in the final treatment of the Sinking Fund Account when the purpose 
for which it has been created has been fulfilled. 

In the first case, when the New Asset is acquired, the Old Asset Account is closed 
by the Sinking Fund Account being transferred thereto. 

In the second case, the Sinking Fund Account stands even after the liability is 
extinguished and is then transferred to Reserve Fund Account. Here Sinking Fund 
represents accumulation of past undistributed profits. 

SINKING FUND (TO REPLACE AN ASSET AT THE END OF FIVE YEARS) 


To Old Lease Account—Transfer 

S £ 

... 6,000 

By Balance b/fd. 

£ 

6,000 

__ 

J 




OLD LEASE ACCOUNT 


To Balance b/fd. ... ..j 

1 

£ 

; 6,000 

By Sinking Fund Account—Transfer 

£ 

6,000 . 



NEW LEASE ACCOUNT 


£ 



To Bank * ... ...j 

1 

6,000 




SINKING FUND (TO REPAY A LIABILITY AT THE END OF FIVE YEARS) 



£ 

| 

£ 

To Reserve Fund—‘Transfer 

6.000 

j _ 

By Balance b/fd. ...j 

6,000 


FIRST MORTGAGE DEBENTURES ACCOUNT. 


To Bank • 

£ 

6.000 

By Balance b/fd. .J 

£ 

6.000 


_ 

. ... _ * 



Note.—I f desired, Sinking Fund Investments Account may also be shown in both 
the above cases. 
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DOUBLE ACCOUNT SYSTEM 


Problem 355 


The following are the balances of the Indian Railway Company for the 
ended 30th June 1943. Prepare in the prescribed form (1) Capital Account, (2) 
Account, (3) Net Revenue Account, and (4) General Balance Sheet. 


Mortgage Debenture Interest {Vu R 

„ „ Accrued - ,U'«U 

Prior Lien Debenture Interest R -O-v 
„ „ „ Accrued • 

Cash at Bankers and in hand JV** 

Interest received (*.<!✓. 

Investments As s 
^.Lqss on Exchange 
Income Tax t? • 

Miscellaneous Receipts Cy* . 

Passenger Receipts Cy . ... ... ... 

Freight, Storage, etc. o* 

'Motor Service CV 
- General Reserve Account 
Special Trains c-r. 

Renewal of Plant Reserve Account 
Traffic Expensesj)r. 

Maintenance of Way, Works, etc3tf 
Transfer Fees o. v . 

Capital Receipts (Share and Debenture) 

Locomotive Power £>/ ... - ... 

Capital Expenditure to 31st December 1942 Mj.. 

„ ,, „ half year ended 30th June 1943 Caf Mu. 

Govt. Subsidy for half year ended 30th June 1943 — 

Repairs and Renewals of Carriages and Wagons 
Remuneration of Trustees for Debenture-holders ■ O^r ... 

Compensations I>» 

General Charges by 

Net Revenue Account, balance 31st December 1942/ ^ & c r.... 

Dividend Account—Balance of dividend paid for half year ended 31st 
December 1942 C*** R - . ... ... 

Stores on hand and in transit on 30th June 1943 
Interest and Discount 0 ^ - $7 . ... 

Bills Receivable fr** 

Bills Payable 

Sundry Debtors (V** ... ... — 

Sundry Creditors uxb 
Unclaimed Interest ^ ^ . 




Rs. 

60,000 

28,000 

30,000 

50,000 

6,000 

4,400 


32,000 

16,000 


20,000 

28,00,000 

54,000 

3,800 

800 

400 

24,000 


10,000 

50,000 

2,000 

6,000 

47,000 


Rs. 32,44,400 | 32,44,400 


half year 
Revenue 

Rs. 

22,800 

7,200 J 

70 


300 
44,000 
1,42,000 
4,800 , 
4,000^ 
3,000 . 
4,000/ 


100 

29,26,000 


-^ 8,000 


12,130 


5,700 

20,000 

300 


Solution 


The Indian Railway Co., Ltd. 
REVENUE ACCOUNT 
For the half year ended 30 th June 1943 



Rs. 


Rs. 

To Traffic Expenses 

32,000 

By Passenger Receipts 

44,000 

„ Locomotive Power 

20,000 

„ Freight, Storage, etc. 

1,42,000 

„ General Charges 

24,000 

„ Motor Service 

4,800 

„ Maintenance of Way, Works, etc. 

16,000 

„ Special Trains 

3,000 

„ Repairs and Renewals of Carriages 


„ Transfer Fees 

100 

and Wagons 

3,800 

„ Miscellaneous Receipts 

300 

„ Compensations 

400 



„ Loss on Exchange 

6,000 



», Balance Transferred to Net Reve¬ 




nue Account 

92,000 



Rs. 

1,94,200 

I* i 

Rs. 

1,94,200 
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NET REVENUE ACCOUNT 
For the half year ended 30 th June 1943 



Rs. 


Rs. 

/Ip Interest and Discount 

2,000 

By Balance b/fd. 

12,130 

„ Mortgage Debenture Interest 

60,000 

„ Revenue Account—Profit during 


„ Prior Lien Debenture Interest 

28,000 

six months 

92,000 

„ Income Tax 

4,400 

„ Govt. Subsidy for half year 


„ Remuneration of Trustees for 


ended 30th June 1943 

48,000 

Debenture-holders ... 

800 

„ Interest 

70 

„ Dividend for half year ended 31st 


'—.. 


December 1942 

10,000 



„ Balance available for distribution 

47,000 



Rs. 

1,52,200 

Rs. 

1,52,200 


The Indian Railway Co., Ltd. 

RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT ON 30TH JUNE 1943 


To Expenditure 

Amount 
expended 
to 31st 
December! 
1942 

Amount 

expended 

during 

six 

months 

Total 

i 

By Receipts 

Amount 
received 
to 31st 
December 
1942 

Amount 

received 

during 

six 

months 

Total 

To Expenditure 
„ Balance 
transferred 
to General 
Balance 
Sheet 

Rs. 

28,00,000 

‘ ! 

Rs. 

54,000 

... 

Rs. 

28,54,000 

| 

72,000 

1 1 

1 Rs. 

By Receipts— j 

Share Capi -1 
tal and 

Debentures 29,26,000 

Rs. 

Rs. 

29,26,000 



Rs. 

29,26,000 

i 

i 


i 

Rs. 

29,26,000 


GENERAL BALANCE SHEET 
As at 30th June 1943 


1 

Capital Account, balance at credit 
Renewal of Plant Reserve Account ...j 
General Reserve Account 
Debenture-holders for Interest Rs. 

On Mortgage Debentures 22,800 

„ Prior Lien Debentures 7,200 1 

Rs. 

72,000 

4,000 

4,000 

30,000 

300 

25,700 

47,000 

Cash at Bankers and in hand 
Investments 

Bills Receivable 

Sundry Debtors 

Stores on hand and in Transit 

Rs. 

... 30,000 

... 50,000 

...! 6,000 
.. i 47,000 
...,1 5o,000 

Unclaimed Interest 
Creditors:— 

On Open Accounts 

For Bills Payable 

... 

20,000 

5,700 




Net Revenue Account 

... 





Rs. 

1,83,000 


Rs. 

1,83,000 


Problem 356 

Set out below are the figures extracted from the Books of the National Railway 
Co. on 30th June 1943. You are required to prepare therefrom in the prescribed form 
a Revenue Account, Net Revenue Account, Capital Account and a General Balance 
Sheet as on 30th June 1943: — 









508 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Rs. 

Ordinary Stock .. 5,19,500 

5% Preference Stock c.y/ .. 3,70,270 

' Premiums Received .. .. 46,900 

^Maintenance of Way Dr-. .. 70,330 

A Eassengers Carried G& .. .. 1,84,180 

fj /Rent paid QiiJLsaaedJ Liines ^ .. 20,620 

~ LffigS open ro'r “Traffic . .. 6,60,600 

Sundry Outstanding Creditors 1,19,940 


| y/ Rent —Charge- - Stock — Guarantee 
i ' Dividend . & - Ov. 

Traffic Expenses j_> v 
-Rent^Charges - and., Chief Rents 

Mails Carried W.. 

Carriage & Wagon Repairs 
Investments at Cost I ^ >3 . 


JEcaffic Accounts due to the Co./H^2,690 v For ged Transfers Fund^^vt) ....._ 5,970 

Working Stock Ctf ua . ---- 2,41,750 rTet "Revenue Account, Balance ~ 

Parcels Carried-$4-Cy . .. .. 40,780 from last half year .. .. 5,760 


Locomotive Powers* 

^ Rents and Taxes P v 
Merchandise Carried 
Minerals CarriedCy 
General Stores—Stock 
Fire Insurance Fund 

Solution 


40,780 from last half year .. .. 5,760 

99,090 Compensation (Accidents and 

20,560 Losses) 4 >V .. .. .. 4,390 

1,36,510 Debts due to other Companies 5,690 

1,43,480 y/Bankers and General Interest 


on hand 1,06,530^ . —“TCrT IU; 

_ .. 17,160 Cash at Bankers 


800 

1,10,380 


The National Railway Co. 
REVENUE ACCOUNT 
For the half year ended 30 th June 1943 



Rs. 


Rs. 

To Maintenance of Way ... 

70,330 

By Passenger Traffic 

1,84,180 

„ Locomotive Power 

99,090 

,, Minerals 

1,43,480 

„ Traffic Expenses 

92,350 

,, Merchandise 

1,36,510 

/„ Rents and Taxes 

20,560 

„ Parcels ... 

1 40,780 

„ Carriage and Wagon Repairs 

25,800 

,, Mails 

6,690 

„ Compensation (Accidents and Losses) 

4,390 

.. 


„ Balance to Net Revenue Account 

1,99,120 



Rs. 

5,11,640 

Rs. 

5,11,640 

NET 

REVENUE ACCOUNT 



Rs. 


Rs. 

To Rent Charges and Chief Rents 

5,330 

By Balance b/fd. 

5,760 

^ „ Rent paid on Leased Lines 

20,620 

,, Revenue Account—Balance this 


„ Peril Charge Stock—Guarantee 


half year 

1,99,120 

Dividend ... 

26,020 

,, Banker's and General Interest ... 

800 

„ Balance available for Dividend 

1,53,710 



Rs. 

2,05,680 

Rs. 

2,05,680 

RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT 


Amount Amount 
j expend- 

To Expenditure. e V to ed dur- Total. 

31-12-42 Ike 
11 half year 


Lines open for 
Traffic 


. 6,60,600 ! 


Working Stock ... 2,41,750 


Total Expenditure 
Balance ... 


9,02,350 | 


9,02,350 


19,36,670 ! 


By Receipts. 

Amount 

received 

to 

31-12-42 

Amount 
received 
during 
the half 
year 

Total. 

! 

Rs.' j 

! 

' Rs. 

Ordinary Stock ... 
5% Pref. Stock ... 
Premiums reed. ... 

i 

5,19,500 
3,70,270 
! 46,900 

1 


5,19,500 

3,70,270 

46,900 

Rs. 

9,36,670 


9,36,670 

. 1 

__ 

.. _ 
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GENERAL BALANCE SHEET 
As at 30th June 1943 


Liabilities 

Balance at Credit of Capital Account 
Debts due to other Companies 
Sundry Outstanding Creditors 
Forged Transfer Fund 
Fire Insurance Fund 
Net Revenue Account 

Rs. 


Problem 



Rs. 

Assets 

Rs. 

34,320 

Cash at Bankers 

1,10,380 

5,690 

Investments at cost 

47,190 

11,19,940 

General Stores—Stcck on hand 

1,06,530 

:| 5,970 

Traffic Accounts due to the Com¬ 


II 17,160 
|jl,53,710 

pany 

72,690 

3,36,790 

Rs. 

3,36,790 


__ i 



From the following Balances extracted from the Books of the City Electric 
Supply Corporation, Ltd., for the year ending 31st December 1943, prepare (a) Capital 
Account, (b) Revenue Account, (c) Net Revenue Account, (d) Depreciation Fund 
Account, ( e) Sinking Fund Account, and (/) Balance Sheet as on that date. Of the 
balance of profit, appropriate Rs. 20,000 to Depreciation Fund and Rs. 30,000 to Sinking 
Fund before ascertaining the amount available for Shareholders’ Dividend. 


Rs. 

10,000 Ordinary Shares of Rs. 100 

each, fully paid °'P- ..(10,00,000 

Mortgage Debentures . .C 32,00,000 

Buildings and Works cy* ..c 11,34,180 

Mains and Cost of laying . • 3,98,170 
Machinery, Plant, etc.**/* a 14,31,750 

Accumulators^. .. .C 10,230 

Land and Charges incidental to 

acquisition .. C.. 13,60,920 

Law and Parliamentary Charges (7^60,000 
Artesian Well ^ 3,500 

Tools and Loose Plant .. 21,940 

Rents and Taxes D *. .. .. 25.000 

Coal, Carriage, . 1,34,040 

Office Furniture and Fittings^/! 2,450 
Electrical Instruments c ^f > . ^ — 2,000 
Receipts for Sale of Currents 4,57.000 
Law Expenses Pv' .. 1,500 

Received on Sale of old Materials^ V 100 
Depreciation Fund .. .. 30.000 

Sinking Fund .. .. .. 50,000 

Oil, Waste and other StoresPa^. 18,130 

Wages at Station 0,^. • • • 33,470 


A J.V2). 

vdnterest on Debentures I** *.. 1,28,000 

Insurance and Special Charges^.. 4,800 

✓ Interest on Bank Loan foa qU* ... 2,500 

Transfer Fees -rr- .. .. 50 

Interest on Sinking Fund Invest¬ 
ments k tV- w .. .. 1,500 

Salaries to Engineers & Officers Q/11,470 
Repairs and Maintenance W .. 7,800 

Management Expenses W' .. 22,300 

Meter & Other Rents Receivable? >, 17,050 N 
Discounts on Purchases (Cr.) c y . 700 

Bank Loan . .. .. 2,00,000 

Balance of Net Revenue Account 54,020 

Sundry Debtors .. .. 1,65,000 

Capital Reserved .. .. 40,000 

Sundry Creditors Lwt, .. .. 68,730 

Stores on hand—Coal .. 29,000 

„ „ Oil, Waste, etc/1» 12,000 

Investments on Account of Sink¬ 
ing Fund ^"'.. .. .. 50,000 

Cash in hand and at Bank^.. 45,000 

Taxes and Insurance paid in 
Advance A- v ^>.. .. .. 4,000 


Solution The City Electric Supply Corporation Ltd. 

REVENUE ACCOUNT 
For the year ended 31st December 1943 


To Coal, Carriage, etc. 

Oil, Waste and other Stores 
„ Wages at Station 
„ Repairs and Maintenance 
„ Salaries of Engineers and Officers 
„ Rents and Taxes 
„ Management Expenses 
„ Law Expenses 
„ Insurance & Special Charges 
„ Balance to Net Revenue Account 


Rs. 


Rs. 


Rs. 

1,34,040 

By Receipts for Sale of Current 

4,57,000 

18,130 

„ Meter and other Rents Receivable 

17,050 

33,470 

,, Discount on Purchases ...| 

700 

7,800 

„ Receipts for Sale of old Materials j 

100 

11,470 

25,000 

22,300 

,, Transfer Fees ... ...| 

50 

1,500 



4,800 

2,16,390 



4,74,900 

Rs. 

; 4,74,900 



:i 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


NET REVENUE ACCOUNT 



Rs 


Rs. 

To Interest on Debentures 

1,28,000 

By Balance from last year 

54,020 

„ „ „ Bank Loan 

2,500 

„ Revenue Account—Balance this 


„ Depreciation Fund 
„ Sinking Fund 

„ Balance available for Dividend 

20,000 

30,000 

89,910 

year 

2,16,390 

Rs. 

i 

2,70,410 

1 T.T--V— 

Rs. 

2,70,410 


SINKING FUND ACCOUNT 



Rs. 


Rs. 

To Balance c/fd. 

81,500 

By Balance b/fd. 

50,000 



„ Net Revenue A/c.—Transfer 

30,000 



„ Interest on amounts invested ... 

1,500 

Rs. | 

81,500 

Rs. 

81,500 


DEPRECIATION FUND ACCOUNT 


To Balance c/fd. 


Rs. 

50,000 


By Balance from last year 
„ Net Revenue Account—Transfer 


Rs. 

30,000 

20,000 


Rs. | 50,000 


Rs. 


l! 50,000 

I. —" * 


RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT 


To Expenditure 

Amount 
expend¬ 
ed to 
31-12-42 

Amount 
expend¬ 
ed dur¬ 
ing 1943 

Total 

By Receipts 

Amount 

received 

to 

31-12-42 

Amount 

received 

during 

1943 

Total 


Rs. 

Rs. 

Rs. 


Rs. 

Rs. 

Rs. 

Lands and Charges 




10,000 Ordinary 




incidental to 




Shares of Rs. 




acquisition 

13,60,920 

13,60,920 

100 each 

10,00,000 


10,00,000 

Building and 




Mortgage Deben- 




Works 

11,34,180 

11,34,180 

tures 

32,00,000 


32,00,000 

Machinery, 








Plant, etc. 

14,31,750 

14,31,750 





Mains and Cost of 








laying 

3,98,170 

3,98,170 





Tools and Loose 








Plant 

21,940 


21,940 





Accumulators ...! 

10,230 


10,230 





Office Furniture 








and Fittings 

2,450 


2,450 





Electrical Instru¬ 








ments 

2,000 


2,000 





Artesian Well 

3,500 


3,500 





Law and Parlia¬ 








mentary Char¬ 








ges 

60,000 


60,000 





Total Expendi¬ 




Total 




ture Rs- 

44,25,140 



Receipts Rs. 

42,00,000 


42,00,000 

1 




Balance ... 



2,25,140 


i 

Rs. 

44,25,140 

Total 


Rs. 

44,25,140 
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GENERAL BALANCE SHEET 
As at 31st December 1943 


Liabilities 

Rs. 

Asse/s 

Rs. 

lyo Capital A/c.—Amount Received ... 

42,00,000 

Efy Capital A/c.—Amount Expended 

44,25,140 

Sundry Creditors 

68,730 

Sy Stores on hand—Coal 

29,000 

S Bank Loan 

2,00,000 

(m „ Oil, Waste, etc. 

12,000 

L Capital Reserve 

40,000 

)„ Sundry Debtors 

1,65,000 

L Sinking Fund Account . ... 

81,500 

\, Investments on account of 


L Depreciation Fund Account 

50,000 

\ Sinking Fund ... ...j 

50,000 

,> Balance of Net Revenue Account 

89,910 

L Taxes and Insurance Paid in j 


| 


Advance ... ...; 

4,000 



„ Xash in hand and at Bank ...; 

45,000 

Rs. j 

47,30,140 

Rs. 

47,30,140 


Note.— The amount of Depreciation, according to the Statutory Form, is to be 
charged to Revenue Account, but for the sake of convenience it has been charged to 
the Net Revenue Account. 


Problem 358 


The following is the Trial Balance of the Durham Railway Company, after the 
completion of the Revenue Account for the half year ended 31st December 1943 : — 


3£ per cent Preference StockW* 

Ordinary Stock 

4 per cent Debenture StockWl 
Lines open for Traffic^ 

Lines in course of construction 
Lines not commenced(L/> .. ■ ■ r> 

Working Stock (Engines, Carriages, etc.)^ 
Contributions to Joint Lines CVP 
Premiums on Stocks, etc. sola^ 

Purchase of Grand Canal r *jf* .. 

(b Cash at Bank 

General Stores, Stock on hand 
^Traffic Accounts due to Company 
Due from other Companies 
^"Sundry Outstanding Accounts 
Debts due to other Companies 
Sundry Tradesmen, etc. 

Fire Insurance Fund 
Superannuation Fund 
Balance to Credit of Net Revenue Account 


j 300,000 
! 500,000 

200,000 

851,950 

5,000 

50 


130,0001 
50,000 



25,000 

5,000 


5,000 


10,000 


10,000 


1,000 


4,000 



500 


20,000 


1,500 


5,000 


20,000 

£ 1,072,000 

1,072,000 


During the half year there was an issue of £10,000 3£ per cent Preference Stock 
at par, which was fully subscribed and paid up, also of £20,000 Ordinary Stock fully 
subscribed and paid up at a premium of 5 per cent. The expenditure on lines open 
for traffiq was £25,000, on lines in course of construction £1,000, and on working stock 
£5,000. 

Make out Capital Account and Balance Sheet in proper form. 

(Chartered Accountants.) 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution 


The Durham Railway Company 
RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT 


To Expenditure 

1 Amount 
expended 
to June 
1943 

Amount 
expended 
during 
half year 

Total 

By Receipts 

Amount 
received 
to 30th 
June 1943 

Amount 
received 
during 
half year 

Total 



£ 

£ " 


£ 

£ 

£ 

Lines open for 




Ordinary Stock 

480,000 

20,000 

500,000 

traffic 

826,950 

25,000 

851,950 

3§ per cent 




Lines in course 




Preference 




of construe- 




Stock 

290,000 

10,000 

300,000 

tion 

4,000 

1,000 

5,000 

4 per cent De- 




Lines not com- 




benture Stock 

200,000 

... 

200,000 

menced 

50 


50 

Premiums on 




Contributions 




Stock ...i 

24,000 

1,000 

25,000 

to Joint Lines 

50,000 


50,000 





Working Stock; 

125,000 

5,000 130,000 1 





Purchase of 








Grand Canal ; 

5,000 

... 

. . 

5,000 





Total Expendi¬ 








ture £ 

1 , 011,000 

31,000 . 

1,042,000 

Total Receipts £ 

994,000 

31,000 

1,025,000 

! 




Balance 


£ 

17,000 

Total ... 


£ j 1,042,000 

Total 


£ 

1,042.000 


GENERAL BALANCE SHEET 
As at 31st December 1943 



£ 

r ~ 

1 £ 

Debts due to other Companies 

500 

Capital Account—Balance 

i 17,000 

Sundry Tradesmen, etc. 

20,000 

Cash at Bank 

5.000 

Superannuation Fund 

5,000 

General Stores 

10,000 

Fire Insurance Fund 

1,500 

Traffic Accounts due to Company .. 

1 10,000 

Net Revenue Account—Balance ... 1 

20,000 

Due from other Companies ...j 

Sundry outstanding Accounts ...! 

1,000 

4,000 

£ ! 

: i 

47,000 

£ 

47.000 


Problem 359 

Draw up from the following figures 
and General Balance Sheet of the East and 
prescribed form : — 


£ 


£ 

7,033 

9,909 

18,418 

4,078 

2,056 


Maintenance of Way 0 v 
Locomotive Power 0 * . 

Passengers carried Q,v , 

Parcels carried .. Cv 
Rates and Taxes Dv . 

Rent, Ch arges and Chief Rents 
p£i3 533 
Mails carried .. 669 

Merchandise carried O*. .. 13,651 

Minerals carried ^ .. 14,348 

'raffic Expenses $ v ... 9,235 

,ept pai d, on. Leased _ line^^„* „ ' 2,062 
Carnage and Wagon Repairs £ Y. 2,580 
"Interest on Debenture Stockrv»4.R £4,217 
Credit Balance brought from last 
half year’s Revenue Account .. 576 

JForged Transfers Fund 597 


a Revenue Account, Net Revenue Account 
West Railway on the 30th June 1943, in the 


Compensation (Accidents and 
Losses) £ .. .. ,. 439 

Debts due to other Companies 569 

i/Rent Charge Stock Guarantee 
v Dividend* jVcb . .. 2,602 

Sundry Outstanding Account 

(Creditors) C ^ .. 11,994 

Invested in Consols (Vv£ . .. 502 

General Stores—Stock on hand 4^10,653 
y Cash at Bankers .. .. 11,038 

\y x Banker s and Ge neral Interest RQ0 

Fire Insurance FundLJ* . ~ 

... Traffic Accounts due to the Com¬ 
pany .. .. .. 7,269 

Balance at Credit of Capital 
Account .. .. 3,432 

(Chartered Accountants.) 
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Solution 


The East and West Railway Co. 
REVENUE ACCOUNT 
For the half year ended 20th June 1943 



£ 


£ 

To Maintenance of Way 

7,033 

By Passenger traffic 

18,418 

„ Locomotive Power 

9,909 

„ Minerals 

14,348 

„ Traffic Expenses 

9,235 

„ Merchandise 

13,651 

„ Rates and Taxes 

2,056 

,, Parcels 

4,078 

„ Carriage and Wagon Repairs 

2,580 

„ Mails 

669 

„ Compensation (Accidents and Losses) 

439 



„ Balance carried to Net Revenue 

19,912 



Account 



—-- 

£ 

51,164 

£ 

51,164 

NET REVENUE ACCOUNT 



£ 

! 

! 

i 

£ 

To Interest on Debenture Stock 

4,217 

By Balance from last half-year’s 


„ Rent Charges and Chief Rents 

533 

Revenue Account 

. 576 

„ Rent paid on Leased Line 

2,062 

,, Balance from Revenue Account 


„ Rent Charge Stock Guarantee 


this year 

19,912 

Dividend 

2,602 

„ Banker's and General Interest ... 

80 

„ Balance applicable to Dividend on 


- 


Shares 

11,154 



£ 

20,568 

' 

£ 

20,568 


GENERAL BALANCE SHEET 
As at 30 th June 1943 


Liabilities 

£ 

Assets 

£ 

Balance at credit of Capital Account ... 

3,432 

Cash at Bankers ...i 

11,038 

Debts due to other Companies 

569 

Investments in Consols 

502 

Sundry Outstanding Accounts 

11,994 

General Stores—Stock on hand 

10,653 

Forged Transfers Fund 

Fire Insurance Fund 

Net Revenue Account 

597 
1,716 
! 11,154 

i 

Traffic Accounts due to the Company 

7,269 

£ 

29.462 

£ 

29,462 


Problem 360 


33 


The Electric Light and Power Co., Ltd., December 31st, 1943. 


Ordinary Shares 
Debentures 

Lands, to December 31st, 1942 . 

Lands, expended during 1943 Cjjf 
Machinery, to December 31st, 1942 
Machinery, expended during 1943 .. 

Mains, including cost of laying Q** .. 
Mains, expended during 1943 
Sundry Creditors on open Accounts ' 

Depreciation Account ,. .. ^ 


£ 


15,000 

500 

60,000 

500 , 

20,000 

5400 


£ -x 

54,900 ^ 

20,000 


100 

25,000 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


TRIAL BALANCE— Contd. 
Sundry Debtors for current supplied Av=> 

Other Debtors 
Stores on hand 

Cash •• •• 

Cost of generation of electricity 
Cost of distribution of electricity ^.. 

Rent, Rates and Taxes 0 ✓ 

Management >, .. .. 

Depreciation Dv/ .. 

Sale of Current Gv . 

Rent of Meters c v 

. ^Interest on Debentures - Nu-.R^ 

unterim Dividend 

Balance Net Revenue Account, December 31st, 1942 


£ 

. ' 4,0001 

. ’ 50 

500 
500 
3,000 
500 
500 
1,200 
2,000 

£ 

13,000 

1,000 

2,000 

500 

2,850 

£ 116,350 

116,350 


From the above Trial Balance, prepare Capital Account, General Balance Sheet, 
Revenue Account and Net Revenue Account. (Incorporated Accountants.) 


Solution 

The Electric Light & Power Co., Ltd. 

REVENUE ACCOUNT 
For the year ended 31st December 1943 



£ 

| 

£ 

To Cost of Generation of Electricity ... 

3,000 

By Sale of Current ... ...i 

13,000 

„ Cost of Distribution of Electricity... 

500 

„ Rent of Meters ... ...i 

500 

„ Management 

1,200 



„ Rent, Rates and Taxes 

! 500 



,, Depreciation 

2,000 




j 7,200 



„ Balance carried to Net Revenue 




Account 

6.300 



£ 

13.500 

£ , 

13,500 

--•---- 

_ _ 

— _ . . ..- -. - 

_ _ 


NET REVENUE ACCOUNT 


! £ 

To Interest on Debentures ... j 1,000 

„ Balance applicable to Dividend I 

on Ordinary Shares ...! 6,150 


/ ~~. £ ~ 

\j5y Balance of last Account... 2,850 

£ 

Less Interim Dividend... 2,000 



850 

„ Balance brought from Revenue 


Account 

6,300 

£ 

7,150 


[For Capital Account see next page.] 


£ ! 7,150 


GENERAL BALANCE SHEET 


As at 31st December 1943 


Capita] Account—Amount received ... 
Sundry Creditors on Open Accounts .. 
Depreciation Fund Account 
Balance of Net Revenue Account 


l £ 
74,900 
100 
25,000 
6,150 


Capital Account—Amount expended , 
Cash 

Sundry Debtors for Current supplied, 
Other Debtors 
Stores on hand 




£ 

101,100 

500 

4,000 

50 

500 
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RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT 


To 

Expenditure 

Amount 
expended 
to 31st e *P ended 
December i U q ! 5 g 
1942 

Total 

By 

Receipts 

Amount 
received 
to 31st 
December 
1942 

Amount 

received 

during 

1943 

Total 

Lands 

Machinery 

Mains, including 
cost of laying ... 

£ * £ 
15,000 500 

60,000 500 

i ! 

20,000 i 5,100 

£ 

15.500 

60.500 

25,100 

Ordinary Shares 
Debentures 

£ 

54,900 

20,000 

i 

* 

£ 

54,900 

20,000 

Total Expenditure 

95,000 ; 6,100 

_ ! 

101,100 

Total Receipts ... 

74,900 ; 


74,900 


f 


Balance 



26,200 ^ 

Total 

1 ^ 

101,100 

Total 


£ 

’ 101,100 


Problem 361 


The following balances relate to the Lunar Electric Supply Co., Ltd., for the 


year ended 31st December 1943. Make out (a) Capital Account, (b) Revenue Accounts 
(c) Net Revenue Account, (d) Depreciation Fund Account, (e) Sinking Fund Account, 


and (/) Balance Sheet as on that date. Of the balance of profit, appropriate £2,000 
to Depreciation Fund, and £3,000 to Sinking Fund, before ascertaining the amount avail¬ 


able for Shareholders’ Dividend. 


£ 

20,000 Ordinary Shares of £5 

each fully paid .. .. 100,000 

Debenture Stock .. .. 320,000 

Lands and Charges incidental to 
acquisition .. .. 136,092 

Buildings and WorksG^.. . . 113,418 

Machinery, Plant, etc.e&vf? .. 143,175 

Mains and Cost of Laying .. 39,817 

Tools and Loose Plant cw> ' .. 2,194 

Accumulators .. .. 1,023 

Office Furniture and Fittings Z*/? 245 

Electrical Instruments^^/) .. 200 

Artesian Well C .. .. 350 

Law and Parliamentary Charges 

re: Company’s ActQ^ .. 6,000 

Coal, Carriage, etc. Dy.. 13,404 

Oil Waste, and other Stores j)v. 1,813 
Salaries of Engineers and Officers 1,147 
Wages at Station ry • • • • 3,347 

Repairs and Maintenance v v .. 780 

Rents, Rates and Taxes P v .. 2,500 

Management Expenses D v . • 2,230 

Law Expenses j) y • • • • 150 

Insurance and Special Charges 480 


^Interest on Debenture Stock .. 12,800 

/Interest on Bank Loan .. 250 J 

Interest on Sinking Fund Invest¬ 
ments .. .. .. 150J 

Receipts for Sale of Current .. 45,700C 

Meter and other Rents receivable 1,705 c 
Transfer Fees .. .. 5 

Discounts on Purchases .. 70 

Received for sale of old materials 10 

Balance to Credit of last Net 

Revenue Account .. .. 5,402 

Depreciation Fund, Balance to 

Credit .3,000 

Sinking Fund, Balance to Credit 5,000 
Sundry Creditors .. .. 6,873 

Bank Loan L v <w .. •• 20,000 

Capital Reserve A .. 4,000 

Stores on hand—Coal .. Aa .. 2,900 

„ „ —Oil, Waste, etc. A 1,200 

Sundry Debtors • • • • 16,500 

Rates and Insurance paid in advance A-^ 400 
Investments on account of Sinking 
Fund , .. .. 5,000 

Cash in hand and at Bank .. 4,500 


(National Union of Teachers.) 


Solution 

The Lunar Electric Supply Co., Ltd. 
DEPRECIATION FUND ACCOUNT 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


The Lunar Electric Supply Co., Ltd. 

REVENUE ACCOUNT 
For the year ended 31st December 1943 


i 

To Coal, Carriage, etc. ... i 

„ Oil, Waste and other Stores ..., 

„ Wages at Station ...j 

,, Repairs and Maintenance 
„ Salaries of Engineers & Officers ...j 
Rents, Rates and Taxes 
„ Management Expenses 
„ Law Expenses 

M Insurance and Special charges ...| 

£ 

13,404 

1,813 

3,347 

780 

1,147 

2.500 

2,230 

150 

480 

By Receipts for sale of current 
„ Meter and oiher Rents receivable 
„ Discount on Purchases ...i 

„ Receipts for sale of old Materials | 
„ Transfer Fees ...j 

£ 

45,700 

1,705 

70 

10 

5 

„ Balance carried to Net Revenue 
Account ... ...j 

25,851 

21,639 

] 

i 


£ j 

47,490 

£ 

47,490 





NET REVENUE ACCOUNT 

For the year ended 31st December 1943 


To Interest on Debenture Stock 
„ „ Bank Loan 

Depreciation Fund* 
y„ Sinking Fund 
„ Balance applicable to Dividend 
on Ordinary Shares 

£ 

12,800 

250 

2,000 

3,000 

8,991 

By Balance b/fd. 

„ „ brought from Revenue 

Account 

i; 

£ 

; 5,402 

I 21,639 

ji 

i 

£ 

: 27,041 

£ 

27,041 


u 

... . _ . 



* As a rule, Depreciation is charged to Revenue Account. 

SINKING FUND ACCOUNT 


£ 

i 

£ 

To Balance c/fd- ... ...; 8,150 

I 

By Balance b/fd. 

„ Amount brought from Net 

5,000 

Revenue Account ... 

3,000 

j! 

„ Interest on Amount invested 

150 

£ 8,150 

£ 

8,150 

1 

. . . 

- „ .. 


[For. Receipts and Expenditure on Capital Account see next page. 

GENERAL BALANCE SHEET 
As at 31st December 1943 



£ 


£ 

Capital Account—Amount received ... 

420,000 

Capital Account—Amount expended 

442,514 

Sundry Creditors 

6,873 

Stores on hand—Coal 

2,900 

Bank Loan 

20,000 

Stock of Oils, Waste, etc. 

1,200 

Capital Reserve 

4,000 

Sundry Debtors 

16,500 

Sinking Fund Account 

8,150 

Investments on account of Sinking 


Depreciation Fund Account 

5,000 

Fund 

5,000 

Balance of Net Revenue Account 

Rates and Insurance paid in advance 

400 

applicable to dividend on Ordinary 
Shares 

8,991 

Cash in hand and at Bank 

4,500 

£ 

473,014 

£ 

473,014 

- — 

-'_.J 

- -——--- 

_— 
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receipts and expenditure on capital account 


To 

Expenditure 

Amount 
expended 
to 31st 
December 
1942 

Amount 

expended 

during 

1943 

Total 

By 

Receipts 

Amount 
received 
to 31st 
December 
1942 

Amount 

received 

during 

1943 

Total 


£ 

£ 

£ 


£ 

£ 

£ 

Lands and 




20,000 Ordi- 




Charges in- 




nary Shares 




cidental to 




of £5 each, 




acquisition ... 

136,092 

... 

136,092 

fully paid 

100,000 

••• 

100,000 

Building and 




Debenture 




Works 

113,418 

• •• 

113,418 

Stock 

320,000 

••• 

320,000 

Machinery, 








Plant, etc. ... 

143,175 


143,175 





Mains and Cost 








of laying 

39,817 

... 

39,817 





Tools and 








Loose Plant ... 

2,194 

... 

2,194 





Accumulators ... 

1,023 


1,023 





Office Furni¬ 








ture and 



| 


1 



Fittings 

245 

••• 

i 245 





Electrical In¬ 



j 


| 



struments ... 

200 

... 

200 


1 



Artesian Well... 

350 

... 

350 


1 

j 


Law and Par- 



i 





liamenta ry 






1 


Charges 

6,000 


6,000 


| 

f 

, 

Total 

i 



Total 




Expenditure £ 

442,514 

... 

442,514 

Receipts £ 

420,000 

i 

... 

420,000 





j 




1 

| 



By Balance... 


i 

1 

22,514 

Total 

i 

I 

£ 

1 442,514 

r _ Total 


i £ 

442,514 


Problem 362 

Provide for the undermentioned depreciation, and prepare a Revenue Account, 
Capital Account and Balance Sheet from the following Trial Balance. A call of £1 per 
share was payable31st December and arrears are subject to interest at 5 per 
cent per annum. ~ . 


Depreciation to be provided for on : Buildings 2k per cent, Machinery 7J per cent, 
Mains 5 per cent, Transformers etc. 10 per cent, Meters and Electrical Instruments 15 
per cent, < kvk U 

THE DYNAMO ELECTRIC LIGHTING CO., LTD. 

Trial Balance 30th June. 


Amount last 
30 th June. 

£ 

Capital, Nominal, 10,000 shares of £10 each. 

20,000 Subscribed 5,000 shares „ „ £5 paid 

15.0 00 Debentures 6 per cent Inter est .. 

"*#00 depreciation Fund 7. 

Calls in arrears 
9,300 Freehold Land 
4,000 Buildings 

6,000 Machinery at Station .. 

5,000 Mains 

1,000 Transformers, Motors, etc. 

500 Meters 

300 Electrical Instruments .. 


- 1,000 

9,300! 

5,000 

10,000 

8,000 

2,000 

1,500 

400 


25,000 ( 
15,000 c 
1,000 
^Do^ i 

K 

7\y 
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typical problems in advanced accounting 


£ TRIAL BALANCE— Contd. 

1,600 General Stores (Cables, Mains and Lamps) in stock 
250 Office Furniture 
Coal and Fuel 

Oil, Waste and Engine Room Stores 

Coal, Oil, Waste, etc. in Stock r:- 

Wages at Station 
Repairs and Replacements 
Rates and Taxes 

Salaries of Secretary, Manager, etc. 

Directors* Fees 

Stationery, Printing and Advertising 
Incidental Expenses 
Law Charges 
Sales by Meter 
„ „ Contract 

Meter Rents 
Sundry Creditors 
„ Debtors 

Cash in hand and at Bank 


2,350f^ 


OtTA 

. 1,900 
750 
100 
3,000 
f v 500 
** 300 

1,500 
1,000 
D v 600 
100 
200 


3,000 

3,300 


-"7^'VOcY. 


£ 56,050 


8,750 
5,000 Oy 
300 Cr 
1,000 U 


56,050 


Solution 


(Chartered Accountants.) 


The Dynamo Electric Lighting Co., Ltd. 

REVENUE ACCOUNT 
For the year ended 30 th June . 


To Wages at Station 
„ Coal and Fuel -V 

„ Oil, Waste and Engine Room Stores *rj 
„ Repairs and Replacements ...! 

„ Salaries of Secretary, Manager, etc. 

„ Directors'Fees 


„ Stationery, Printing and Advertising 
„ Rates and Taxes 

„ Law Charges 

... ■ 

„ Incidental Expenses 


„ Depreciation*:— 

£ 

Building 

100 | 

Machinery 

450 : 

Mains 

250 

Transformers - 

100 

Meters 

75 ! 

Electrical Instruments 

45 | 


£ 

3,000 

1,900 

750 

500 

1,500 

1,000 

600 

‘300 

200 

100 


Total Expenditure 
Balance carried to Net Revenue 
Account 


1,020 



By Sales by Meter 
„ Sales by Contract 
„ Meter Rents 


£ 

8,750 

5,000 

300 


14,050 


♦ Depreciation has been calculated on opening balances. 

NET REVENUE ACCOUNT 



£ 


£ 

To Interest on Debentures 

900 

By Balance brought from Revenue 


„ Balance applicable to Dividend on 


Account 

3,180 

Shares 

2,305 

„ Interest on Calls in arrears 

25 

O V ^ £ 

3,205 

-r«r 't «-a- £ 

1 

3,205 

.- ; ■■■ 

lL_ 
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RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT 


To Expenditure 

Amount 
expended 
to last 
June 30th 

Amount 
expended 
during 
this year 

Total 

By Receipts 

Amount 
received 
to last 
[une 30th 

Amount 
received 
during 
this year 

Total 


£ 

£ 

£ 


£ 

£ 

£ 

Freehold Land ... 

9,300 

... 

9,300 

5,000 Shares £ 10 




Buildings 

4,000 

1,000 

5,000 

each, £ 5 called 




Machinery at 




up 

20,000 

4,000 

24.000 

Station 

6,000 

4,000 

10,000 

6 % Debentures 

15,000 

... 

15,000 

Mains 

5,000 

3,000 

8,000 





Transformers, 








Motors, etc. ... 

1,000 

1,000 

2,000 





Meters 

500 

1,000 

1,500 





Electrical Instru¬ 








ments 

300 

100 

400 





General Stores 








(Cables, Mains 




| 




and Lamps) in 








Stock 

1,600 

750 

2,350 





Office Furniture 

250 

... 

250 





Total Expenditure 



i 

i 

Total 




£ 

27,950 

10,850 

38,800 

Receipts £ 

35,000 

4,000 

39,000 

To Balance 



j 200 





Total 

i 

j 

£ 

| 39,000 

I-'■ 

Total 


£ 

39,000 


GENERAL BALANCE SHEET 
As at 30th June . 


Capital Account—Amount received 
Sundry Creditors 
Outstanding Creditors (for Interest on 
Debentures) , 

Depreciation Fund w<jvo//ovo 1 
Balance of Net Revenue A^count^- 
available for dividends 


1 

1 

| 

£ 


£ 


j 39,000 

Capital Account—Amount expended 

38,800 


1 1,000 

Cash in hand and at Bank 

3,300 

1 


Sundry Debtors ..J 

3,000 

900 

Outstanding Debtors (for Interest | 


2,020 

on calls in arrears) 

25 


Coal, Oil, Waste, etc. in Stock ... 

100 

.. | 2,305 

j 


£ 

i 45,225 

£ 

45,225 


Problem 363 

The Bombay Municipal Corporation having received many complaints regard¬ 
ing the insufficient supply of water decided to replace some of the existing mains by 
mains of larger size. The cost of the existing mains which are to be replaced was 
Rs. 10,00,000 at the time they were laid. The cost of the Materials and Wages have 
increased in the meantime by 50% in the aggregate; it is estimated that the laying of 
larger mains would cost Rs. 30,00,000 and the old mains would realise about Rs. 2,50,000. 
As the Capital Expenditure is to be met by means of a Loan and the Revenue Expendi¬ 
ture is to be provided for out of revenue, it is necessary to allocate the cost of Rs. 30,00,000 
between Capital and Revenue Expenditure. You are asked to make the allocation. 

(G.D.A.) 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution 


STATEMENT SHOWING THE ALLOCATION 


Cost of the Old Mains 

Add 50% increase in Materials and Wages being present 
cost of replacing the Old Mains 

Rs. 

10,00,000 

5.00,000 

Capital 

Revenue 

15,00.000 

2,50,000 

Balance—being difference between Rs. 30,00,000 and 
Rs. 15,00.000 chargeable to Capital 

Less Amount realised on sale of Old Mains 


! 15,00,000 


Rs. 

15,00,000 

JL2,50,000^ 






After the above Allocation, the Mains Account and Replacement Account will stand 
as under : — 


MAINS ACCOUNT 


To Balance b/fd. 

„ Bank 

... 

; Rs. 

10,00,000 
30,00,000 

By Replacement Account 
„ Balance c/d. 

Rs. 

15,00,000 

25,00,000 


Rs. 

40,00,000 

Rs. 

40,00,000 

To Balance b/d. 

Rs. 

25.00,000 




REPLACEMENT ACCOUNT 


To Mains Account—Transfer 

— 

Rs. 

j 15,00,000 

By Bank 

Rs. 

2,50,000 


Note.— The Replacement Account will also be credited with the amount standing 
to the credit of the Depreciation Fund in respect of the Old Mains, and the balance will 
then be transferred to Revenue Account. 


Problem 364 

The Hindustan Gas Company rebuild and re-equip part of their works at a 
cost of Rs. 50,000. The part of the old works thus superseded cost Rs. 30,000. The capa¬ 
city of the new works is double than that of the old. Rs. 2,(KK) is realised by the sale of 
old materials, and old materials valued at Rs. 1,000 are used in the reconstruction and 
included in the cost of Rs. 50,000 abovementioned. The cost of labour and materials is 
10 % higher now than when the old works were built. 

Give the Journal Entries for recording the above transactions in the books of the 
Company, showing particularly what amount you consider should be charged to Capital 
Expenditure and stating your reasons for your decision. (G. D. A.) 

Solution 

JOURNAL ENTRIES 


Works Account 

Replacement Account ... 

To Bank 

(Being the apportionment of the expenditure of Rs. 49,000 
of which Rs. 33,000 is charged to Replacement Account, 
as the same represents the present cost of replacing old 
works which originally cost Rs. 30,000.) 

Dr. 

” 

L.F. 

Rs. 

16,000 
33,000 ! 

t j 

Rs. 

49,000 

Bank 

To Replacement Account 

(Being the amount realised on the sale of old materials.) 

Dr. 


2,000 

2,000 

Works Account 

To Replacement Account 

(Being the value of old materials utilised in reconstruction.) 

Dr. 


1,000 

1,000 
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As a result of the above entries, Rs. 17,000 of the cost of reconstruction is capitalised, 
bringing the total amount standing to the debit of Works Account to Rs. 47,000. The 
Replacement Account will be further credited with any Depreciation Fund standing in the 
books in respect of the old works and the balance then standing on that Account will be 
transferred to Revenue Account. Thus only the cost of extension has been charged to 
Capital, the extra cost of replacement due to rise in labour and materials being charged 
to Revenue. 

As the capacity of the new works has been increased doubly, it will not be unsound 
or unwise to charge to capital a further amount so as to bring up the Works Account 
to double the value of the old works, although the former method is safer and more 
conservative. 

Problem 365 

A Gas Company laid down a main at a cost of Rs. 10,00,000. Some years later 
owing to increased demand the Company laid down an auxiliary main for a quarter of 
the length of the old main for Rs. 3,00,000, and replaced the rest of the main at a cost of 
Rs. 12,00,000, the cost of laying mains having increased by 15% in the meantime. 

How would you apportion the new expenditure between Capital and Revenue 
having regard to the increased cost of materials and w-iges and the fact that the old 
materials realised Rs. 1,80,000? 

Solution 

The following Journal entries will be necessary to apportion the new expenditure 
between Capital and Revenue : — 

JOURNAL ENTRIES 


Mains Account 

To Bank 

(Being the cost of new auxiliary Mains laid down.) 

Dr. 

L.F. 

i 

i Rs. i 

j 3,00,000 j 

| 1 

Rs. 

3,00,000 

Mains Account 

Replacement Account 

To Bank 

(Being the amount of Cash paid apportioned as 
! follows:— 

Cost of replacement of the old Mains Rs. 11,50,000 
due to 15% increase in cost of Materials and 
labour, the balance of Rs. 50,000 representing*the 
amount paid for actual expenses being capitalised.) 

Dr. 

»» 


50,000 i 

11,50,000 : 

: i 

: [ 

i 

! 

1 '' 

12 ,00,000 

Bank 

To Replacement Account 

(Being the amount realised on sale of old Materials.) 

Dr. 


1,80,000 | 

1 

! 

1 

1,80,000 


Problem 366 

The following are the balances of a Railway Company for the year ending 31st 
December 1943. Prepare Capital Account, Summary of Revenue Accounts, Appropria¬ 
tion Account and General Balance Sheet: — 


Receipts on Capital Account : — 

£ 

Ord. Pref. and Guaranteed 
Stock to 31st Dec. 1942 .. 7,400,000 

Received during the year .. 200,000 

Loans received by the 
Company .. .. 500,000 

Expenditure on Capital Account :— 

Lines open for traffic to 31st December 1942 
„ „ traffic during the year 


£ 

Debenture Stock .. .. 2,300,000 

Premiums received on shares 

and stocks .. .. 19,500 

Premiums received on 
Debentures .. .. 37,000 


£ 

.. 4 , 500,000 
.. 1 , 300,000 
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£ 

Lines not open for traffic: — 


New lines during the year .. .. .. .. .. .. 200,000 

Widening of existing lines during the year .. .. .. .. 400,000 

Rolling Stock . 1,500,000 

„ during the year .. .. .. .. .. .. 300,000 

Manufacturing and Repairing Works and Plant .. .. .. .. 400,000 

„ „ during the year .. .. .. .. .. 100,000 

Horses .. .. .. .. .. .. .. .. $ 80,000 

Road Vehicles: — 

Goods and Parcels .. .. .. .. .. .. .. 4,000 

Passengers .. .. .. .. .. .. .. .. 7,000 

Steamboats .. .. ... .. .. .. .. 400,000 

Docks, Harbours and Wharves .. .. .. .. .. .. 450,000 

„ „ during the year .. .. .. .. .. .. 100,000 

Hotels .. .. .. ... .. .. .. .. .. 175,000 

Electric Power Stations .. .. .. .. .. .. .. 120,000 


Land and Property not forming part of the Railway or Stations used in 
connection with Railway working .. .. .. .. .. .. 400,000 


Revenue Receipts and Expenditure : — 


Railway 

Steamboats 

Docks, Harbours and Wharves 
Hotels, etc. 

Miscellaneous Net Receipts : — 

Rents from Hotels 

Interest and Dividend from Investments 
Transfer Fees 
General Interest 


Receipts. 

Expenditure. 

£ 

£ 

1,005,000 

700,000 

90,000 

20,000 

225,500 

110,000 

60,000 

30,000 

9,000 


49,500 


165 


590 



Charges on Net Revenue : — 

Interest on Superannuation Funds 
Rent Charges and Annuities 
Interest on Loans 
„ „ Debenture Stock 

Balance from last year’s Appropriation Statement 
Appropriation to General Reserve 
Dividends on Guaranteed and Preference Stock 


3,000 

16,000 

40,000 


~704MML 
r 89,000 
l 300,555 


General Assets and Liabilities : — 

Cash at Bank 
„ in hand 

Investments in Government Securities 
Other Securities 

Investments of Superannuation Funds 
Stock of Stores and Materials 
Outstanding Traffic Accounts 
Ainount due by Railway Companies 
Due from Post Office 
Sundry Creditors . 

Due to Railway Clearing House 
Superannuation Fund 
Fire Insurance Fund 

Depreciation Funds: — 

Railway 

Steamboats 

General Reserve Fund 


30,000 v 
400) 
1,005,000\. 
990,ooqr 
152,00(1 
125,000) 
120,000) 
39,0001 

f 310 , ‘offers 

1 19,000 ( 
150,000 ( 
350,000 / 


930,000 

90,000 

500,000 
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Solution 


STATUTORY ^ORMS OF RAILWAY COMPANIES’ ACCOUNTS 
[provided under the ( English ) Railway Companies 
Accounts and Returns Act.] 


No. 8. REVENUE RECEIPTS AND EXPENDITURE OF THE WHOLE UNDERTAKING 


See 

State¬ 

ment 


Gross 

Receipts 

Expendi¬ 

ture 

Net 

Receipts 

10 

Railway 

o 

o 

o 

in 

o • 

CD 

T—t 

£ 

700,000 

£ 

305,000 

11 

Omnibuses, etc. ... 

... 


12 

Steamboats 

90,000 

20,000 ; 

70,000 

13 

Canals 

i 

14 

Docks, Harbours & Wharves 

225,500 

: 110,000 

115,500 

15 

Hotels, Refreshment Rooms, etc. 

60,000 

30,000 

30,000 

16 

Other separate business 

... 

1 

... 


Total £ 

1,380,500 

j 860,000 

il 

! 520,500 


Miscellaneous Receipts (Net):— £ 

Rents from Houses and Lands 

Rents from Hotels ... ... ... ... ... 9,000 

Other Rents including lump sum Tolls 

Interest and Dividends from Investments ... ... ... ... r 49,500 

General Interest ... ... ... ... ... ... 590 

Transfer Fees ... ... ... ... ... ... 165 


Total Net Income £ ! _ 579,755 


NO. 9. PROPOSED APPROPRIATION OF NET INCOME 


Balance brought forward from last year’s Account 

Net Income as per Statement No. 1 

Appropriation from Reserve 

Ml ••• 

••• * ••• 

... 

£ 

70,000 

579,755 



Total £ | 

649,755 

Deduct:—Interest, Rentals and other fixed charges:— 
Interest on Superannuation and other Funds 

Rent Charges and Annuities 

Chief Rents, way leaves, etc. 

Interest on Loans 

„ „ Debenture Stock 

••• 

3,000 

16,000 

40,000 

60,800 



£ 

119,800 

119,800 

Appropriation to Reserve and other special purposes 
Dividends on Preference and Guaranteed Stock ... 

Balance 

i 

89,000 1 
300,555 | 

- 

529,955 

389,555 

Balance available for Dividends 

£ 

140,400 



-- -. 

— 


















NO. 4. RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT 
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NO. 18. GENERAL BALANCE SHEET 


DEPRECIATION AND RESERVES 


525 



Statement No. 9 (a) 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Problem 366A 


The figures given below relate to the Cornwall Colliery Co., Ltd., for the year end¬ 
ing 31st December 1943. Prepare Capital Account and General Balance Sheet on the 
Double Account System, and then exhibit the same figures in a Balance Sheet op the 
Single Account System. Nominal Capital, £250,000. 


110,000 Ordinary Shares of £1 
each, fully paid 

60,000 6 per cent Preference Shares 
of £1 each, fully paid Wf 
Debentures 5 per cent 
Bills Payable u .. 

Sundry Creditors 
Lands acquired ^ 

Shaft Sinking, etcs^ 

Plant and Machinery 
Wagons \ 


£ 

Office Buildings^ 

£ 

3,000 

110,000 

Workmen’s Cottages .. 

9,000 


Depreciation Fund 1_ 

20,000 

60,000 

Reserve Fund L-:. 

15,000 

30,000 

Balance to Credit of Profit & Loss 


6,000 

Account L .. 

25,000 

9,000 

Stock on hand ^ 

12,000 

8,500 

Investments f\ .. 

17,000 

111,000 

Sundry Debtors (a 

35,000 

35,000 

Cash in hand and at Bank/\ .. 

30,000 

13,500 

Shortworkings Account ^ 

1,000 


The above figures include an issue of 10,000 Preference Shares during the year 
* 1943; and the following amounts were also spent during the same period: —Shaft Sink¬ 
ing, £6,000 ; Machinery, £5,000 ; Wagons, £3,000 ; Workmen’s Cottages, £1,000. 


(National Union of Teachers.) 


Solution 


The Cornwall Colliery Co., Ltd. 

RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT 


To Expenditure 

Amount 

T38 d i«r" tod 

December! d “" n * 
1942 j 

Total 

By Receipts 

Amount 
received 
to 31st 
December 
1942 

Amount 

received 

during 

1943 

Total 

Lands acquired 

Shaft Sinking, etc. 

£ 

8,500 

105,000 

£ 

6,000 

£ 

8,500 

111,000 

110,000 Ordinary 
Shares of £i each 

£ 

£ 

£ 

Plant & Machinery 
Wagons ^ 

Workmen’s Cottages 

30,000 

10,500 

8,000 

5,000 

3,000 

1,000 

35,000 

13,500 

9,000 

fully paid 

60,000 6% Pre-; 

ference Shares of 

110,000 


110,000 

i 

Office Buildings 

3,000 


3,000 

£1 each fully paid 
5% Debentures ... 

50,000 

30,000 

10,000 

! 60,000 
i 30,000 

Total Expenditure £ 
To Balance 

165,000 

15,000 

180,000 

20,000 

Total Receipts £ 

190,000 

10,000 

200,000 

Total 


£ j 

200,000 

Total 

I 

£ 

200*000 

1 

_~__ _ 

. _I 



' 

_ ' 

_ 


GENERAL BALANCE SHEET 
As at 31st December 1943 


1 - • - - - - — - - 

r—~-- 

- i —* - — -- - — 

~ -. 


£ 


£ 

Capital Account—Balance 

20,000 

Cash in hand and at Bank 

30,000 

Bills Payable 

6,000 

Investments 

17,000 

Sundry Creditors 

9,000 

Sundry Debtors 

35,000 

Reserve Fund 

15,000 

Stock on hand 

12,000 

Depreciation Fund 

20,000 

Shortworkings Account 

1,000 

Net Revenue Account—Balance 

25,000 



£ 

95,000 

£ 

95,000 
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BALANCE SHEET 
As at 31st December 1943 
(Single Account System) 


Capital & Liabilities 


£ 

Property & Assets 

£ 

Nominal Capital:— 



Lands 

l 8,500 

250,000 Shares of £1 each 

... 

250,000 

Buildings 

! 3,000 

Issued and Paid up Capital: — 



Shaft Sinking, etc. 

111,000 

110,000 Ordinary Shares of 

£ 


Plant and Machinery 

35,000 

£1 each, fully paid 

110,000 


Wagons 

... 13,500 

60,000 6% Preference 



Cottages 

9,000 

Shares of £1 each, fully 



Shortworkings Account 

1,000 

paid 

60,000 


Stock on hand 

... 12,000 



170,000 

Sundry Debtors 

... 35.000 

5% Debentures 


30,000 

Investments 

... 17,000 

Reserve Fund 


15,000 

Cash in hand and at Bank 

... 30,000 

Depreciation Fund 

• • • 

20,000 



Sundry Creditors:— 

• •• 




On Open Accounts 

9,000 




Bills Payable 

6,000 






15,000 



Profit and Loss Account 


25,000 



• 

£ 

: 275,000 


£ 275.000 


Problem 366B 


Make out from the following Trial Balance as on 31st December 1943 of the Trent 
Valley Water Co. (1) Capital Account, (2) Revenue Account, (3) Net Revenue Account, 
(4) Reserve Fund Account, (5) General Balance Sheet. The Reserve Fund is to be 
raised to £500, and National War Loan Stock increased to a like amount at par, to be 
known in future as Reserve Fund Investments. 


Dr. Balances £ 

Expended on Purchase of Land 3,000 
„ „ Construction of 

Work 102,330 

„ „ Mains and Service 

Pipes Cvy 11,920 
„ „ Meters .. 1,050 

„ „ Parliamentary C^> 

Expenses .. ' 

Sundry Debtors 
Debtors for Water Rates due 
Stores on hand ftvo 
Investments—National War Stock, 
at par . 

Cash in hand JW? 

Cash at Bank 
Salaries Dv" 

Printing ^ .. •• 

Incidental Expenses * .. .. 

Maintenance of Pumping Stations* 3 
Maintenance of Reservoirs * ^ .. 

„ Filter Beds ^ . 

Repairs to Mains (*-v 
General Repairs 
Directors’ Fees £>. v _ 

Auditors’ Fees 


2,000 

48 

1,242 

340 

f(m>, 

fiO 

3,353 1 
600 
50 
37 1 
1,705 
500 
150 
220 
155 
400 
50 


Rates and Taxes 

Interest on Debenture Stock to 
date 

Dividend on Preference Shares 
to date 

Interim Dividend on Ordinary 
Shares, 1st August 1943 



Cr. Balances 


60,000 Ordinary Shares £1 each 
20,000 Preference Shares £1 each 
6 per cent 

Debenture Stock 5 per cent 
Premiums on Shares 
Sundry Creditors L 
Reserve Fund (_ 


Water Rents :y .. 


14,667 

General Rents 


350 

Transfer FeesC>.. 


24 

Unclaimed Dividends . 


20 

Balance Net -Revenue 
1st January 1943 

Account, 

1,000 


60,0(Xk 

20,000 ) 
20 . 000 / 
20,000 > 
841 


(National Union qf Teachers.) 
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Solution 


The Trent Valley Water Co. 
REVENUE ACCOUNT 


For the year ended 31st December 1943 


To Rates and Taxes 
„ Salaries 

„ Maintenance of Pumping Stations 
„ Maintenance of Reservoirs 
„ Maintenance of Filter Beds 
„ Repairs to Mains 
„ General Repairs 
„ Directors' Fees 
„ Auditors'Fees 
n Printing 

„ Incidental Expenses ... 

£ 

2,500 
600 
1,705 
i 500 

150 

1 220 

155 
400 
50 

| 50 

| 37 

By Water Rents 

„ General Rents ... « ... 

' „ Transfer Fees 

£ 

14,667 

350 

24 

Total Expenditure 
„ Balance carried to Net Revenue 
Account ... ...j 

1 6,367 

1 8,674 



£ | 

15,041 

£ 

15,041 

__ __ 

.. 

• 



[For Net Revenue Account see next page. 


RESERVE FUND ACCOUNT 



£ 


£ 

To Balance carried forward 

500 

By Balance brought from last Account 

! . 258 



Amount transferred from Net 




Revenue Account ... 

! 242 

£ 

500 

£ 

1 500 


RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT 


To Expenditure 

Amount 
expended 
to 31st 
December 
1942 

! Amount 
expended 
during j 
1943 | 

Total 

i 

By Receipts 

Amount 
received 
to 31st 
December 
1942 

Amount 

received 

during 

1943 

Total 


^ £ 

! 

£ 

£ 


! £ 

£ 

£ 

Purchase of Landj 

3,000 


3,000 

Ordinary Shares 

i 



Construction of 




of £1 each 

60,000 


60,000 

Works ...| 

102,330 


102,330 

6% Preference 




Mains and Ser~ 




Shares of £1 each 

20,000 


20,000 

vice Pipes 

11,920 


11,920 

5% Debenture 




Meters 

1,050 


1,050 

Stock 

20,000 


20,000 

Parliamentary 




Premium on 




Expenses 

2,000 


2,000 

Shares 

20,000 


20,000 

Total 

i 



Total 




Expenditure £ 

1 120,300 

I 

i 

Receipts ' £ 

120,000 


120,000 




1 

By Balance ... 


£ 

300 

Total ...J 


£ 

120,300 

Total ... 


£ 

_i 1 

120,300 
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NET REVENUE ACCOUNT 



£ 

£ 

£ 

To Interest on Debenture Stock 
„ Dividend on Preference Shares ... 
„ Balance applicable on Dividend 
on Ordinary Shares 

1,000 

1,200 

4,232 

By Balance from last Account 1,000 
„ Balance brought from 

Revenue Account ... 8,674 

£ 9,674 

Less Interim Dividend 3,000 

Reserve Fund ... 242 

- 3,242 

6,432 

£ 

6,432 

£ 

1 

6.432 


GENERAL BALANCE SHEET 


As at.31st December 1943 



£ 


£ 

Sundry Creditors 

841 

Capital Account—Balance 

300 

Reserve Fund 

500 

Cash in hand 

60 

Unclaimed Dividends 

20 

Cash at Bankers 

3,103 

Balance of Net Revenue Account 

| 4,232 

Reserve Fund Investments—National 




War Stock 

500 

1 

\ 

Stores on hand 

340 

1 

i 

Sundry Debtors 

48 



Debtors for Water Rates due ...| 

1,242 

£ 

5,593 

£ 

5,593 

[i 
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'problem 367 

* A Bombay Head Office charges out goods supplied to its Branch at cost plus 

20 per cent. From the following particulars prepare the Branch Trading Account and the 
Branch Total Debtors’ Account as in the Head Office Books. Prepare also an account 
showing the actual Branch Profit: — 


Goods sent to Branch 
Total Sales 
Cash Sales 

Cash received from Branch Debtors 
Branch Debtors at commencement 
Branch Stock at commencement 
Branch Stock at close of the period 


Rs. 

52,968 

51.600 

27.600 

22,000 

6,000 
1,920 - 
3,360." 




O U o 
/A0 


Solution 




"ST 


u I ■ 




Head Office Books 

, BRANCH TRADING ACCOUNT 




(B. Com.) 

V 


6 


To Stock at commencement 
„ Goods supplied by H. O. 

„ Gross Profit transferred to General 
P. & L. Account ... 


Rs. 


Rs. . 

L Rs. 

1,600 

By Sales. 

44,140 

- Cash . ... ... 27.600 


Credit ... ... 24,000 

8,660 

--- 


„ Stock at end 

54,400 

Rs. 


Rs. 


51,600 

2,800 


54,400 


34 
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BRANCH TOTAL DEBTORS’ ACCOUNT 



| Rs. 


Rs. 

To Balance b/fd. 

6,000 

By Bank 

22,000 

„ Sales 

; 24,000 

„ Balance c/d. 

8,000 

Rs. 

30,000 

Rs. 

30.000 

To Balance b/d. 

8,000 

1 




BRANCH ACCOUNT 


Rs. 

Rs. 

Rs. 

Rs. 

To Balance:— 


By Bank 

49,600 

Stock ... ... 1,920 


„ Balance:— 


Debtors ... ... 6,000 


Stock ... 3,360 



! 7,920 

Debtors ... 8,000 


„ Goods sent to Branches Account ... 

52,968 


; 11,360 

„ Difference in value of Stock Account 

560 

„ Difference in value of Stock A/c. 

1 320 

„ Gross Profit transferred to General ! 

1 

„ Goods sent to Branches Account : 

8,828 

P. & L. Account ...i 

8,660 

( 


Rs. 

i 70.108 

Rs. ! 

70,108 


^yroblem 368 y 

s Messrs. J. Silkstone & Co., Coal Merchants of London, opened a branch business 
/ at Maidstone, on 1st January 1943. From the Trial Balance of the Maidstone Branch, 
prepare Profit and Loss Account and draft entries necessary to incorporate the figures 
below in the Head Office Books. Stock of coal at Maidstone £984. 

Dr. Balances £ Cr. Balances £ 

Sundry Debtors .. .. 640 Head Office Adjustment Account 1,574 

Horses, Carts, etc. .. .. 280 Coal Sales , .. .. .. 1,750 

Salaries, Rent and Expenses .. 620 ; Sundry Creditors. .. >. 42 

Cash in hand .. .. .. 78 

v>Coal invoiced from Head Office .. 1,748 " . 

(London Chamber of Commerce.) 

Solution 


JOURNAL ENTRIES 


1 Branch Trading Account 

To Branch Account 

(Being the transfer of coal invoiced from Head Office from 
the Branch Account to the Branch Trading Account.) 

Dr. 

L.F. 

£ 

1,748 

j—» 

It* to 
oo 

| Branch Account 

To Branch Trading Account 
(Being the incorporation of Branch Sales.) 

Dr. 


1,750 

1,750 

| Branch Stock Account 
! To Branch Trading Account 

1 1 (Being the incorporation of Branch Closing Stock.) 

Dr. 

I 

984 : 

984 

Branch Trading Account 

To Branch Profit and Loss Account 
(Being the transfer of Gross Profit.) 

Dr. 

; 

i 

: : 

986 

986 

Branch Profit and Loss Account ... 

To Branch Account 

• (Being the incorporation of Salaries, Rent and Expenses.) 

Dr. 

; 

; 

620 

■ 620 
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JOURN A L ENTRIES -( Contd .) 


Branch Profit and Loss Account ... 

To General Profit and Loss Account 
(Being the transfer of Branch Net Profit.) 

Dr. 

L.F. 

£ 

366 

£ 

366 

Branch Cash Account 

Branch Sundry Debtors 

Branch Horses and Carts 

To Branch Account 

(Being the incorporation of the Branch Assets.) 

Dr. 

tp 

»# 


78 

640 

280 

i 

998 

Branch Account • 

To Branch Sundry Creditors 
(Being the incorporation of the Branch Liabilities.) 

Dr. 


42 : 

i 

i 

42 

i 


Maidstone Branch 

TRADING AND PROFIT AND LOSS ACCOUNT 
For the year ended 31 st December 1943 


To Coal invoiced from Head Office 
„ Gross Profit c/d. 

£ 

1.748 
!| 986 

By Coal Sales 
„ Stock at end 

... 

£ 

1,750 

984 

£ 

■ !_ 2,734 


£ : 

2,734 

To Salaries, Rent and Expenses 
„ Net Profit transferred to General 
Profit and Loss Account 

620 

366 

By Gross Profit b/d. 

••• 

986 

£ 

! 986 


£ 

986_ 

/• 

'i 

_ _ __ 

- ~ . _J: 

1 , _ 

Problem 369 ^ 






The London and Westminster Grocery Co., Ltd., has a retail branch in Man¬ 
chester which is supplied with all goods from London. The branch shop keeps its own 
Sales Ledger, receives cash against ledger accounts and remits the whole of the cash 
received daily to the Head Office. All wages and branch expenses are drawn for by 
cheque weekly from the Head Office upon the imprest system. From the undermentioned 
particulars supplied by the Branch Manager, show how the branch accounts would appear 
in the Head Office Books and prepare a‘ Profit and Loss Account for the branch shop 
for the six months to 31st December 1943. , 


Six months’ Credit Sales .. 2,387 J 

Returns Inward^ .. 20 ✓ 

Cash received on Ledger Accounts 2,384x 

Cash Sales .1,214 y I 

Stock, 1st July 1943 .. .. 720 ✓ 


Solution 


Stock, 31st December 1943 ^ .. 1,121 

Debtors, 1st July 1943/.'. .. 1,227 

Goods received from Head Office/ 2,178 
Rent, Taxes, etc., paid 4 . .. 375 

Wages and Sundry Expenses paid / 396 

(London Chamber op Commerce.) 


MANCHESTER BRANCH PROFIT & LOSS ACCOUNT 


For the hal f -year e nded 31st Decembe r 1943 


To Stock, 1st July 1943 

£ 

7£0 

£ 

By Sales 

£ . 

„ Goods supplied by H. O. 

2,178 

Credit ... 2,387 


„ Wages and Sundry Expenses 
„ Rent, Taxes, etc. 

„ Net Profit 

396 

375 

1,033 

Less Returns ... 20 

2,367 

Cash ... ... 1,214 

„ Stock, 31st December 1943 

3,581 

1,121 

£ 

4,702 

£ 

4,702 
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MANCHESTER BRANCH ACCOUNT 
(In Head Office Books ) 


To Balance—1st July 1943:— 
Stock 

Debtors ... 

£ 

720 

1,227 

£ 

1,947 

2,178 

By Bank:— 

Cash received on 
Ledger Accounts 
Cash Sales 

£ 

.. 2,384 

.. 1,214 j 

£ 

„ Goods supplied 
„ Bank:— 

Rent, Taxes, etc. 

Wages, etc. 

... 

3,598 

375 

396 

771 

„ Balance (3M2-1943) c/d. 
Stock 

Debtors ... 

r 1,121 i 

.. v/l,210 j 

„ Net Profit carried to General 
Profit and Loss Account 


2,331 

... 

1,033 




£ 

5,929 


£ 

1 5,929 

To Balance (1-1*1944) b/d:~ 
Stock 

Debtors 

1,121 

1,210 

2,331 



|j 





i.. 


Notes.— (1) The figure of Branch closing Debtors can be ascertained by preparing 
a Total Debtors’ Account. 

(2) If desired, the Profit and Loss Account can be prepared in two sections, showing 
Gross Profit also. 

Problem 370 

Baxter & Sons, whose Head Office is in London, remitted £500 to their 
Manchester Branch on 30th December 1943. The Books of the Head Office and the 
Branch are balanced as on 31st December each year. The abovementioned remittance 
did not reach Manchester until the morning of the 1st January 1944. How would you 
deal with the amount in question in the Trial Balance of the Head Office and Branch and 
when preparing the combined Balance Sheet of the whole business ? 

(London Chamber of Commerce.) 


Solution 

The Head Office must have debited the Branch Account with £500 on the 30th 
December 1943, viz. the day it remitted the amount to the Branch. The Branch, however, 
must have credited the Head Office Account on 1st January 1944 when the remittance 
reached them. Consequently, the balance to the credit of Head Office Account in the 
Branch Books on 31st December 1943 will be less by £500 than the amount shown in 
the Head Office Books to the debit of Branch Account on the same date. This difference 
will have to be adjusted byiTh e Head Office by debiting “ Remittance in Transit ” Account 
and crediting Branch Account! The Remittance in Transit Account will be shown as an 
asset in the Head Office Balance Sheet. At the commencement of the next period, this 
entry will be reversed by the Head" Office by debiting Branch Account and crediting 
Remittance in Transit Account. The latter Account will then be closed. 

Problem 371 v 

The Southern Confectionery Company, Limited, London, has a Branch at 
Bristol. Goods are invoiced to the Bristol Branch at selling prices, being cost plus 25%. 

The Bristol Branch keeps its own Sales Ledger and transmits all cash received to 
London daily. All expenses are paid from London. 

From the following details, prepare a Profit and Loss Account of the Bristol Branch 
for the year 1943: — 

Stock, 1st January 1943 (at invoice prices) .. 

Stock, 31st December 1943 (at invoice prices) 

Sundry Debtors, 1st January 1943 
Sundry Debtors, 31st December 1943 
Cash Sales for the year 
Credit Sales for the year 


,250 i 
,5000 

rtnn f 


£ 

1,250 
1 . 

700' 

900 

5,400 

3,500 



Solution 


> <r»d4 

DEPARTMENTAL AND BRA$fek 

• 

Cash received for Ledger Accounts .. 
Goods invoiced from London 
Rent and Rates (paid from London) 
Wages (paid from London) 

Sundry Expenses (paid from London) 


/ 
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tlo ) x 

ACCOUNTS^ ^ 

3*"* — 

x/ 7° ‘ 

/ • O *£ c / ' 

,300 - ^ —— 

9,100 - 
400 
340 
80 

(Chartered Accountants.) 


RuTCT^T Rd A TMPT-T 

TRADING AND PROFIT & LOSS ACCOUNT 


To Stock, 1st January 1943 
„ Goods supplied 
„ Gross Profit c/d. 


To Rent and Rates 
„ Wages 

„ Sundry Expenses 
„ Net Profit carried to General 
Profit and Loss Account 


£ 

£ 

£ 

1,000 

By Sales:— 


7,280 

Cash ... 5,400 j 


1,820 

Credit ... 3,500 


i 


8,900 


„ Stock, 31st December 1943 

1,200 

10.100 

£ 

10,100 

400 

By Gross Profit b/d. 

1,820 

.! 340 


I 

80 



1,000 


'! 

:i 

J 1,820 

£ 

| 1.820 


Notes. — (1) The invoice prices represent 100% Cost + 25% profit, i.e., £125. The 
profit contained therein is £25, which is l/5th of the total amount. In order, therefore, 
to bring the invoice prices to their cost values, it would be necessary to reduce the same 
by l/5th of the total amount. 

(2) It is assumed that the Wages are non-productive. 


Problem 372 — 

The Trial Balance of the London Office Books of the “ A ” Rubber Company 
is as follows on 31st December 1943 : — 


Estate Purchases 
Estate Development 

Estate Produce Stock, 1st January 1943 
Cash at Bank, London iX .. 

Estate Manager, 1st January 1943 
Remittance to Estate Manager,^ .. 
London Office Expenses 
Share Capital 
Creditors 

Profit and Loss Balance 


£ 

s. 

d. 

£ 

s. 

d. 

. 3,000 

0 

0 




. 8,000 

0 

0 




. 600 

0 

0 




800 

0 

0 




500 

0 

8; 



. 1,000 
. 406 

0 

0 




0 

0 

12,000 

0 

0 





1,900 

0 

0 




400 

0 

8 

£14,300 

0 

8 

14,300 

0 

8 


After taking out the above balances, the accounts to 31st December 1943, are 
received from the Estate Manager as follows (the dollar to be taken at 2s. 4d.): — 




$ i 

$ 

Balance, 1st January 1943 

t # 

.. 4,286 


Remittance from London 


.. 8,600! 


Rebates 


131! 


Sale of Produce 


2,000! 


Profit on Rice 


249! 


Expenditure on Development 


* * I 

9,000 

Expenditure on Purchase of New Land 


i 

! 

2,800 

Expenditure on Upkeep of Estate 



1,646 

Balance carried forward 


1 

1,820 


$15,266 


15,266 
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The produce unsold at 31st December 1943, was valued by the Manager at $5,500. 
You are required to construct the Revenue Account and Balance Sheet for pre¬ 
sentation to the Shareholders. (Chartered Accountants.) 

Solution 

“A” Rubber Company, Limited 
REVENUE ACCOUNT 
j_ For the year ended 31st December 1943 

To Stock, 1st January 1943 
„ London Office Expenses 
„ Upkeep of Estate 


£ s. d. 


£ s. d. 

600 0 0 

By Sales of Produce 

233 6 8 

too 0 0 

„ Profit on Rice 

29 1 0 

192 0 8 

„ Rebates 

„ Stock, 31st December 1943 
/„ Profit on Exchange 
„ Net Loss carried to Balance Sheet 

15 5 8 
641 13 4 

3 6 8 
269 7 4 

1.192 0 8 

£ 

1,192 0 8 


BALANCE SHEET 
As at 31st December 1943 


Liabilities j! £ s. 

Share Capital ... 12.000 0 

Sundry Creditors ..J ; 1,900 0 

Profit and Loss Account:— £ s. d .\; 

Balance from last year 400 0 8 
Less Loss this year 269 7 4 


130 13 4 


* 


£ 14,030 13 4 


Assets £ s. d. 

Estate Purchase 3,000 0 0 

Add value of New 
Land 326 13 4 


Estate Development 8,000 0 0 
Add Further Ex¬ 
penditure 1,050 0 0 


Produce Unsold 

Cash at Bank 

Cash with Estate Manager 


£. s. d. 


3,326 13 4 


9,050 0 0 
641 13 4 
800 0 0 
212 6 8 


£ I ) 4.030 13 4 


Notes.— (1) The Accounts received from the Estate Manager are in the form of a 
Statement of Receipts and Payments. 

V (2) On conversion of the Branch statement into sterling at 2s. 4d. per Dollar, taking 
the Opening Cash balance and the Remittances from London at the same figures at which 
they stand in the H. O. books, it will be found that the Payments exceed Receipts by 
£3-6-8, which figure must be regarded as Profit on Exchange. 

(^Problem 373t ^ 

Black and White of London, general merchants, have a branch in Paris which 
iscalried on quite independently of the London Office, 

On 31st December 1943, the Paris Branch Trial Balance was as follows : — 


Head Office 

Remittances to Head Office 
Furniture, Fixtures and Fittings 
Sundry Debtors 
Sundry Creditors 
Stock, 1st January 1943 
Purchases 
Sales 

Salaries and Wages 
Duty on Purchases 
Rent, Rates and Taxes 
Trade Expenses 
Discounts 
Cash in Hand 
Cash at Bank 


Frs. 

80,0001 / 
10,000 
30,000 

25,000 
90,000 

10,000 

15,000 

7.500 

20,000 

4.500 
3,000 

20,000 


Frs. 315,0001 


Frs. 

130,000 


10,000 


175,000 


315,000 
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Stock at 31st December 1943, 27,000 Francs. 

Write off 10% Depreciation from Furniture, Fixtures and Fittings. 

For convenience, conversion was made at the rate of 25 Frs. = £1. 

The Trial Balance of the Head Office on the same date was as follows: — 


Paris Branch 


£ 

5,150 

£ 

Remittances from Paris 


3.190 

Furniture, Fixtures and Fittings (H.O.) 
Sundry Debtors and Creditors 


1,500 

8,000 

7,000 

Trading Account Balance 


2,310 

| 

Stock, 31st December 1943 

Cash in Hand 


!! 5,550 

300 

Cash at Bank * 

Black’s Capital 


2,000 

8,000 

White’s „ .... 



2,000 


£22,500 22,500 


Make out the accounts of the Paris Branch and incorporate them in the Head 
Office Books. Divide the net profit Jths to Black and £th to White. 

(Chartered Accountants.) 

Solution 

lr> h ' PARIS BRANCH TRIAL BALANCE 

j >n (< 2TTiff in ^ En ^ ish A U ^3 } a** > 

' " ■" ; ' - t £ r £ 

5,150 ^ 

... 1 3,190 ^ 

400^ 

... 1,200 — 

... ! 400 ^ 

1 , 000 - 
... 3,600— 

7,000 

...! 400 . 

600 m 

300* 

800* 

180- 
120 * 

... ! 800w- 

... ! 40 ^ 


£ 12,590 12,590 


PARIS BRANCH TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 


S 

£ 


; £ 

To Stock, 1st January 1943 

1,000 

By Sales 

! 7,000 

„ Purchases 

3,600 

„ Stock, 31st December 1943 

j 1,080 

„ Duty on Purchases 

600 



„ Gross Profit c/d. ...j 

2,880 

jf 

£ 

8,080 

£ 

8,080 

To Salaries and Wages 

400 

By Gross Profit b/d. 

2,880 

„ Rent, Rates and Taxes 

300 

„ Difference in Exchange 

40 

„ Trade Expenses 

800 



„ Discounts 

180 



„ Depreciation on Furniture, etc. 

40^ 



,, Net Profit transferred to General 



i 

Profit and Loss Account 

1,200 



£ 

2,920 

£ 

' 2,920 


Head Office 

Remittance to Head Office 
Furniture, Fixtures and Fittings ... * 

Sundry Debtors 
Sundry Creditors 
~ Stock, 1st January 1943 
Purchases ... 

Sales 

^Salaries and Wages 
Duty on Purchases 
iRent, Rates and Taxes 

- Trade Expenses 

- Discounts 
Cash in hand 

Cash at Bank ... ... 

. Difference in Exchange- u 
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GENERAL PROFIT AND LOSS ACCOUNT 


To Capital Accounts:— 

£ 5. 

By Profit from Head Office Trading 

£ 

2,310 

s. 

0 

Black—Jths Share 

White—ith Share 

2,632 10 
877 10 

„ Branch Account—Profit 

1,200 

0. 

£ 

3,510 0 

£ 

3,510 

0 


\S PARIS BRANCH ACCOUNT \J 
(In Head Office Books) 


1943 
Dec. 31 

To Balance b/fd. 

General Profit and Loss 
Account—Net Profit 
transferred 

£ 

! 5,150 

! 

1 

1,200, 

194S 

’ Dec. 31 

»» 

P 

By Remittance Account 
—Transfer 
., Balance c/d. 

£ 

3,190 . 
3,160 

1944 
Jan. 1 

£ 

j 6.350 


£ ! 

6,350 

To Balance b/d. 

3,160 


l 



Problem 374 


Ltd., 

L 

L. 

(\ 

K 

Lm 

H 

\ 

A 

K 

A 


The following represent the balances of the London Books of the Eastern Company, 
on 31st December 1943, viz.:— £ £ 

.Share Capital (70,000 shares of £1 each fully paid) 

•Bills Payable 
Bills Receivable 
Investments, at cost 
General Reserve 
Stock on Hand 
Debtors 

Reserve for Doubtful Debts 
Creditors 

Payments in advance 
Properties 

Profit and Loss Account 
Rangoon Account 
Cash at Bank 
Cash in Hand 



70,000 


5,500 

2,000 

—-— 

. 14,000 

8,000 

600 

3,000 

100 

5,000 

500 

. 25,000 

. 21,200 
. 18,760 


3,500 


40 


£88,600 

88,600 


Bills Receivable aggregating to £4,000 were under discount. 

The following Statement of Assets and Liabilities at 31st December 1943 was 
received from the Manager of the Company’s Rangoon Branch, viz.: — 




Cash at Bankers A 

Cash in hand A I?. 7 .** .. 

London Account (£17,938 Is. lOd.) 
General Reserves L 
Stocks on hand 

Advances to Indians against security^ 
Buildings, Plant, etc. 

Debtors 

Payments in advance 

Reserve for Doubtful Debts£)^ 

Creditors 


Rs. a. p. 
.. 1,-85,372 5 0 
.. 19,269 8 0 

.. 2,69,071 6 0 
.. 75,284 14 0 

.. 3,27,595. 3 0 
.. 2,25,000 0 0 
.. 46,280 12 0 

.. 87,963 13 0 

3,000 0 0 
2,000 0 0 
.. 5,48,125 5 0 


The apparent difference between the balance of the Rangoon Account in the Lon¬ 
don Books and the London Account in the Rangoon Books, consists of items in transit. 
You are required to prepare an Amalgamated Balance Sheet as at 31st December 


The rupee, to keusLAs^Ad^. 


XChartjsbsp Accountants,} 
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Solution 

The Eastern Company, Ltd. 

BALANCE SHEET 
As at 31st December 1943 


Capital and 

£ 5. d. 

Liabilities 


Share Capital:— 


70,000 Shares 


of £1 each, 


fully paid 


Bills Payable 


Creditors:— 


Head Office ...j 

5,000 0 0 

Branch 

36,541 13 9 

General 


Reserves 


Head Office... 

8,000 0 0 

Branch 

11 

: 

5,018 19 10 

1 

i 

Contingent Liabi¬ 

ii 

lity:— 

i 

Bills Receivable 

j 

aggregating 

! 

£4,000 are un¬ 

il 

der discount. „ 

j 

i 


1 £ 


£ a. d. 

Property and 

£ 5. d . 

£ s. d. 


Assets l| 




Properties 


25,000 0 0 


Buildings, Plant, 




etc. 


3,085 7 8 

70.000 0 0 

Stock:— 



5,500 0 0 

Head Office 

600 0 0 



Branch 

21,839 13 7 





22,439 13 7 


Sundry Debtors:— 



41,541 13 9 

Head £ s. d. 




Office 3,000 0 0 




Less 




Reserve 100 0 0 




— 

2,900 0 0 


13,018 19 10 

Branch 




5,864 5 1 




Less 




Reserve 133 6 8 




— 

5,730 18 5 





8,630 18 5 


Bills Receivable... 

1 

2,000 0 0 


Advances against 

i 



Securities 

1 

15,000 0 0 


Payments in ad¬ 

1 



vance 

j 



Head Office ... 

j 500 0 0 



Branch 

200 0 0 





700 0 0 


Investments at cost 


14,000 0 0 


Cash at Bank:— 


, 


Head Office ... 

3,500 0 0 



Branch ) ^ 

1-12,358 3 1 





15,858 3 1 


Cash in hand:— 




Head Office ... 

40 0 0 



Branch 

1,284 12 8 




-- .... - 

1,324 12 8 


Goods & Remit¬ 




tances in Transit 


821 18 2 


Profit & Loss A/c. 


21,200 0 0 

130,060 13 7 


i £ 

130,060 13 7 


. 

1 

1 


Problem 375 


Johnson Bros., Ltd., carry on business in London as Merchants and Agents. 
They have a Branch in Panama, which deals with the various interests of the Company 
in South and Central America, principally the management of a subsidiary Company 
called the Santiago Mining Co., Ltd., and prospecting for new mining properties. 

At 31st December 1943, when the Trial Balance of the London Books was taken 
out, the Panama Bra nch a ppeared as a Debtor for and the Santiago Mining Co., 

Ltd., as a Creditor for £5,1 uu tor cash remitted to London. 

The Trial Balance of the Panama Branch was as follows : — 


PANAMA BRANCH TRIAL BALANCE 


31st December 1943 

Aconcagua Exploration Account 
Furniture and Fittings 
San Salvador Exploration Account 
Santiago Mining Co., Ltd. 


.. 345.00 

.. 575.00 

.. 2,415.00 
. .62,075.00 


$ 
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TRIAL BALANCE— (Contd.) 

$ 

$ 

Salaries (chargeable to Head Office) 

Trade Expenses (chargeable to Head Office) 

Cash at Bank and in Hand 

Head Office—London 

.. 9.775.00 
.. 3,450.00 
.. 1,725.00 

80,960.00 


$80,960.00 

80,960.00 


Make such adjusting entries as appear to be necessary, and show the amounts at 
which the Panama Branch Account, and the Santiago Mining Co., Ltd., Account will 
appear in the London Books at 31st December 1943, after adjustment. 

Rate of Exchange, Dols. 11.50 = £1. (Chartered Accountants.) 

Solution 


PANAMA BRANCH 
Converted Trial Balance 




i 

£ 

- £ 

Aconcagua Exploration Account 


r-en ... 

30 


Furniture and Fittings 


-<n> ...! 

50 


San Salvador Exploration Account 


Zrit f ;>' • ... 

210 


Santiago Mining Co , Ltd^^j^_ '... 
Salaries - ^ 


> 4TO...’ 

5.450 



in ns 

850 


- Tradqf Expenses 


••• | 

300 


4 Cash at Bank and in hand 


— 

150 


Difference in Exchange Account 


10 


Head Office—London 


£ 

7,050 

7,050 

7,050 


In The Head Office Books 
JOURNAL ENTRIES 


Santiago Mining Co., Ltd. 

Salaries 

Trade Expenses 
TgJBanama Branch Account 

(Being the transfer of Branch Expenses and Santiago 
Mining Co.'s Account to Head Office Books.) 


Difference in Exchange Account 
To Panama Branch Account 
(Being the adjustment of the Difference in Exchange.) 




/PAS 


i 

L.F. 

l 

£ 

Dr. 


5,450 



850 

M 

! 


300 

Dr. 

1 

i 

f 

10 i 


6,600 


10 


ANAMA BRANCH ACCOUNT 



£ 


- 

1 £ 

To Balance b/fd. 

7,050 

By Salaries ... 

„ Trade Expenses 

„ Santiago Mining Co. Account ... 
„ Difference in Exchange 
„ Balance c/d. 

I 850 

I 300 

5,450 1 
! 10 

j 440 

.£ 

7,050 

£ 


To Balance b/d. ... ... 

440 
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SANTIAGO MINING CO., LTD. 


To Panama Branch Account 

...1 

£ 

5,450 

By Bank , ... 


£ 

5,100 

To Balance b/d. 

£ 

5,450 

_350 

„ Balance c/d. 

£ 

350 

5,450 


Problem 376 ^ 


From the following figures extracted from the books of Jones & Co., Ltd., as on 
31st December 1943, prepare Branch Trading Accounts, and Head Office Profit and Loss 
Account for the year 1943, and Balance Sheet on 31st December 1943. 


1 

_ 1 

i 

HeaV 

Office 

Hull I 
Branch 

Bristol 

Branch 


£ 

£ ! 

£ 

Shire Capital (25,000 Shares of £1 each, fully paid) 

25.000 



6 per cent Debentures 

7,000 

| 


Purchases (less Returns) 


12,000 ! 

10,000 

Wages 


2,300 ! 

1,800 

Stock; 1st January 1943 


4.800 ; 

4,000 

Debtors ... ... ... ...! 


16,900 

13,500 * 

Creditors 

8,000 



Discounts received 


500 

400 1 

„ allowed ... ... ... 


1,600\ 

1,550 

Bad Debts (Dr. Balance) 


600 

500\ 

Bills Payable 

2,500 



Furniture, Fixtures and Fittings 

150 

375 

225 

Salaries 

1,000 



Travellers’Salaries and Expenses ... ... ... ...I 


1,800 

1,350 

Directors’ Fees ... ... ,.J 

450 



Sales (less Returns) 


26,000 

22,000 

Carriage Inwards 


500 ; 

450 

Reserve Fund 

7,500 



Debenture Interest ... ... ... -... 

420 



Horses, Harness, Vehicles, etc. 


2,000 : 

1,750 

Cash in hand 

1 40 

70 i 

55 

Cash at Bank 

8,900 



Depreciation Charge 

j 20 

40 i 

25 

Sundry Expenses / 


3,000 ! 

2,850 

Rent, Rates and Taxes 

1 275 

400 1 

300 

Horse and Stable Expenses 


325 

250 

Profit and Loss Account—Cr. Balance 

-170. 



Interim Dividend—10 per cent paid ^ 

2,5bO 



Branches—Hull, Dr. 

20,210 



,, —Bristol, Dr. 

16,205 



Head Office Accounts 


20,210 

16,205 

Stock, 31st December 1943 


5,000 

1 4,000 


(Chartered Accountants.) 

Solution BRANCH TRADING AND PROFIT & LOSS ACCOUNT 

_ F o r the y ear ended 31st December 1943 _ 


To Stock at commencement 
Purchases less Returns 
„ Wages 

„ Carriage Inwards 
„ Gross Profit c/d. 


By Sales less Returns 
„ Stock-at-end 


£ | £ 
26,000 I 22,000 

5,000 ! 4,000 
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BRANCH TRADING AND PROFIT & LOSS ACCOUNT— {Contd.) 


— 

Hall 

Bristol 

; 

— 

Hull 

Bristol 


£ 

£ 


£ 

£ 

To Sundry Expenses ... | 

3,000 

2,850 

By Gross Profit b/d. 

11,400 

9,750 

„ Rent, Rates and Taxes ... 

400 

300 

„ Discounts received ...4 

^ 500 

400 

„ Horses & Stable Expenses! 

325 

250 




„ Travellers' Salaries and j 






Expenses 

1,800 v 1,350 




„ Discounts allowed ... 

1,600 

1,550 




„ Bad Debts ... ...! 

600 

500 

' 



„ Depreciation... ...! 

40 

25 




„ Net Profit carried to Gene¬ 


1 




ral Profit and Loss 



' 

' | 


Account 

4,135 

3,325 


,_ 1 


£ 

lUOO^ 

10,150 

£ 

J.1,900 j 

10,150 


•i- 

_ _ _ - 1 


1 _ 


GENERAL PROFIT AND LOSS ACCOUNT 


To Salaries 
„ Directors’ Fees 
„ Rent, Rates and Taxes 
„ Depreciation 
„ Debenture Interest 
„ Net Profit carried to P. & L. 
Appropriation Account 


£ 


. 

£ 


£ 

1,000 

By Net Profit of £ ' 


450 

Branches:— 1 


275 

Hull ... ... 4,135 


2 C 

Bristol ... ... 3,325 1 


420 


j 7,460 

5,295 


1 

! 

7,460 

£ j 

7,460 

__ . 

1 



Jones & Co., Limited 
BALANCE SHEET 
As at 31st December 1943 


Capital & Liabilities 

f 

£ 

Property & Assets 

i 

£ 

Authorised Capital:— 

| 

I 

Horses, Harness 

£ 


25,000 Shares of £1 each 

.... 

25,000 

Vehicles, etc.:— 

2,000 ! 

J 




Hull 

1 

Issued Capital:— 

1 

1 

Bristol 

1,750 

1 

25,000 Shares of £1 each, fully paid ; 

1 25,000 



! 3,750 

6 % Debentures 


! 7,000 

Furniture, Fixtures, etc.:— 



Reserve Fund 

_| 

7,500 

Head Office 

150 | 


Sundry Creditors 


8,000 

Hull 

375 


Bills Payable 


2,500 

Bristol 

225 ; 


P. & L. Appropriation Account— 





750 

Balance from last 

£ 


Stock-in-Trade:— 



year 

170 


Hull 

5,000 


Profit this year 

5,295 


Bristol 

4,000 







; 9,000 


5,465 


Sundry Debtors:— 

1 


Less Interim Dividend 

2,500 


Hull 

16,900 ; 




2,965 

Bristol 

13,500 j 







30,400 


, 

I 

Cash at Bank 

...' 

8,900 




Cash in hand:— 

1 



i 

I 

Head Office 

' 40 i 



! 


Hull 

70 i 




j 

Bristol 

55 j 

165 


£ f 

52,965 

1 


£ 

52,965 







departmental and branch accounts 
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Problem 377 ^ 


A. B. & Co/s Stores 
TRIAL BALANCE, 31st December 1943 


Stock, 1st January 1943 
Goodwill 

Freehold Premises 

A. Capital Account 

B. „ 

Sales 
Purchases 
Sundry Debtors 

„ Creditors 
Trade Expenses 
Salaries and Wages 
Rates and Taxes 
Reserve for Bad and Doubtful 
Bad Debts 
Repairs 
Postages 
Liverpool % 

Manchester ^ 

Hull - 
Head Office ^ 

Investments 

Income from Investments 
Cash at Bank 


Stock, 31s t Dec ember 1943 ... 


Debts >/. 


Head 

Manchester v 

1 

Liverpool 

Hull ^ 

! Office 

Branch 

Branch * ' 

Branch 

£ £ 

£ I 

£ 

£ 1 

£ 

£ 

£ 

850 

450 


425 


275 


5,000 







6,500 







7,804 

i 






7,8041 





i 


7,000 


5,834 


j 5,412 


4,210, 

5,000 ! 

4,208 


4,000 


; 3,000 


jL 658 

631 


1 567 

i 

i 

! 458 

i 

|I i 


300 


276 


I 162 

78 

70 


63 

i 

32 


1 600 

450 


250 


250 


! 139 

; 108 


, 150 


1 73 


jj 50i; 

i 


i 

1 




! 38 h | 

30 


22 ; 


, 22 


150 



i 




I 30 ; 

21 


14 


11 


i! ki97 







i| 1166 

1 ! 






1 12511' 

r 





| 

I 1 v i 

| 166 


j 197 

L i 

r 251 

1 

;i 4,000 




r— 

“ ~ 


i 320! 

1 






1,000 

1 






1 24,043 24,043 

6,134 

6,134 

5,688 

5,088 

4,372 

j 4.372 

.!! £ 884 ! 

, £ 500 


| £450 


£300 

1 


From the above Trial Balance prepare Trading and Profit & Loss Account and 
Balance Sheet of the partnership. (Incorporated Accountants.) 

Solution 

[For Trading and General Profit & Loss Accounts see next page.] 
A. B. & Co/s Stores 
BALANCE SHEET 
As at 31st December 1943 


Liabilities 
Sundry Creditors:— 
Manchester 
Liverpool 
Hull 


Capital Accounts:— 
A—Balance 
Add— i Profit 

B—Balance 

Add—i Profit 


300 Oy 
276 0> 
162 OK 


,17,804 O' 

, 2,050 10 

, 17,804 ol 

. |2,050 101 


9,854 10 


£ 20,447 


Assets 

£ S. i; 

Cash at Bank 

' if 

Investments 

j 

Sundry Debtors.— 

! 

Head Office 

1 658 0 ! 

Manchester 

; 631 0 1 

Liverpool 

567* 0 i 

Hull 

458 . 0 i 

£ 

2,314 0 

Less Reserve for Doubtful 


Debts 

501 0 

Stock:— 


Head Office 

884 0 " 

Manchester 

500 0 : 

Liverpool 

450 0 ! 

Hull 

300 0 

Freehold Premises 


Goodwill 



£ | 

1 


1,813 0 


6,500 0 
5,000 0 


£ 20,447 0 
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® CM ® 

O 00 CM 

in [ co co 

X* in' 


^'OOOO I ©I 


.OOOO I o 


CL, *, i2 

s | S 
2§£ 
Oh 

CQ “ 


O 00 to 

in o t"* 

c+j « 


OOCOOtDN 

in rj* CM rH H 

4,101 

CM ( 
O 1 
C- 1 

ID I 

J 




O CO CM 

lo co 

rH CM 
rH CM 

847 

in ; 

CO 

CM 




H 

o o co 
in in go 

CM r-t 

x* CM 
rH CM 

938 





r-T 

o 00 o 
moN 

XT rH 

rH O 

CM CO 

997 

CD 

CD 




rH 

Q Ol 00 O 
o co in 

ID rH rH 

o oo 

CO CO 

CT> 

H 

CO 

X* | 

in 

CO 



rH 

CM 



sili-l 
1/5 «2<$ 


j 1 S &©5'SS 


;i 

1«I 

84 

i2-g< 

•SPS 8 « 


To Partners' Capital Accounts:— By Balance of Net Profit—Head Office ... ...|j 1,319 

A ... ... ... ... ... 2,050 10 0 * Manchester ... ...! 997 

B ... ... ... ... ... 2,050 10 0 Liverpool ... ...; 938 

Hull ... ...I 847 















DEPARTMENTAL AND BRANCH ACCOUNT^ 

Note. —Bad Debts are charged to P. & L. Account and the Reserve is allowecrta. 
stand at its opening figure, as it is not known as to how much of the Reserve belongs to 
the H. O. and how much to each of the Branches. If the Reserve entirely belongs to 
H. O., the Bad Debts of H. O. ought to be deducted from the Reserve and the latter account 
reduced correspondingly. 

Problem 378 s 

The X, Z Co. of London, has a Branch at Newcastle-on-Tyne. Goods sold at 
Newcastle are supplied from London, but no charge is made in the books as between 
the Branch and Head Office. On 31st December 1943, the Branch Balance Sheet, after 
closing the books, was as follows: — 

Liabilities £ i Assets ' £ 


Bought Ledger Balances 
Head Office 


Sales Ledger Balances 
Premises Extension Account— 
closed by Head Office Account 
Cash in hand 
„ at Bank 


£ 48,010 


£ 48,010 


In the six months to 30th June 1944, the following transactions took place at the 
Branch: — 


Sales .. .. .. 54,180 j Discount allowed .. .. u 2,500 

Purchases .. .. * 4,200 * Cash paid, Bought Ledger Accounts 3,800 

Wages paid .. .. .. *5,700 / Cash sent to London .. .. 29,560 

Salaries paid .. .. .. r560 t Premises Extension, further 

Directors’ Fees paid .. ^ 200 payments to Contractors .. 1,500 

Fire Insurance Premium for 1 year > There is cash in hand on 30th 

paid SL A 480- ; June 1944 .. .. 60 

Cash collected on account or j ' And a Bank Balance .. .. 1,450 

Sales Ledger Accounts .. 42,000 * S 

Set out the Head Office Account in the Newcastle Books on 30th June 1944, to 
show the entries after the books are closed, and also the Branch Balance Sheet at that 
date, assurping it to be made up on the same lines as on 31st December 1943. 

(Chartered ^Accountants.) 

Solution V,, 

HEAD OFFICE ACCOUNT 5 7 ^ I 5^ 

(In Newcastle Books) 


To Bank ...' 

„ Premises Extension Account 
„ Sundries —Debit Balances of 1 

Nominal Accounts transferred^ ...j 
„ Balance c/d. 

: £ 
29,560 
1^00 

13,400 
j 54,440 

By Balance b/fd. 

„ Sales—transferred 

\ 

■ | 

44,720 

54,180*. 

£ 

98,900 


£ 

98,900 


t 

By Balance b/d. 

... 

54,440^ 


NEWCASTLE BRANCH BALANCE SHEET 
As at 30 th June 1944 


Liabilities 
Bought Ledger Balances 
Head Office Account 


Assets 

Sales Ledger Balances 
Insurance prepaid 
Cash at Bank 
Cash in hand 


...!| 56,380 
...II 240 

...I, 1.450 

.J 60 


58,130 


58,130 
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Problem 379 is 

Jones and Smith, Ltd., carry on business as Cement Manufacturers, at three 
Depots, A, B and C. From the “ Trial Balance ” of their books (see below), prepare 
for the half year to December 31st, 1943, Trading and Profit & Loss Accounts for each 
Depot, a General Profit & Loss Account (the Balances of the Depot’s Profit & Loss 
Accounts being included), and their Balance Sheet as on that date. 

The Stocks at the Depots on December 31st, 1943, were as follows: — 

£ 8. cL 

A 714 18 7 

B 1,653 13 8 

C 924 16 2 


Total £ 3,293 8 5 


Depreciate Furniture and Fittings at 10 per cent per annum. 

Do. Horses and Carts 12£ Do. do. 

Do. Machinery 20 Do. do. 

Reserve on Debtors for Bad and Doubtful Debts 2\ per cent and for Discounts 
1£ per cent. The Manager is entitled to 10 per cent of the net profits -made in each 
half year. 


TRIAL BALANCE. 
31st December 1943 



Dr. 


£ 

3. d. 


Cr. 

£ 

S. 

d. 

Stock, 1st July 1943 A 


664 

6 9 

Sales 

A .. 

.. 15,688 

7 

6 

99 

„ B 


1,305 

11 9 

99 

B .. 

.. 7,953 

0 

4 

99 

„ c 


743 

1 3 

99 

C .. 

.. 1,994 11 

4 

Purchases 

A 


8,163 

9 6 

Share Capital 


.. 5,000 

0 

0 

ft 

B 


6,491 

4 11 

Debentures 


.. 6,477 10 

0 

99 

C 


1,649 

18 8 

Creditors 


.. 2,469 

0 

2 

Wages 

A 


2,522 

6 3 

Bills Payable 


.. 1,086 

7 

9 


B 


625 

3 8 

Reserve Account 

.. 2,740 

4 

9 


C 


156 

9 2 






Salaries 

A 


797 

0 0 







B 


67 

11 10 







C 


34 

10 1 






Trade Discounts A 


253 

4 7 






Expenses 

A .. 


1,656 

3 7 






” 

B .. 


888 

17 10 







C .. 


203 

2 3 






Repairs 

A .. 


731 

1 6 






Bad Debts 

A .. 


144 

15 8 







B .. 


62 

8 10 







C .. 


60 

1 11 






Debenture 

Interest 


248 

12 10 






Taxes and 

Discounts 


47 

8 10 






Professional Charges 


62 

10 6 






Debtors 

,, 


4,838 

0 0 






Furniture and Fittings 


27 

10 0 






Horses and 

Carts 


260 

0 0 






Property 

., 


648 

11 8 






Buildings 

., 


5,808 

12 0 






Machinery 

.. 


2.555 

0 0 






Profit & Loss Account— 









July 1st, 

1943 .. 


1,521 

13 4 






Cash at Bank 


170 

12 8 








£ 

43,409 

1 10 



£ 43,409 

1 10 


(Chartered Accountants.) 
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H 


debit balance of Trade Discounts of “ A ” Depot has been deducted from the sales of that depot. 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


GENERAL PROFIT AND LOSS ACCOUNT 


- - 

£ s. d. 

Its 

j <o 
|«« 

! 

ii 

£ s. d. 

To Debenture Interest 

248 12 10 

By Profit:— 


„ Taxes and Discounts 

47 8 10 

‘A'-DepDt ... 1,470 18 3 


„ Professional Charges 

62 10 6 

*B'— do. ... 165 15 2 


„ Reserve for Discounts 

58. 19 3 

^ • ‘C’— do. ... 72 4 2 


„ Reserve for Doubtful Debts ... 

120 19 0 


1,708 17 7 

„ Manager's Commission 

89 14 5 



„ Depreciation:— £ s. d. 




Machinery 20% 255 10 0 




Horses and Carts 




12i% 16 5 0 

y 



Furniture and Fix¬ 




tures 10% 17 6 

w 

1 



273 2 6 

| 


#, Net profit carried to Balance 




Sheet 

807 10 3 

i 


£ 

1,708 17 7 

£ i 

! 1,708 17 7 



.. 1 

! 


Jones & Smith, Ltd. 
BALANCE SHEET 
As at 31st December 1943 


Capital & Liabilities 
Share Capital 
Debentures 
Reserve Account 

Sundry Creditors:— £ s. d. 
For Bills Payable 1,086 7 9 
On Open Accounts 2,469 0 2 
Outstanding for Ma¬ 
nager’s Commission 89 14 5 


£ 


£ s. d. 
5,000 0 ( 
6,477 10 0 
2,740 4 9 


3,645 2 4 


17.862 17 1 


Property & Assets £ s. d. 


Building 



| 5,808 12 

0 

Property 

,, 

...! 

! 648 11 

8 


£ s. 

d. 

| 


Machinery 

2,555 0 

o! 

j 


Less Depreciation ... 

255 10 

0 




— 

— 

2,299 10 

0 

Horses and Carts 

260 0 

0 



Less Depreciation ... 

16 5 

0 




— 

— 

243 15 

0 

Furniture & Fixtures 

27 10 

0 



Less Depreciation .., 

1 7 

6 




— 

— 

26 2 

6 

Stock 


... 

3,293 8 

5 

Sundry Debtors 

! 4,838 0 

6 



Less Reserve for 





Doubtful Debts .. 

. 120 19 

0 




4,717 1 

0 



Less Reserve for 





Discounts 

. 58 19 

3 




— —- 

— 

4,658 1 

9 

Cash at Bank 


... 

170 12 

8 

Profit & Loss Account 





Dr. Balance as on 





1st July 1943 ... 

, 1,521 13 

4 



Less Profit for the 





half year 

. 807 10 

3 




— — 

— 

714 3 

1 



£ 

17,862 17 

1 


Problem 380 

) A, B and C carry on business in partnership as Oil Engine Dealers and 
Repairers, their business being divided into two parts: (1) Engine Department, and 
(2) Repairs Department. The following were the Ledger Balances on 31st December 
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Engines—Purchases and carriage 8,000 
„ Fitters* Wages and Ex¬ 


penses .. .. 1,500 

„ Stock, 31st Dec. 1942 .. 2,000 

„ Sales .. .. 12,000 

Repairs—Purchases .. .. 5,000 

„ Stock, 31st Dec. 1942 .. 800 

„ Wages and Expenses .. 2,000 

„ Sales .. .. 10,000 

Sundry Debtors .. .. 4,000 

„ Creditors .. .. 2,200 

Salaries .. .. .. 500 

Rents, Rates and Taxes .. .. 300 

Fuel and Light .. .. .. 50 

Insurance—Fire and Workmen’s 
Compensation .. .. 140 

Life Insurance Premium .. .*—-35 


£ 

Life Policy— Surrender Value, 31st 
December 1942 .. . 7“* 300 

Bank Interest and Commission 

(Dr.) . 20 

Office Expenses .. .. .. 120 

Discounts (Dr.) .. .. .. 250 

Office Furniture .. .. .. 150 

A—Drawings Account (Dr.) .. 100 

B „ „ (Cr.) .. 120 

C „ „ (Cr.) .. 200 

C—Loan Account (at 5%) .. 500 

A—Capital Account in Credit .. 500 

B „ „ ,, .. 500 

C „ „ ,, . • 500 

Cash in hand .. .. .. 25 

„ at Bank .. .. .. 1,230 


Stocks, 31st December 1943—Engines, £2,100 ; Repairs, £950. 

V^Surrender value of Life Policy, 31st December 1943, £325. 

Interest on capital at 5% per annum. The profits were divided: A 7/20ths, 
B 6/20ths, and C 7/20ths. 

Make out a Trading Account for each of the two Departments, and the firm’s 
Profit & Loss Account of 1943, and Balance Sheet as on 31st December 1943. 

(Chartered Accountants.) 


Solution 


A, B AND C 


TRADING AND PROFIT & LOSS ACCOUNT 


For the year ended 31st December 1943 


_ 

i 

Engine 

Dept. 

Repairs 

Dept. 

Total 

- 

Engine 

Dept 

Repairs 

Dept. 

Total 

1 

£ 

£ 

£ 


£ 

£ 

£ 

To Stock, 1st Jan. 




By Sales 

12,000 

10,000 

22,000 

1943 

2,000 

800 

2,800 

„ Stock, 31st 




„ Purchases 

8,000 

5,000 

13,000 

Dec. 1943 ... 

2,100 

950 

3,050 

„ Wages and Ex* 1 








penses ...| 

1,500 

2,000 

3,500 





„ Gross Profit 






i 


carried down...i 

2,600 

3,150 

5,750 





£ 

14,100 

10,950 

I 25,050 

£ 

14,100 

10,950 

25,050 




£ 



£ 

£ 

To Salaries 

... 

... 

500 

By Gross Profit brought 



,, Rent, Rates and Taxes... 

... 

300' 

down:— 




„ Discounts 

... 

... 

250 

Engine Department 

2,600 


„ Insurance—Fire, etc. ... 


140 

Repairs Department 

3,150 


„ Office Expenses 

... 

.. 

120 




5,750 

Fuel and Light 

... 

.. : 

50 





„ Bank Interest and Commission 

20 





„ Life Insurance* 

... 

... 

10 

- 




„ Interest on C's Loan ... 

M| 

25' 





„ Interest on Capital 

... 

75' 





„ Current Accounts 

:— 

£ 






A—7/20ths 

... 

1,491 






B—6/20ths 

... 

1,278 






C—7/20ths 

... 

1,491 









4,260 







£ 

5,750 



£ 

5,750 


♦ Note —It is assumed that the premium is paid for the policy on joint lives of the 
partners. The excess premium paid over the surrender value is written off as an expense. 












TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


BALANCE SHEET 


As at 31st December 1943 


'■r- . • 

Liabilities 


£ 

Assess 


£ 

Sundry Creditors 

... 

2,200 

' Cash:- 

£ 


Loan from C 

... 

500 

In hand 

25 


Current Accounts:— 

£ 


At Bank 

1,230 


A. Interest on Capital ... 

25* 




1,255 

7/20ths Share of Profits 

1,491 


Sundry Debtors 

... 

4,000 




Stock 


1 


1.516 


Engine Dept. 

2,100 

1 

Less Drawings 

100 


Repairs Dept. 

950 

i 



1 A 1 A 



i 3 050 

B. Balance 31st Dec. 1943 

120 


Lixe Policy (Surrender Value) 


325 

Interest on Capital ... 

25 


Office Furniture 

... 

! 150 

6/20ths Share of Profits 

1.278 






. 

CO 

CM 

T* 

r-i 



! 

C. Balance 31st Dec. 1943 

200 




i 

Interest on Capital ... 

25 1 




i 

Interest on Loan 

25 




i 

7/20ths Share of Profits 

1,491 




i 



1,741 




Capital Accounts 






A 

500 





B ... ... 

500 





C 

500 







1,500 



j_ 


£ 

8,780 


£ 

8,780 


Problem 381 


The Universal Trading Co., Limited, carry on business as Merchants. The 
Capital of the Company is Rs. 4,00,000 divided into 2,000 Ordinary Shares of Rs. 100 each, 
all of which have been issued and are paid up to the extent of Rs. 75 per share, and^ 
2,000 6 per cent Preference Shares of Rs. 100 each, of which 1,500 have been issued 
and are fully paid up. 


TRIAL BALANCE 
31st December - 


Rs. 

-Ordinary Share Capital .. 1,50,000 

Preference Share Capital .. 1,50,000 
Sales, Department I .. 7,00,000 

„ „ H .. .. 3,00,000 

Sundry Creditors .. .. 1,20,000 

Bills Payable .. .. 15,000 

Income-Tax Reserve Account .. 3,000 

Stocks, 1st January, Department I 34,000 

„ „ „ n n,ooo 

Sundry Debtors .. 2,30,000 

Bills Receivable .. 50,000 

Office Furniture and Fixtures .. 10,800 

Rent, Rates and Insurance .. 18,00(1 

Marine Insurance ... .. 24,000 

Purchases, Freight, Duty, etc., 

Department I .. 4,30,000 

Purchases, Freight, Duty, etc., 

Department II .. 2,50,000 


Travellers’ Salaries & Expenses 

Office Salaries 

Commission 

Dividend Account—half-year’s 

Dividend on Preference 
Shares, 30th June —r. 
Advertising 
Bank Charges 
Stationery and Printing 
Telegrams and Stamps 
Exchange and Discount 
Incidental Expenses 
Directors’ Remuneration 
fcCoal Mining Syndicate Shares 
•Germanic Bank (Limited) 

• Banque de la Republique 
W British Bank (Limited) 


(Dr.) 


Rs. 

54,000 

18,000 

12,000 


i 4,500 
48,000 
1,200 
27,000 
6,000 
15.000 
9,000 
30,000 
60,000 
35,500 
25,000 
35,00Q 


The business of the Company is divided into two Departments:— 
<I) Sundries, Machinery and Tools. 

(H) Coal, Iron and SteeL 
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From the above Trial Balance for the year ending 31st December, prepare Depart¬ 
mental Trading Accounts, showing Gross Profit of each Department, and apportion the 
expenses in^proportion to the Turnover of each Department. 

Write 10 per cent Depreciation off Furniture and Fittings, provide Rs. 3,000 for 
Bad Debts, and 2 per cent on the Debtors for Discounts. ^ ^ boo 

The stocks on hand on 31st December were: (I) Rs. 40,000, and (II) Rs. 16,800. ^ 

No dividends have been received on the Shares in the Coal Mining Syndicate, 
Limited, and the Directors have decided to place Rs. 30,000 to a Reserve Fund, to 
provide for the Depreciation in value of these shares. ' 


Prepare Profit & Loss Account and Balance Sheet. 


(B.Com.) 


Solution 


The Universal Trading Company, Limited 
DEPARTMENTAL TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December . 


if Dept. IT Dept. 11*1 Total 
1 Rs. Rs. Rs. 

To Stock ...•' 34,000' 11.000 45,000 By Sales 

„ Purchases, -j „ Stock 

Freight, Duty, 

etc. ...|i 4,30,000,50,000" 6,80,000 

„ Gross Profit c/d. 11 2,76,000 55,800 3,31,800 ^ 


Rs. 7,40.0201 3,16.800^ 


To Rent, Rates and! 

Insurance ... 12,600 

„ Marine Insurance 16,S00 
„ Office Salaries ... 12,600 

„ Travellers' Sala¬ 
ries & Expenses! 37,800 
„ Directors' Remu-! 

neration ... 21,000 

„ Advertising ... 33,600 

„ Stationery and 

Printing ... 18,900 

„ Telegrams and 

Stamps ... 4,200 

„ Incidental 

Expenses ... 6,300 

„ Exchange and 

Discount ... 10,500 

„ Commission ... 8,400 

„ Bank Charges 840 
„ Reserve for Bad 

Debts ... 2,100 

n Reserve for Dis¬ 
count ... 3,178 

„ Depreciation- 
Furniture & 

Fittings @ 

10% ... 756 

„ Net Profit ... 86,426 


10,56,800 


Dept. I |Dept. II Total 
Rs. Rs. Rs. 
7,00,000 - 3.00,00(T10,00,000 
40,0001 16,800,' 56,800 


Rs. 1| 7,40,000 j 3,16,800 10,56,800 


5,400 T 18,000 
7,200 * 24,000 
5,400 f 18,000 


By Gross Profit 
b/d. 

„ Net Loss 


2,76,000 55,800 j 3,31,800 
,'! 25,446 >i 25,446 


"16,200 f 54,000 

9,000 i 30,000 
14,400 > 48,000 

8,100 K 27,000 

" 1,800 i 6,000 I 


1 


4,500 r 15,000 
3,600 Y 12,000 
360 1,200 ' *3o, 0od 

900 7 3,000 a £ 7 "*°^ A 2 




Rs. 2,76,000 81,246 3,57,246 


Rs. 2,76,000 81,246 || 3,57,246 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


The Universal Trading Company, Limited 
BALANCE SHEET 
As at 31st December . 


Capital & Liabilities 
Authorised Capital:— 

2,000 Ord. Shares of Rs. 100 each 
2,000 6% Pref. Shares of Rs. 100 
each 


Subscribed & Paid up Capital :— 


2,000 Ord. Shares of 
Rs. 100 each, Rs. 75 
per share paid up .., 
1,500 6% Pref. Shares 
of Rs. 100 each, fully 
paid 


Rs. 
1,50,000 


1,50,000 


Investment Depreciation Fund 
Income-tax Reserve 
Reserve for Doubtful Debts 
Reserve for Discounts on Debtors .. 
Creditors:— 

On Bills Payable ... 15,000 

„ Open Accounts ... 1,20,000 


Profit & Loss Appropriation A/c. 

Net Profit as per P. & L. 

Account 60,980 

Less Interim Dividend on 
Pref. Shares 4,500 
Reserve on Coal 
Mining Syn. 

Shares 30,000 


34.500 


Rs. 


Problem 382 




Rs. 

Property & Assets Rs. 
Office Furniture & Fixtures 10,800 

Rs. 

2 ,00,000 

Less Depreciation 1,080 

9,720 

2 ,00,000 

Stock-in-Trade 

Debtors 

56,800 

2,30,000 


j 4,00,000 

Bills Receivable 

Shares in Coal Mining Syndicate ... 
Cash:— 

at Germanic Bank Ltd. 35,500 
at Banque de la Republique 25,000 
at British Bank Ltd. 35,000 

50,000 

i 

60,000 

95,500 

3,00,000 



30,000 



3,000 

3,000 

4,540 

| 


|j 

1,35,000 

i 

i; 

lj 

i 

i 


26,480 



5.02,020 

Rs. 

5.02,020 

— - __ 

— - - - -- _ _ 

i . ___ 


The following Trial Balance is forwarded to the London Head Office by their 
Branch in India. Make the necessary conversions and draw up Profit & Loss Account 
and the Branch Account in the Head Office Books as at 31st December 1943. 


Head Office Current Account, 1st January 1943 

Remittances 

Land and Buildings 

Purchases 

Salaries 

Wages .. .. .. ’. 

Plant 

Sales .. .. .. 

Office Expenses .. .. .. 

Loose Tools .. .. .. * * 

Cash and Bank Balances 
Advances to Indians 
Debtors 

Bills Payable .. .. * * 

Creditors .. . . * 

Stock, 1st January 1943 


Ks. 

Rs. 

2 ,12,000 

. 48,300 

. 1,00,000 
. 4,40,200 
. 7,000 

. 1,10,000 


. 80,000 

6 ,20,000 

. 8,000 

. 10,000 
6,000 
. 14,000 


. 21,000 

18,500 

12,000 

.’ 18,000 

s. 8,62,500 

r . i 

8,62,500 
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Stock, 31st December 1943, Rs. 19,000. ^ ‘/^ s 

Rates of Exchange, 1st January J®43—1/3J d., 31st December 1943—1/4|d. 

Average rate for the year—l/4d. — 

In the Head Office Books, the balance of Branch Current Account (at 1st January) 
stood at £14,600 and the balance of the Remittances Account at £4,075. 

Solution 

c _ B RANCH TR IAL BALANCE (CONVERTED) 


Head Office Current Account 
Remittances 
Land and Buildinj 
Purchases 
Salaries 
Wages 
Plant 
Sales 

Office Expenses 
Loose Tools 
Cash and Bank Balano 
Advances to Indians 
Debtors 
Bills Payable] 

Creditors 

Stock, 1st January" 1943 
Differenc^ih Exchange 


Rs. 


/ 




Rate of 

' ' 


Rs. 

Rs. 

Ex- 

£ s. d. 

£ s. d. 



change 




2,12,000 

*... 


114,600 0 0. 

48,300 


^... 

4,075 0 0. 


1,00,000 


1/3* 

6,458 6 8 


4,40,200 


III 

29,34613 4 


7,000 



46613 4 


1,10,000 



7,333 6 8 


80,000 


1/34 

5,16613 4 



6,20,000 

1/4 


41,333 6 8 

8,000 


*» 

533 6 8 


10,000 


1/3* 

645 16 8 


6,000 


1/4* 

41210 0 


14,000 



96210 0 


21,000 


9f 

1,44315 0 

* 


18,500 

99 


1,271 17 6 


12,000 

99 


825 0 0 

18,000 


1/3* 

1,16210 0 


J [ 



23 2 6 


8,62,500 

8,62,500 

£ 

58,030 4* 2 

58,030 4 2 

_ 



_ 



BRANCH TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 


To Stock, 1st January 1943 
„ Purchases 
„ Wages 
„ Gross Profit 


To Salaries 
„ Office Expenses 
„ Difference in Exchange 
„ Net Profit 


£ s. d. 
...' 1,162 10 0 
... 29,346 13 4 
7,333 6 8 
4,797 1 8 


42,639 

11 

8 

466 

13 

4 

533 

6 

8 

23 

2 

6 

3,773 

19 

2 

j 4,797 

1 

8 


i £ s. d . 

By Sales ... 41,333 6 8' 

„ Stock, 31st December 1943 ...j; 1,306 5 0 


By Gross Profit b/d. 


142,639 11 8 

4,797 

1 8 

4,797 

18 


BRANCH ACCOUNT IN THE HEAD OFFICE BOOKS - M 

i 

! 

£ s. d. 


£ s. d. 

To Balance b/fd. ..., 

„ General Profit and Loss Ac¬ 
count-Net Profit 

14,600 0 0 

3,773 19 2 

By Remittance Account- 
Transfer 
„ Balance c/d. 

! 4,075 0 0 
i14,298 19 2 

£ 

18,373J19 2 

£ 

18,373 19 2 

To Balance b/d. 

14,298 19 2 




Problem 383 & 

The City Supply Company makes purchases at the Head Office and sends the 
goods bought to the Branch Offices for sale, no stock being retained at the Head Office. 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


The Branch Offices effect sales, keep their own Sales Ledgers, receive cash against ledger 
accounts, and pay in the whole of their cash receipts every day to the Head Office. 
Branch Office expenses are paid from cash remitted by the Head Office to the Branches 
for the purpose. 

From the following particulars, show the Branch Accounts in the Head Office 
Books. Also prepare a Profit & Loss Account, showing the net profit made by each 
branch, and the net profit for the whole concern, assuming that the Head Office expenses 
amounted to Rs. 15,000. 


/Credit Sales 
r* Returns Inwards 
^Allowances to Customers 
v *Cash received on Ledger accounts 
v Cash Sales 

v Stock at commencement, at cost ... 
v/ Stock at end, at cost 
^Debtors at commencement 
>/Debtors at end 
*Bad Debts 

V Goods bought by Head Office and supplied to Branches 
v'Rent and Taxes paid 
^ Wages and Sundry Expenses paid 




A 

B 

C 



Rs. 

Rs. 

Rs. 



40,500 

39,000 

34,500 



300 

360 

240 



75 

60 

90 



,35,700 

36,000 

30,000 



21,300 

18,750 

19,500 

• •• 


8,100 

7,200 

7,500 



9,300 

8.700 

' 7,200 

• M 


18,750 

1 18,000 

16,500 



22,950 

20,430 

20,670 



225 

150 

... 



31,800 

30,900 

30,000 



1,200 

1,050 

1,125 


... 

5,700 

5,340 

5,250 


(G. D. A.) 


Solution 


The City Supplying Company 
A BRANCH ACCOUNT 



Rs. 

Rs. 


Rs. 

Rs. 

To Balance b/fd.;— 



By Bank 



Stock 

8,100 


Cash Sales 

. 21,300 


Debtors 

18,750 

26,850 

31,800 

„ from Debtors .. 

. 35,700 

57,000 

„ Goods supplied by Head Office .. 1 

„ Balance c/d. 


„ Bank :— 

i 

Stock 

. 9,300 


Wages & Sundry Expenses 

5,700 ; 

I 

Debtors 

. 22,950 

32,250 

Rent and Taxes 

1,200 i 



— 


-j 

6,900 




t . Net Profit to General Profit 






and Loss Account 

1 

... | 

23,700 





Rs. 

89,250 


Rs. 

89,250 

To Balance b/d. 

... 

32,250 

_ ______ 





B BRANCH ACCOUNT 



Rs. 

Rs. 


Rs. 

Rs. 

To Balance b/fd. 



By Bank 



Stock 

... 7,200 


Cash Sales 

18,750 


Debtors 

... 18,000 


„ from Debtors ... 

36,000 



— 

25,200 


— 

54,750 

„ Goods supplied by Head Office 

30,900 

„ Balance c/d. 



„ Bank:— 



Stock 

8,700 


Wages & Sundry Ex- 



Debtors 

20.430 


penses 

... 5,340 



— 

29,130 

Rent and Taxes 

... 1,050 






— 

6,390 




„ Net Profit to General P. 

& L. A/c. 

21,390 





Rs. 

83,880 


Rs. 

83,880 

To Balance b/d. 

•• 

29,130 
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C BRANCH ACCOUNT 



Rs. 

Rs. 


Rs. 

Rs. 

To Balance b/fd. 



By Bank 



Stock 

7,500 


Cash Sales 

19,500 


Debtors 

16,500 


„ from Debtors ... 

30,000 



-1 

24,000 


- 

49,500 

», Goods supplied to Head Office 

30,000 

,, Balance c/d.:— 


„ Bank:— 

1 


Stock 

7,200 


Wages and Sundry 

... 


Debtors 

20,670 


Expenses 

5,250 




27,870 

Rent and Taxes 

1,125 






-— 

6,375 




„ Net Profit to General Profit 






and Loss Account 

... 

16,995 





Rs. 

;j 77,370 


Rs. 

77.370 

To Balance b/d. 

... 

27,870 





The City Supplying Company 
TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended . 


— 1 

Branch 

A 

Branch | Branch 

B C ~ 

1 

Gene¬ 

ral 

| 

Branch ji Branch 

A | B 

Branch || Gene- 
C jj ral 


Rs. 

Rs. 

Rs. 

Ks. 


Rs. 

Rs. 

Rs. 

Rs. 

To Stock ... I 

8,100 

7,200 

7,500 


By Credit Sales 





„ Goods sup- 





less Re- 





plied by 





turns ...! 

40,200! 

38.640 

34,260 


Head Office ; 

31,800 

30,900 

30,000 


„ Cash Sales ! 

21,300' 

18,750 

19,500 


„ Wages and I 





„ Stock ...| 

9,300 

8,700 

7,200 


Sundry Ex- 







* 



penses ... 

5,700 

5,340 

5,250 



I 




„ Gross Profit 1 





1 

! 




c/d. 

25,200 

22,650 18,210 



-i 




Rs. 

70,800 166,090 60.960 


Rs. 

70,800j 

66,090 

60,960 


To Rent & Rates 

1,200 

1,050 

1,125 


By Gross Profit 





„ Allowances... 

75 

60 

90 


b/d. 

25,200 

22,650 ! 

18,210 


„ Bad Debts ... 

225 

150 



„ Branch 


| 



„ Head Office 





Profits:— 





Expenses ... 


i 


15,000 

A 23,700 





„ Net Profit to 





B 21,390 





General P. 


1 1 


C 16,995 





& L. A/c. ... 

23,700 

(21,390 

16,995 


— 




62,085 

„ Net Profit to 


i 

i 





j ' 


Balance 










Sheet 




47,085 






Rs. 

25,200 

22.650 

18,210 

62,085 

Rs. 

! 25.200 

22.650 

18,210 

62.085 

.. . 




- 

1 '~ l 

1_ 

]- 



Problem 384 u 


From tlie undermentioned information and instructions, prepare Departmental 
Trading and Profit & Loss Account in columnar form of the three Departments of the 
Outfitting Supply Stores, Ltd. 


Stock on 1st January 1943 
Stock on 31st December 1943 
Purchases for year 


Tailoring. Ladies’ Wear. Outfitting. 
Rs. Rs. Rs. 

.. 41,280 33,975 93,721 

.. 32,840 43,828 81,626 

.. 2,10,342 75,296 1,39,109 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Returns (Purchases) 
Sales for year 
Returns (Sales) 
Wages 


Tailoring. Ladies’ Wear. Outfitting. 
Rs. Rs. Rs. 

.. 14,382 5,629 1,823 

.. 4,00,173 1,54,085 3,62,189 

Nil 3,259 11,217 

.. 72,823 30,084 24,613 


Goods were transferred from one department to another at cost price as follows: — 


Tailoring to Ladies’ Wear Rs. 389 and to Outfitting Rs. 6,679; 


Ladies’ Wear to Tailoring Rs. 5,315 ; 


Outfitting to Tailoring Rs. 4,271 and to Ladies’ Wear Rs. 5,801. 

Apportion equally Stationery Rs. 921, Postages Rs. 663, General Charges Rs. 39,627, 
Insurance Rs. 1,785, and Depreciation Rs. 5,460. 

Allocate the following further expenditure as you think best and append notes 
stating the basis selected for each item: —Establishment Rs. 63,395, Bad Debts 
Rs. 19,823, Advertising Rs. 7,293 and Income-tax Rs. 11,028. 

Rent and Taxes Rs. 45,437 is to be split up in proportion to space occupied, i.e., 
Tailoring 4, Ladies’ Wear 2, Outfitting 3, Other space 2. 

Approximate apportionment is all that is necessary ; charge any odd balances to 
Outfitting Department. (G. D. A.) 


Solution 

Outfitting Supply Stores, Ltd. 

DEPARTMENTAL TRADING AND PROFIT & LOSS ACCOUNT 


For the year ended 31st December 1943 



: 

Tailoring 

Ladies' 

Out- 


Tailoring 

Ladies' 

Out- 


1 

Wear 

fitting. 


I Wear 

fitting 


~ Rs. 

Rs. 

Rs. 

- ^ 

Rs. 

Rs. 

Rs. 

To Stock, 1st Jan. 

, 41,280 •* 

/ 33,975 + 1 


By Sales less Re¬ 
turns 




1943 

93,721 

4,00,173 

1,50,826 

3,50,972 

„ Purchases less 




„ Goods transfer- 

Returns 

1,95,960 

69,667 

1,37,286 

red to other 




„ Goods from other 

departments 

7,068 

5,315 

10,072 

departments ... 

9.586 ' 

6,190-> 

6,679 

„ Stock, 31st De- 



^81,626 

„ Wages 

72,823 

30,084 ' 

24,613 

c ember 1943 

32,840 „ 

43,828 

„ Gross Profit c/d. 

1,20,432 

60,053 

1,80,371 

I 


Rs. 

4 , 40 , 081 ; 

1,99,969 

4,42,670 

Rs. 

4.40,081 

1,99,969 

4,42.670 

To Establishment 

27,894 

10,777 

24,724 

i 

By Gross Profit 




„ General Charges 

13,209 

13,209 

13,209 

b/d. 

1,20,432 

60,053 

j 

1,80,371 

Advertising ... 

3,209 

1,240 1 

2,844 



^ Rent & Taxes 
,» »i »» (for 

| 16,523 

8,261 
2,754 i 

12,392 



! 


other space) 

! 2,753 

2,754 



1 


„ Insurance 

595 

595 : 

595 

j 




„ Stationery 

307 

307 

307 

i 




„ Postages 

221 

221 

221 





Bad Debts 

‘ 8.722 

3,370 

7,731 





On Income-tax 

2,867 

1,103 

7,058 





„ Depreciation 
„ Balance (Net ; 

! 1,820 

1,820 

1,820 





Profit) 

; 42,312 

16,396 

1,06,716 





Rs. 

| 1,20.432^ 

60,053 

1,80,371 

Rs. 

1,20,432 

60,053 

1,80,371 


. _ 

... ... 

_ _ 



it 


Bad Debts, Establishment and Advertising have been apportioned on the basis of the 
turnover, which works out in the ratio 44: 17 : 39, approximately. 


Income-tax has been apportioned on the basis of Net Profits prior to charge of 
Income-tax, and the ratio works out at 26 : 10: 64, approximately. 

Rent and Taxes for other space is apportioned equally. 
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Problem 385* 


On 31st December 1943, the Trial Balance of the Surat Branch stood as follows : — 


‘ V\ 

Rs. 


Rs. 

Stock on 1st January 19&T .. 

3,000 

Bombay Office Account 

5,500 

Furniture 

1,200 

Sales 

.. 11,400 

Debtors 

2,800 

Sundry Creditors 

100 

Goods received from Bombay 




Office 

8,000 



Salaries, Rent and Expenses 

1,100 



Cash on hand .. 

900 



Rs. 

17,000 


Rs. 17,000 


Stock on 31st December 1943, Rs. 2,300. 

Find out the Surat Branch profit and draft Journal entries necessary to incorporate 
the Surat Branch assets and liabilities in the Bombay Office Books. Prepare also the 
Surat Branch account in the Bombay Office Ledger. 

Solution 


SURAT BRANCH TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 



Rs. 


Rs. 

To Stock, 1st Jan. 1943 

3,000 

By Sales 

11,400 

„ Goods Received from Head Office 
„ Gross Profit c/d. 

8,000 
i 2,700 

„ Stock, 31st Dec. 1943 

2,300 

Rs. 

! 13,700 

Rs. 

13,700 

To Salaries, Rent and Expenses 
„ Net Profit transferred to Head Office 
Account 

j-T--.: .-— 

1,100 

1,600 

By Gross Profit b/d. 

j 2,700 

Rs. 

2,700 

Rs. 

2,700 


Head Office Books 
JOURNAL ENTRIES 



L.F. | 

Rs. 

1 

| Rs. 

Surat Branch Account ... ... ... Dr. 


1,600 


To Profit and Loss Account 



1,600 

(Being the entry to incorporate Surat Branch profit in 




our books). 




Branch Furniture Account ... ... Dr. 


1,200 


„ Debtors ... ’ ... ... »> 


2,800 


„ Stock v ... ... — » 


2,300 


„ Cash "* ... ... ... »» 


900 


To Surat Branch Account 



7,200 

(Being the incorporation of the Branch Assets in the 




Head Office Books). 




Surat Branch Account ... ... ... Dr. 

j 

100 


To Surat Branch Creditors 

| 


100 

(Being the incorporation of Branch Liabilities in the 

| 



Head Office Books). 



i 

i: 
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J 


/ 

Bombay Office Ledger C 
SURAT BRANCH ACCOUNT 


1943 
Dec. 31 

To Balance b/fd. 

„ Profit and Loss Account 
„ Sundry Creditors 

Rs. 

5,500 

1,600 

100 

1943 
Dec. 31 

By Sundry Assets 

... 

Rs. 

7,200 


Rs. 

7,200 



Rs. 

7,200 



i 






7 


Problem 386 


Burjorji and Chhaganlal are partners sharing profits and losses in the propor¬ 
tions of 2/3rds and l/3rd respectively. Burjorji managed the Bombay Office and 
Chhaganlal managed the Rangoon Office. On 31st December 1943, the Trial Balances 
stood as follows : — 


Bombay Office 

Rs. 

Rangoon 

Office 

Rs. 

Stock, 1st January 1943 

.. 1,08,000 

Stock on 1st January 

1943 

.. 78,000 

Rangoon Office, Dr. 

.. 45,000 

Bombay Office, Cr. 


.. 36,000 

Burjorji's Uapit^i 

.. 2,04,000 

Chhaganlal’s Capital 


.. 48,000 

Purchases 

.. 1,92,000 

Book Debts 


.. 30,000 

Sales 

.. 3,12,000 

Purchases 


.. 1,02,000 

Book Debts 

.. 45,000 

Sales 


.. 1,44,000 

Creditors 

.. 42,000 

Creditors 


.. 12,000 

Wages 

.. 36,000 

Wages 


.. 24,000 

Carriage and Cartage 

5,400 

| Carriage and Cartage 


2,400 

Plant at Bombay 

.. 72,000 



.. 3,600 

Plant at Rangoon^- 

.. 48,000 

j Cash on hand .. 



Cash on hand 

6,600 

Stock on 31st December 1£43 

Rs. 85,200 

Stock on 31st December 1943 

Rs. 1,00,800 





In the Books of the Rangoon Office, the Bombay Office Account has been debited 
for Rs. 9,000 remitted to the Bombay Office on 30th December 1943, but received and 
credited by the Bombay Office on the 6th January 1944. Interest on Burjorji’s Capital at 
5% and depreciation on Bombay Plant at 5% are to be charged against the profits of 
the Bombay Office, and interest on Chhaganlal’s Capital at 5% and depreciation on 
Rangoon Plant at 5% are to be charged against the profits of the Rangoon Office. 

Pass the necessary Journal entries in the Books of both the offices for reconciling 
their current accounts and the Partners’ Capital Accounts, and prepare two separate 
Profit & Loss Accounts, and Balance Sheets with reconciled current accounts between 
the two offices. (G. D. A.) 


Solution 

JOURNAL ENTRIES IN RANGOON OFFICE BOOKS 



Remittance in Transit Account ... ... r 

To Bombay Office Account 

(Being the amount remitted to Bombay Office on 30th 
December 1943 but credited by the latter on 6th 
January 1944.) 

"Dr. 

L.F.j 

i 

Rs. 

9,000 

Rs. 

9,000 


Depreciation Account 

To Bombay Office Account 

(Being depreciation @ 5 per cent per annum on Plant 
in Bombay Office Books.) 

Dr. 

i 


2,400 

] 2,400 

i 


Profit and Loss Account 

To Bombay Office Account 

(Being §rds of profits made by this office due to Mr. 
Burjorji of Bombay Office.) 

Dr. 


12,000 

12,000 


Bombay Office Account 

To Chhaganlal’s Capital Account 
(Being Jrd of profits made by Bombay Office due to 
Mr. Chhaganlal of this Office.) 

Dr. 

i 

i 

19,200 

19,200 
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JOURNAL ENTRIES IN BOMBAY OFFICE BOOKS 


Rangoon Office Account 

To Rangoon Plant Account 

(Being Depreciation provided for @ 5 per cent on 
Rangoon Plant.) 

Dr. 

L.F. 

Rs. 

2,400 

Rs. 

2,400 

Rangoon Office Account 

To Burjorji's Capital Account 
(Being §rds of profits made by Rangoon Office due to 
Mr. Burjorji.) 

Dr. 


12,000 

12,000 

Profit and Loss Account 

To Rangoon Office Account 
(Being Jrd of profit made by this Office due to Mr. 
Chhaganlal of Rangoon Office.) 

Dr. 


19,200 

19,200 


Rangoon Office Books 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 


To Stock, 1st January 1943 
„ Purchases 
„ Wages 

„ Carriage and Cartage 
„ Gross Profit c/d. 

... 

Rs. 

78,000 

1,02,000 

24,000 

2,400 

22,800 

By Sales ... 

„ Stock, 31st Dec. 1943 

... 

Rs. 

1,44,000 

85,200- 


Rs. 

2.29,200 


Rs. 

2,29.200 

To Depreciation on Plant 
„ Interest on Capital *.. 

„ Balance—Net Profit:— 
Burjorji—§rds 
Chhaganlal Jrd 

Rs. 

12,000 

6,000 

2,400 

2,400 

18,000 

By Gross Profit b/d. ... 


22,800 







Rs. 

22,800 


Rs. 

22,800 







ArP l 

As 

BALANCE SHEET 

at 31st December 1943 



Capital and iSc&itities 
Creditors 

Chhaganlal's Capital:— R s. 

Balance—1st Jan. 1943 48,000 

Add Interest ... 2,400 

„ Jrd Profit of this Office 6,000 
„ Jrd Profit of Bombay 

Office ... 19,200 

Rs. 

12,000 

75,600 

40,200 

Property and Assets 
Cash in hand 

Remittance in transit ... 
Book Debts 

Stock 

i 

Rs. 
3,600 
. 9,000 

30,000 
! 85,200 

Bombay Office 

... 





Rs. 

1,27.800 


Rs. 

1,27,800 

. 





- -- ---r 
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Bombay Office Books 

TRADING AND PROFIT & LOSS ACCOUNT 


For the year ended 31 st December 1943 



'i 

Rs. 



Rs. 

To Stock, 1st Jan. 1943 


1,08,000 

By Sales 


3,12,000 

„ Purchases 

... 

1,92,000 

Stock, 31st Dec. 1943 


1,00,800 

„ Wages 

... 

36,000 




„ Carriage and Cartage 

... 

5,400 




„ Gross Profit c/d. 

... 

71,400 





Rs. 

4^12,800 


Rs. 

4,12,800 

To Depreciation on Plant 

..J 

3,600 

By Gross Profit b/d. 


71,400 

„ Interest on Capital 

... I 

10,200 




„ Balance—Net Profit 

Rs. 





Burjorji—jrds 

38,400 





Chhaganlal—Jrd 

19,200 ! 






— 

57,600 










♦ 

Rs. 

71,400 


Rs. 

71,400 

_ 










— 

-- 

2 * \ 

BALANCE SHEET 



> 'S'nsrO . 

As at 31st December 1943 



Capital & Liabilities 


Rs. 

Property & Assets 


;j Rs. 

Creditors 

... 

42,000 

Cash in hand 

• •• 

! 6,600 

Bur jor ji's Capital:— 

Rs. 


Book Debts 


i 45,000 

Balance on 1st Jan. 1943 ... 

2,04,000 


Stock 

• • • 

1 1,00,800 

Add Interest 

10,200 


Rangoon Office 


j --'40,200 

Add Profits:— 




Rs.*** 


2/3rds of Bombay Office 

38,400 


Plant at Bombay 

72,000 

1 

2/3rds of Rangoon „ 

12,000 


Less Depreciation 

3,600 

! 


— 

2,64,600 


-■- 

68,400 




Plant at Rangoon 

48,000 





Less Depreciation 

2,400 







45,600 


Rs. 

3,06,600 


Rs. 

3,06,600 

!-- 


problem 387 

Messrs. Mulraj and Company, Diamond Merchants, whose Head Office was 
in London, had a Branch established at Lyons. Soon after the outbreak of the War, it 
was decided to close the Branch and transfer the Stock to London. The following figures 
represent the Balance Sheets of the two houses on 31st July 19....: — 


LONDON BALANCE SHEET 


Li abilities 

£ 

Assets 

£ 

Capital 

Creditors 

Profit & Loss Account 

.. 40,000 

.. 5,000 
.. 3,500 

Buildings 

Debtors- 

Bank 

Cash 

Lyons Branch .. 

Stock 

.. 8,000 

.. 13,500 

500 
100 

.. 5,000 
.. 21,400 


£ 48,500 


£ 48,500 
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LYONS BRANCH (in Francs) 




Frs. 


Frs. 





Creditors 

.10,000 

Debtors 

.. 

., 


60,009 

Head Office 

.. 125,500 

Cash 

., 

. . 


1,000 


Bank 

,, 



5,700 



Fixtures 

., 

,, 


7,800 



Stock 

•• 

•• 


61,000 


Frs. 135,500 




Frs. 

135,500 


A fixed rate of Exchange 25.10 had been used between the Head Office and Branch, 
and the Branch Stock was taken over by die Head Office at this rate. The Lyons Debtors 
realised 45,000 Francs and the Fixtures were sold for 4,500 Francs. Creditors were paid 
in full, and the cost of winding up the Branch was 1,000 Francs. The proceeds of the 
realisation including Cash in hand and at bank were transmitted to London at the 
rate 27.25. You are requested to reconstruct the Head Office Balance Sheet by including 
the result of the realisation. (G. D. A.) 


Solution 

LYONS BRANCH REALIZATION ACCOUNT 
(In Branch Books ) 



1 Frs. 



Frs. 

To Debtors 

60,000 

By Head Office—Stock 


61,000 

„ Fixtures 

7,800 

„ Bank:— 

Frs. 

„ Stock 

i 61,000 

Debtors 

45,000 


„ Bank—Liquidation Expenses 

| 1,000 

Fixtures 

4,500 

49,500 

19300 


! 

! 

„ Loss on Realization 

... 

Frs. 

|_129,800 


Frs. 

129,800 



__ 




BANK ACCOUNT 




Frs. 

i 

Frs. 

To Balance b/fd. 

... 

5,700 

By Creditors ...' 

10,000 

„ Cash 

„ Realization Account:— 

Frs! 

1,000 

„ Realization Account—Expenses 
„ Head Office Account—Remittance 

1,000 

Debtors 

Fixtures 

45,000 

4,500 

49,500 

to London 

/45300 


Frs. 

56,200 

Frs. 

56,200 


Messrs. Mulraj & Company 
BALANCE SHEET OF LONDON OFFICE 
As at 1st August 19. 


Liabilities £ 

£ s. d. 

r 

Ass*/s £ s. d. | 

£ s. d. 

Creditors 

5,000 0 0 

Cash in Hand 100 0 0 


Capital 

40,000 0 0 

„ at Bank 2,158 14 5 


Profit and Loss A/c. 3,500 



2.258 14 5 

Less Loss on Realization 

' 

Debtors 

13,500 0 0 

of Branch Assets 911' 

Stock 

23,830 5 7 

■ —■ 

2,589 0 0 

Buildings 

8,000 0 0 

£ 

47,589 0 0 

£ 

47,589 0 0 




1 


Note. —As against £5,000 standing to the debit of Lyons Branch in the H. O. books, 
the Head Office receives £1,658-14-5 in Cash (45,200 Frcs. @ 27.25) and £2,430-5-7 in 
Stock (61,000 Frcs. @ 25.10) which aggregates to £4,089. The balance of £911 is Loss 
to tibe Head Office. 
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Problem 388 

Show what entries would be passed by the Head Office to record the follow¬ 
ing transactions in their books: — 

(a) Goods amounting to Rs. 500 transferred from Calcutta Branch to Rangoon 
Branch, under instructions from Head Office. 

(b) Depreciation of Branch Fixed Assets when such accounts are opened in the 
Head Office Books. 

(c) A remittance of Rs. 3,000 made by the Rangoon Branch to H. O. on 26th 
December and received by the H. O. on 4th January. 

(d) Goods of Rs. 5,000 shipped by the H. O. to the Rangoon Branch on 20th 

December and received by the latter on 15th January. (B.Com.) 


Solution 


JOURNAL ENTRIES IN THE BOOKS OF HEAD OFFICE 


(a) Rangoon Branch Account ... 

To Calcutta Branch Account 
(Being goods transferred from Calcutta Branch to 
Rangoon Branch, as per our instructions.) 


Dr. 


L.F. 


(b) Branch Account 

To Branch Fixed assets 

(Being depreciation written off on Branch fixed assets.) 


Dr. 


(i c ) The Head Office will not pass any entry at the time 
of closing until cash is received and on 4th 
Jan. it will pass the following entry :— 

Bank ... ... ... ... Dr. 

To Rangoon Branch Account 

(d) Goods in Transit Account ... ... Dr. 

To Rangoon Branch Account 
(Being the entry to adjust the goods sent by Head 
Office to Rangoon Branch on 20th December, but 
received by the branch on 15th January.) 


Rs. 

500 


Rs. 

500 


3,000 

5,000 


3,000 

5,000 


On 1st January the last entry will be reversed debiting Rangoon Branch and 
Crediting Goods-in-Transit Account. 

. J/ BANKRUPTCY ACCOUNTS tif' 7^1- 

/ ‘ 

Problem 389 \ 

S. Fidaalli finds himself insolvent on 30th June 1941. His position was as follows: — 
Sundry Debtors : —Good, Rs. 10,000 ; Doubtful, Rs. 30,500 (estimated to produce 
Rs. 20,000); Bad, Rs. 10,000. £ ' ' Rs. . 

* 100 Shares in Moosabhoy & Co., Ltd. (estimated to produce Rs. 15,000) 25,000 b 
Minin g Shares (estimated to realise Rs. 76,000) V/*.. .. 85,600 < „ 

Loss through betting .. .. .. .. .. .. 15,000 i&Y ^ 

. /Creditors on Open Accounts .. .. .. 90,000 

v Creditors holding a second charge on the Mining Shares/ojhe extent ou 

, of Rs. 30,000 . 35,000^*^ 

Creditors holding a first charge on the Mining Shares .. .. 40.000 

ym\s Payable ."^000- 

Bills Receivable-discounted (of which Rs. 3,500 are likely to be ' 

dishonoured) 7,000 • 

Creditors for Rent, Khtes, Taxes, Wages, etc. (of which Rs. 2,500 are ^ 

Preferential) .. 3,0P0^ v 

Furniture and Fixtures (estimated to realise Rs. 3,000) .. 4,w0_<£ > 
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I ^ ns. 

Cash at Bank .. .. .. .. .. .. .. 100 ( 

Cash in Officfc .. .. .. .. .. .. .. 20 > £ 

Stock-in-trade (estimated to realise Rs. 30,000) .. .. .. 38,880 J 

Bills Receivable (estimated to realise Rs. 7,000) .. .. .. 10,000 Cl 

He started with a Capital of R.3. 60,000 on 1st July 1938 and the business 
resulted in a profit of Rs. 10,000 and Rs. 7,500 for the first two years respectively 
and in a loss of Rs. 5,000 for the third year, after allowing Rs. 3,000 as interest on 
Capital each year. Withdrawals for the whole period amounted to Rs. 26,000. 

Prepare a Statement of Affairs and a Deficiency Account. 

Solution 

U STATEMENT OF AFFAIRS OF S. FIDAALLI 


As on 30 th June 1941 
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DEFICIENCY ACCOUNT 


Excess of Assets over liabilities on 1st 

Rs. 

• 

Net loss arising from carrying on 

Rs. 

July 1938 

60,000 

business from 1st July 1938 to 

5,000 

Net Profit arising from carrying on 


date of Receiving Order 

business from 1st July 1938 to date 
of Receiving Order after deducting 


Bad Debts as per Schedule F 

Expenses incurred since 1st July 1938 

20,500 

usual trade expenses 

17,500 

ether than usual trade expenses, 

26,000 

Income or profit from other sources 


viz., Househjld Expenses 

since 1st July 1938 

'sjW* 

Other losses:— Rs. 


Interest on Capital 

Loss through betting ... 15,000 


D^ciency as per Statement of Affairs 

! 

! 15,380 

„ on realization of 

Stock*in- Trade 8,880 

„ on realization of 

Mining Shares 9,000 ^ 

„ on realization of 
shares in Moosa- 
bhoy & Co., Ltd. 10,000* 
„ on realization of 

Furniture and 

s 



Fixtures ... 1,000 ' 

„ on realization of 

Bills Receivable 




in Hand ... 3,000 v 

„ on realization of 

Bills discounted 3,500^ 

50,380 

Rs. 

1,01,880 

Rs. 


\S 

. 

_ . 



Problem 39b \ 


The assets of a merchant on 30th September 1943, as shown by his books, 
were Rs. 46,000 and his liabilities Rs. 34,000. He filed his petition in Bankruptcy and 
estimated his deficiency to be Rs. 24,000. After making the above estimate, he found 
that t}ie following items were not passed through his account books: — 

^Alnter^st at 6 per cent on his Capital from 1st January 1943. • 

A contingent liability for Rs. 2,400 on bills discounted by him for Rs. 10,000. 
Amounts due as wages Rs. JJ50, as salaries Rs. 750, as rent Rs. 340, and as rates 
and taxes Rs. 260. 

Prepare his Statement of Affairs and his Deficiency Account (G. D. A.) 

Solution 


[For Statement of Affairs see next page.] 
DEFICIENCY ACCOUNT 



Rs. 


Rs. 

Excess of assets over liabilities on 


Net loss arising out of carrying onj 


30th September 1943 

12,000 

' the business from. to 


Net profit arising frop carrying on 


the date of Receiving Order ... 1 


the Business from.to the date 


Bad Debts ... 1 

36,000 

of Receiving Order after deducting 


Expenses incurred since.other \ 


usual Trade Expenses 3 


than usual ... \ 

- 

Deficiency as per Statement of 

if 

Trade Expenses, viz., Household I 


Affairs 

<28,000 

Expenses ... J 




Other losses and Expenses:— Rs, 




j due for Wages ... 250* 




m „ „ Salaries ... 750 * 




\ „ „ Rent ... 340 




( „ „ Taxes ... 260 



m 

^ arising from Bills discounted 2,400 



W ‘ - ■] 

4,000 

Rs. 

40,0C0_ 

Rs. 

40,000 
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STATEMENT OF AFFAIRS 
As at 30 th September 1943 


1 

Gross 

Liabili¬ 

ties. 

Liabilities 

(as stated and estimated 
by the Debtor) 

Expect¬ 
ed to 
rank 

Assets 

(as stated and estimated 
by the Debtor) 

Bank 
value or 
cost 

Estimat' 
ed to 
produce 

Rs. 

36,400 

i 

’Unsecured Creditors as 
per List (A) ... 

Creditors fully secured as^ 
per List (B) ... Tr. 

Estimated value of secu¬ 
rities ... ' ... 

Surplus ..f 

Less amount carried to 
Sheet (C) ... 

Balance thereof to contra 

Rs. 

36,400 

\ 

Property as per List (E):— 

(a) Cash at Bankers - 

(b) „ in hand 

(c) „ deposited with . 

solicitors for 
costs of petition... 

(d) Stock-in-Trade 
(< e ) Machinery 

(/) Trade Fixtures, 
fittings, utensils/etc, 

(g) Furniture... 

( h) Life Policies 

(t) Other property, viz.,— 
Total as per List (E) 

Book Debts as per List (F), 
viz.:— 

Good ... " 

Doubtful ... 

Bad 

Estimated to produce 

Bills of Exchange or other 
similar securities on hand 

Rs. 

Rs. 

1,600 

Creditors partly secured as 
per List (C) ... 

Less estimated value of 
securities ... 

| Creditors for rent, rates, 
i taxes, wages, etc., pay- * 

| y able in full as per List 
'J (D) ... 1,600 

f 

46,000 

i 

i 

i 

! 

10,000 


^•educted contra Rs. 1,600 





> 

i| 

'! 

1 

as per List (G) 

Surplus from securities in 
the hands of creditors 
fully secured per contra ... 
Deduct —Creditors for pre¬ 
ferential rent, rates, taxes, 
wages, etc., per contra ... 

i 

! 

! 1,600 


. 

l| 

i| 

Deficiency explained in 
Statement (H) 


8,400 

28,000 

38,000 

Rs. 

36,400 


Rs. 

36,400 

r MKSSiitt 

-. . - 

Jl_ 

. . - _ - .... - 




/ * Note.—I n the absence of any specific mention as regards the nature of liabilities, 
ityis presurped that they are all unsecured. 

/Problem 391 \ 

Jaffar and Gafur, merchants, are unable to meet their obligations. From 
their books, papers and information supplied by them, the following particulars relative 
to their affairs are ascertained: — 

Cash in hand, Rs. 250; Debtors—Good, Rs. 1,250, Doubtful, Rs. 600 (estimated to 
produce Rs. 200) and Bad Rs. 1,000 ; Shares in the Straights Shipping Co., Ltd. of par 
value, Rs. 5,000; Property (estimated to produce Rs. 9,000) Rs. 14,000 Bills' Receivable 
(Good), Rs. 4,250; Other Securities (Rs. 3,000 pledged with partly secured Creditors, 
and the remainder with fully secured Creditors), Rs. 28,000 ; Jaffar’s Drawings, Rs. 9,000; 
Gafur’s Drawings, Rs. 8,400; Sundry Losses, Rs. 13,500 ;vJ Trade Expenses. Rs. 7 ,400 ^ 
Creditors—Unsecured Rs. 25,000, Partly Secured Rs. 23,900, Wuy Secured Rs. 1/7)00; 
Preferential Claims—Wages, Salaries and Taxes, Rs. 750 ; Jaffar-r-Capital, Rs. 10,000; 
and Gafur—Capital, Rs. 16,000. * 

Prepare a Statement of Affairs showing the Assets, with respect to their realisa¬ 
tion ; also a Deficiency Account in respect of the deficiency shown by the Statement 
of Affairs. 
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Solution 

STATEMENT OF AFFAIRS IN BAN:<RUPTCY OF JAFFER AND GAFFUR 


Gross | Liabilities 

Liabili- j (as stated and estimated 
ties 1 by the Debtors) 

Expect¬ 
ed to 
rank 

Assets 

(as stated and estimated 
by the Debtors) 

Cost or 
Book 
Value 

Estimat¬ 
ed to 
produce 

Rs. 

Rs. 


Rs. 

Rs. 

25,000 Unsecured Creditors as per 
List (A) ...j 

j 25,000 

1 

j 

Property as per List (E) 

Cash in hand 


250 - 

17,000 ^Fully Secured Creditors as 
! per List (B) 17,000 

I Estimated Value of 

Shares in the Straights 
Shipping Co., Ltd. 
Property 

14,000 

5,000'' 

9,000 


Securities 28,000 

11,000 

Less Transferred 
to List (C) 3,000 

Surplus thereof i 

to contra 8,000 

23,900 Party Secured Credi- j 
♦ | tors as per List (0*23,900 j 

i Less Estimated value 
j of Securities 3,000 

750 jcreditors for rent, rates, 

j taxes, wages, etc., j 
payable in full as per 
List (D) j 

deducted per contra 750 ( 


Total as per List (E) ... 
Book Debts as per List (F) 
Good 
Doubtful 
Bad 

Estimated to produce ... - 
Bills of Exchange as per List 
(G) 

Surplus from urities in the 
hands of c. editors fully 
secured, as per contra 

Less Preferential Creditors 
(per contra) 


Deficiency explained in State¬ 
ment (H) 


Rs. 66,6501 


Rs. j 45,900j 


Rs. 1 45.900 


DEFICIENCY ACCOUNT 


Excess of Assets over Liabilities 


Deficiency as per Statement of Affairs 


Net Loss arising from carrying on 

business from.to. 

Bad Debts as per List (F) 

Expenses incurred since.,oth6r 

than usual trade expenses, viz. 
Household Expenses 
Other Losses:— Rs. 

On Realization of Property 5,000 v 
Sundry 13,500^ 


17,400 v/ 


Rs. 44,700 


Rs. 44,700 


^Problem 392. J I 

Prepare a Statement of Affairs and Deficiency Account of C and Co., who 
filed their petition on 31st December 1943. . Their books showed that they owed 
Rs. 40,100,. of which Creditors amounting to Rs. 6,500 Jield stock of the estimated value 
of Rs. 7,590, others amounting to Rs. 29,000* held 'stock of the estimated value 6f 
Rs. 15,000^arid a mortgage on the property at*'Calcutta valued at Rs. 13,000* the Landlord 
being a preferential creditor for Rs. 100.' Bilip hpd beep amounting tn 

Rs. 3,50p^ in respect of which it was estimat^-tl^firm would he lfefele .for Rs. 500, The 
assets cons&ied oFBook Debts, uoocTRi. 1,500 y Doubtful Rs. 600, estimated to produce 
Rs. 300; and Bad Rs. 700.* Furniture and fittings Rs. 300, estimated to realise Its. 150; 
Cash Rs. 50; B/R Rs. 350; Stock Rs. 1,600, estimated to producer Rs. 1,200. The firm 

0 
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commenced business on 1st January 1939, with a capital of Rs. 25,000. After charging 
Rs. 1,000 a year for interest on capital, and Rs. 1,300 a year for partners’ salaries (which 
were credited to the Capital Account and not withdrawn^, they made a profit in the 
first year of Rs. 2,700* but in the succeeding four years losses were incurred of Rs. 2,500, 


Rs. 3,200, Rs. 4,500^ 
Rs. 1,200 a year.> 
was s ubj ected.to, a" 

Solution 


Rs. 6,000^ respectively. jfhey drew- .put of Cash at the rate of 
pfOglg^^'U^utt^'costJts. 22,000Jand the stock mortgaged— 

STATEMENT OF AFFAIRS OF C AND CO. 

As at 31st December 1943 


^ 2 ^ 


n Gross 
Liabili¬ 
ties 


Liabilities (as stated and 
estimated by the Debtor) 


Expect¬ 
ed to 
rank 


Assets (as stated and 
estimated by the Debtor). 


Book 

Value! 




Rs. 

8,000 

6,500 


29,000 


100 


Unsecured Creditors as per List A 
Fully Secured Creditors Rs. 

as per List B 6,500 ’ 

Estimated Value of 
Securities 7,500 


Surplus thereof 
contra 


to 


1,000 


Rs. 
5,00(T 


W 


Esti- 

mated to 
produce 


Partly secured Creditors 
as per List C. 29,000 1 

Less Estimated Value 
of Se^irities 28,000 

Preferential Creditors 
for Rent as per List 
D deducted per 
contra 100 


1,000 


43,600 


Rs. 


6,000 


Property as List E:— Rs.« 

Cash 

Stock-in-Trade 1,600 

Furniture & Fittings 300^ 

Total as per List E 
Book Debts as per List F:— 

Good 

Doubtful 600 

Bad 700' 


1,300 


Estimated to produce 
Bills of Exchange and other 
Securities as per List G 

Surplus from securities in the 
hands of Creditors fully 
secured, as per contra 

Deduct Preferential Creditors 
per contra 

Deficiency explained in State¬ 
ment H 

Rs. 


Rs. 

50 ^ 
1,200 / 
150 


1,400 
1,500 * 


300- 
350 ' 


3,550 


1 , 000 “ 


4,550 - 
100 ' 


4,450 

1,550 


6,000 


DEFICIENCY ACCOUNT 


Excess of Assets over Liabilities on 
1st January 1939 

Net Profit since 1st January 1939 to date 
Interest on Capital 
Partners'Salaries 

Deficiency as per Statement of Affairs 



LNet Loss arising out of the business 
f since 1st January 1939 to date 
^Expenses incurred since 1st January 
1939 to date other than usual 
trade expenses, viz., household 
expenses 

Bad Debts , .. 

Other Losses—fr Rs. 
Loss on Realization of 


Rs. 

16,200^ 


6,00(K 

1,000 v" 


Stock-in-Trade 
Loss on Realization of 
Property 

Loss on Bills of Exchange 
discounted 

Loss on Realization of 
Furniture & Fixtures 


\ 


Z£00 
9 , 000 ^ 


500 

150 


Rs. 




17.550 


40.750 
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Problem 393 C/ 

On 31st March 1944, the Balance Sheet of A and B was as follows: - 


Liabilities 


Rs. 

Trade Creditors 


24,000 

Bills Payable 


30,000 

Bank 


18,000. 

Twelve Months* Rent 


1,200 

One Month’s Salaries 


1,200 

Capital: — 

Rs. 

A 

12,000 


B 

12,000 

24,000 


Rs. 

98,400 


Machinery 

Assets 

Rs. 

.. 24,000 

Buildings 


.. 12,000 

Book Debts 


.. 24,000 

Cash 


.. 1,200 

Stock 

.. 

.. 37,200 


Rs. 98,400 


A owed personally Rs. 21,600 and he had, in addition to the interest in the firm, 
a house which cost Rs. 6,000 ; Furniture Rs. 2,400 ; and Life Policies on which he had 
paid premiums amounting to Rs. 1,200. B owed Rs. 16,800 and he had paid life pre¬ 
miums amounting to Rs. 3,600 and had furniture which cost Rs. 1,200. The Bank held 
Deeds of A*s property and his life policies. It became necessary to call the creditors 
together. 

The partnership assets were valued as follows : —Machinery Rs. 13,080 ; Buildings 
Rs. 6,000; Book Debts, Good Rs. 12,000 ; Doubtful Rs. 6,000 (estimated at Rs. 3,600) ; 
Bad Rs. 6,000; Stock Rs. 24,000 ; A’s property was considered to be worth Rs. 6,000 , his 
life policies Rs. 600 ; and his furniture Rs. 1,800. B’s life policies were worth Rs. 1,800 ; 
and his furniture Rs. 600. 


Prepare separate Statements of Affairs and Deficiency Accounts of the firm as 
well as of the partners. 


Solution 


STATEMENT OF AFFAIRS OF A AND B 
As on 31st March 1944 


Gross 

Liabilities 

Liabilities (as stated and 
estimated by the Debtors) 

Expected 
to rank 

Assets (as stated and 
estimated by the Debtors) 

i 

i Estima- 
| ted to 

I realise 

Rs. 



Rs. 


Rs. 

73,100 

Unsecured Creditors as per List 


Property as per List ERs. 



A:— 

Rs. 


Cash ... ... 

1,200 


Trade Creditors 

24,000 


Machinery ... 24,000 

13,080 


Bills Payable 

30,000 


., Building ... 12,000 

6,000 


Bank Overdraft 

18,000 


Stock ... 37,200 

24,000 


Rents (excluding 



Book Debts as per List F 



Preferential) 

1,100 


Good ... 12,000 

12,000 




73,100 

Doubtful ... 6,000 

3,600 


Preferential Creditors 



Bad ... 6,000 

— 

! 

as per List D:— 






Rent 

100 



59,880 


Salary 

1,200 


Less Preferential Creditors 






as per contra ... 

1,300 


Deducted per contra ... 

1300 









58,580 





Deficiency as explained in State- 






ment H 

14,520 

Rs. 73,100 


Rs. 

73,100 

Rs. 

73,100 


. __ ... _ .... . _ 

. .. 
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DEFICIENCY ACCOUNT 


Rs* ' 

Rs. 

Rs. 

Rs. 

Excess of Assets over Liabilities 

A’s Capital... ... 12,000 

B's Capital ... ... 12,000 


Loss on Machinery ... 10,920 

„ „ Building ... 6,000 

„ „ Debtors ... 8,400 


-j 

24,000 

„ „ Stock ... 13,200 


Deficiency as per Statement of'Affairs 

14,520 

— 

38,520 

Rs. 

38,520 

Rs. 

38,520 


A’s STATEMENT OF AFFAIRS 


Unsecured Creditors 


Rs. 

21,600 

House 

Cost 

6,000 

2,400 

1,200 

! 

! Rs. 
6,000 
1,800 
600 




~ Furniture 

Life Policy (Surrender Value) 




Deficiency 

... 

8,400 

13,200 


Rs. 

! 21,600 


Rs. 

21,600 







DEFICIENCY ACCOUNT 

Deficiency as per Statement of Affairs 

Rs. 

13,200 

Loss-—Capital in Business 
„ on Furniture 

„ „ Policy 

...j 

Rs. 

12,000 

600 

600 


Rs. 

13,200 


Rs. j 

| 13,200 


___J 



1 


B’s STATEMENT OF AFFAIRS 

Unsecured Creditors 

"1 

| 

| 

1 Rs. 

j 16,800 

% Policy (Surrender Value) ... 

* Furniture 

j! 

Cost !] Rs. 

3,6001 1,800 

1,200 600 



I 

Deficiency 

... 

2,400 

1 14,400 


Rs. 

16,800 


Rs. 

! 16,800 


i 

- _i 

__ _ _ __ _ _ _ 

_ _ 

1__. 


DEFICIENCY ACCOUNT 



Deficiency as per Statement of Affairs 

Rs. 

14,400 

Loss—Capital in Business 
„ on Furniture 

m >! Policy ... 

... 

i Rs. 

j 12,000 
| 600 

1 1,800 


Rs. 

14,400 


Rs. 

14,400 

... 

. ... 






Note.— It must be noted, that the Bankers _of the firm will pay themselves out to 
part extent out of the securities they hold, viz., Title-deeds of A’s property and "the 
Life ‘Policy belonging to A. This means thart as against the Unsecured Creditors of 
Rs. 21,600 of A, his private assets available are worth Rs. 1,800, viz., the value of his 
furniture, 
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394 v 

X 

Prepare a Statement of Affairs and Deficiency Account as on the 10th October, 
of William Corby. ^ 

Cash in hand £85, Book Debts £3,472 (estimated to produce £2,869) ^unfinished 
contract in hand (estimated to produce £3,000 over and above the cost of completing it)); 
Plant, Tools, etc. cost £1,880 (estimated to realise £500) ; Office Furniture (estimated 
to realise £25) ; Stock-in-Trade valued at £1,900; Investments valued at £6,200 of^ 
which are deposited with bankers as security for loan £5,460. (Life Policies for ^£2,000, 
of the estimated surrender value of £1^J0 subject to advances made by the Insurance 
Co., amounting to £1,420; Unsecured Creditors on Trade Account £4,1£0 ^(Unsecured 
Creditors for Cash advahced £5,308) W. Smith for two months’ wage&aue to him as 
clerk, £30; A. Compton, six months’ salary due to him at £15 per month ;f Rent 
myivprable by difitrf. eg ^ '£45} Bankers for Loans partly secured, £10,134 (estimated 
va!ue of securities held by bankers, £7,460, viz., Investments, £5,460, and Lease 
£2,000); Capital Account on 1st January, as shown by the books, £189; Loss on 
Trading from 1st January to 10th October, £374 ; Loss on Sale of Investments made on 
13th June, £200 ; Drawings £750. (Chartered Accountants.) 


Solution 


STATEMENT OF AFFAIRS OF WILLIAM CORBY 
As at 10 th October . 


Gross j| 
Liabili- \\ 
ties ii 

1 ! 


Liabilities 

(as stated and estimated 
by the Debtor) 


ii Expected 
i to rank 


£ 

9,488 

1,420 


10,134 


125 


£21,167 


Unsecured Creditors as 
per List (A) 

Creditors fully secured 
as per List (B) 1,420 

Estimated value of 
Securities ... 1,470 

_ t — 

Surplus carried to 
contra 


50 


Creditors partly se¬ 
cured as per List 
(C) 

Less Estimated 
value of Securi¬ 
ties 

Creditors for Rent 
recoverable by 
distress as per 
List (F) 

Creditors for Wages 
& Salaries payable 
in full as per List 
(G) 

Deducted contra 


10,134 


7,460 


80 

125 


Assets 

(as stated and estimated by |j 
the Debtor) \\ 

I! 


Estimated 

to 

produce 


9,488 


2,674 


12,162 


Property as per List (H) 

Cash in hand 
Stock-in-Trade ... 

Plant, Tools, etc. (cost £1,880)! 
Office Furniture ... 
Investments 
Unfinished Contract 

Total as per List (H) £ 

Book Debts as per List (I) 
Doubtful ... 3,472 

Estimated to produce 
Surplus of Securities in the 
hands of Creditors fully 
secured (per contra) 


Deduct Preferential Creditors 
for Rent, Wages, etc., per 
contra 


Deficiency explained in State¬ 
ment (K) 


'85 
v 1,900 
^500 
, 25 
740 
y 3,000 


6,250 

2,869 

50 


9 f 169 

125 


9,044 

3,118 


12,162 


V \K\ 
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DEFICIENCY ACCOUNT OF WILLIAM CORBY 
From 1st January . to 10 th OctobeY . 


Excess of Assets over Liabilities on 

£ 

Net Loss arising from carrying on 

£ 

1st January 

189 

business from 1st January to 10th 


Deficiency as per Statement of 


October 

374 

Affairs 

3,118 

Bad Debts as per List (1) 

Expenses incurred since 1st Jan. ! 
other than usual Trade Expenses, 

603 

t 

j 


viz.. Household Expenses 

Other Losses:— j 

Loss on Realising Plant £ i 

and Tools ... 1,380 i 

Loss on realising Investments 200 

750 

1,580 

£ 

3.307 

£ 

3.307 


Problem 395 


A filed his petition on 31st 
composed of the followirjg figures : — 


December, and his Statement of Affairs was 


Creditors unsecured 

„ partly secured by lien on Shares 
„ fully secured by lien on Stock 
Liability on Bills Receivable (estimated to rank £3,500 
Mortgage on Mill ^ .. ’ .. .. .. * . 

Creditors payable in full * 

Book Debts, Good 

„ „ Doubtful & Bad (estimated to produce £2,000) 

Consignments, Good 
Stock (estimated to realise £40,000V 
Shares (cost and estimated to realise) 

Cash at Bankers 
Bills of Exchange 
Mill of the value of 
Machinery (estimated to realise £12,000) 

Fixtures (estimated to realise £1,500) 

Cottages (estimated to realise £3,000) 

On 1st January, six years ago, he had a Capital of £50,000. 
in the six years of £20,500, after allowing. Interest on Capital £10,000, and withdrawals 
amount to £63,600. 

Prepare the Statement of Affairs and Deficiency Account. 

(CH AR TE RE D ACOQUM T lt HT S .) 

Solution 


£ 

75,000 
40,000 1 

100a- 

7,000^ 

10 , 000 , 

^ 3 , 000 ^ 

2<),000 
10,000 
5,000 
60,000 
16,000 ” 

. 100 
1,400 
11 , 000 , 

15,000 

3,000 

3,500 

Profits were made 


[For Statement of Affairs see next page.] 
DEFICIENCY ACCOUNT OF A 


From 1st January .. L . . . to 31st December 



£ 


r 

£ 

Excess of Assets over Liabilities on 


Bad Debts as per List (I) 

8,000 

1st January. 

50,000 

Expenses incurred since 1st January 

Profits made in the six years 

20,500 

other than usual Trade Expenses, 


Interest on Capital 

10,000 

viz., Household Expenses 

63,600 

Deficiency as per Statement of Affairs 

19,600 

Loss on Realising:— 

20,000 


Stock 



Machinery 

3,000 



Fixtures ... 

1,500 



Cottages ... 

500 



Bills Receivable discounted 

3,500 

£ ' 

100.100 

£ 

100,100" 

. 

— 

- 
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STATEMENT OF AFFAIRS OF A 
As at 31st December i. 


Gross 

Liabilities 

Expect- 

Assets 

Estimat* 

Liabili- 

(as stated and estimated by 

ed to 

(as stated and estimated by 

ed to 

ties 

the Debtor) 

rank 

the Debtor) 

produce 

£ 


£ 


! £ 

75,000 

Unsecured Creditors as per List 


Property as per List (H) : — £ 



(A) 

75,000 

Cash at Bankers 

! loo 

10,100 

Fully secured Credi- £ 


Consignments, Good 

5,000 


tors as per List (B) 10,100 , 


Stock 60,000 - 

h-39,900 


Estimated value of 


Machinery 15,000 

12,000 


Securities 11,100 , 


Fixtures 3000 

i#o 




Cottages 3,500 

3,M0 


Surplus carried to 





contra 1,000 


Total as per List (H) 

61,500 




Book Debts as per List (I) : — 


40,000 

Partly secured Credi¬ 


Good 

20,000 


tors as per List (C) 40,000 


Doubtful and Bad 10,000 



Less estimated va¬ 


Estimated to produce 

2,000 


lue of Securities 16,000 


Bills of Exchange as per List (J) 

1,400 



24,000. 

Surplus of Securities in the hands 


7,000 

Liabilities on Bills 


of Creditors fully secured (per 

1,000 


discounted as per 


contra ) j 



List (D) 

3,500 


85,900 

3,000 

Preferential Creditors 


Deduct Preferential Creditors per 



as per Lists (F) & (G) 


contra 

3,000 


Deducted contra 3,000 








82,900 




Deficiency as explained in State- i 





ment (K) 

19,600 

£135,100 

£ 

102,500 

£ 

102,500 


...... ... . 

___ .. 

_ __a . 4'_- _ 

J - 


^rol 


blem 396 \ 


A trader files his petition in bankruptcy on 30th June 1943, and you are 
instructed to prepare his Statement of Affairs. The information you are able to obtain 
as to his position is as follows : — * 

q<° 

' The Stock-in 7 Trade at cost is £7,200 of which £600 Worth is in the hands'of a 
Creditor for £lJKKlvwho is entitled to exercise a lien; Book Debts, Good £9,750;. 
Doubtful £12Q, worth 6 s . . 8d. in the £ ; Bad £150. / Fixtures and Fittings (after depre¬ 
ciation) £230. ' Cash in * hand £10. Bills Receivable £ 1.100 (held by bankers against, 
overdraft of £4,Q0P the balance of which is secured by a* second charge on Debtor’s^ 
freehold property; and by the guarantee of hjs brothedL C ustomers!- hilte -under ~ 
count £ 1 £200. badl and £100 is doubtful. Freehold 

property £3,QOO subject to' a first mortgage of £2,000.- The unsecured Creditors amount 
to £29,<600 in addition to claims for rates, taxes, and wages amounting to £2£0. -v The 
Stock-in-Trade and the Book Debts (outside the bills) are estimated to be worth 75, 
per cent of their face value, and the freehold property, which cost £2,80(1. is valued at 
1 £2,200. Subject to the modifications above stated, the assets are W o r t h their book 
values! 


? 


You learn that the Debtor had a surplus of assets of £5,000'on 1st January 1941. v 
since when he has withdrawn £3,000 per annum in equal monthly Instalments. ills 
profits fo iMhcr-y ear, ended 31st De ^^mb^r 1QA 1 .wpfp £2,100 and for 1942 £420, since 
whicnffine he has not made f up his books. - 

From these details, you are required to prepare as nearly as may be in statutory 
form (a) a Statement of Affairs, and (by a Deficiency Account. 

vX (Incorporated Accountants.) 
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Solution 


STATEMENT OF AFFAIRS OF 
As on 30 th June 1943 


Gross 

Liabilities 

Liabilities 

(as stated and estimated 
by the Debtor) 

Expected 
to rank 

Assets 

(as stated and estimated 
by the Debtor) 

Estimated 
to produce 

£ 

29,800 

2,000 

1 

£ 1 

Unsecured Creditors as 
per List A 

Creditors fully Secured 
as per List B ... 2,000- 

Estimated value of 
Security . y 2,200 

£ s. 

29,800 -0 

t 

Property as per List H- £ 
Cash in hand 

Stock-in-Trade (cost) 6,600 
Fixtures and Fittings 

£ s. 

10 0 
4,950 0 
230 0 

W 


Total as per List H 

5,190 0 


Surplus carried to List 

C ... 200 

4 


Book Debts as per List I:— j 
Good ... 9,750| 

Estimated to produce 
Doubtful ... 120 

Bad ... 150' 

* 

7,312 10 • 

5,000 

Creditors partly Secured 
as per List C ... 5,000 

Less Estimated value 
of Securities ... 1,750 

\ 


J 3,250*0 

i * 

270 


1,500 

Liabilities on bills Dis¬ 
counted other than 
Debtor's own ac- i 

ceptances for value as | 

per List D ... 1,500 

Estimated to produce 

i 40 0 



Deduct Preferential Credi¬ 
tors for Rates, Taxes, 
Wages, etc., per contra ... 

! 12,542 10 

l 

1 / 

! 

Of which, it is expected, 
will rank against the 

Estate for Dividend 
Preferential Creditors for 
rates, taxes, wages, 

1 etc. as per List G ... 
Deducted contra ... 240 


240f 0 

240 

j 300 O > 

1 >4 ' 

Deficiency explained in State¬ 
ment K 

1 12,302 10., 

21,047 10 


! | 


i 


£ 38.540 

! £ 

33,350 0 

£ i 

33,350 0 

__ _ _ - _ 

- . r r 

__ 

. . 



DEFICIENCY ACCOUNT 


■! 

Surplus of Assets over Liabilities 

£ s. d . 

Net Loss arising from business 

£ s. d. 

on 1st January 1941 

Net Profit arising from business 
from 1st January 1941 to 31st 

5,000 0 0 

from 1st January 1943 to 30th 
June 1943 

Bad Debts as per List I 

15,500^ 0 0 
2,667 TO 0 

December 1942 

Deficiency as per Statement of 
Affairs 

2,520 0 0 

21,047 10 0 

Expenses incurred since 1st Jan. 
1941 other than usual trade 
Expenses, viz., Household Ex- ! 
penses ...j 

Other Losses:— £ 1 

Loss on Realization of 1 

Stock-in-Trade ... l,800j 

Loss on Freehold Property 800j 
Loss on Bills Discounted 300! 

7,500 0 0 

^poo 0 0 

£ 

28,567 10 0 

£ 

28,567 10 0 

.. .. .... . ... _ 


. - *_.._-.- ... - . 
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Problem 397 


From the following figures, prepare a Statement of Affairs and Deficiency 
Account as at 31st December 1943. Assume that the Stock realises 2|3rds of its value, 
the Fixtures i, the Shares par, and the Doubtful Debts, l|3rd. On 1st January 1941, the 
Debtor commenced business with a Capital of £3,175. His profits for the first two 
years amounted to £2,027-10-6, and his drawings were £1,500 a year. 


Cash 

Stock-in-Trade 
Debtors (Good) 

„ (Doubtful) 

„ (Bad). 

Fixtures and Fittings 

Shares .. .. .. 

Creditors, unsecured (included £950 for wife) 
Creditors, secured 

Value of securities held by Creditors 
Preferential claims for Rent, Rates and Taxes 


£ s. d. 

115 10 6 
500 . 0 0 
3,500 0 0 
900 0 0 
750 0 0 
282 0 0 
250 0 0 
6,950 0 O'" 

1,250 J) 0 
1,750 0 0 
95 0 0 

(Incorporated Accountants. 


) 


Solution 

STATEMENT OF AFFAIRS 
As at 31st December 1943 


Gross 

Liabili¬ 

ties 

Liabilities 

(as stated and estimated 
by the Debtor) 

Expected 
to rank 

Assets 

(as stated and estimated by 
the Debtor) 

£ 


£ 

£ 

s. d. 

£ 

6,000 

1,250 

Unsecured Creditors 
as per List A 
Creditors fully Secured 
as per List B 
Estimated value of 
securities 

1,250 

1,750 

6,000 

0 0 

Property as per List H:— 

Cash 

Stock-—cost ... 500 

Fixtures and Fittings— 
cost ... 282 

Shares 


Surplus to contra 

500 



Book Debts as per List I 

Good 

Doubtful ... 900 

Bad ... 750 

95 

Creditors for Rent, 
Rates and Taxes 
payable in full as per 
Lists F and G de¬ 
ducted contra 





_ 95 



1,650 

950 

Wife as deferred 
Creditor 

950 



Estimated to produce 
Surplus from Securities in 
the hands of Creditors fully 
secured as per contra 











Deduct Creditors for distrain- 
able Rent and Preferential 
Rates and Taxes 


b 




Deficiency as per Statement K 

£8,295 


£ 

6,000 

0 0 

£ 


Estimated 
to produce 


£ $. d. 

115 10 6 
333 6 8 

141 0 0 
250 0 0 

839 17 2 

3,500 0 0 


300 0.0 


500 0 0 


5,139 17 2 


95 0 0 


5,044 17 2 
955 2 10 


6,000 0 0 
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DEFICIENCY ACCOUNT 


£ 5 . d. 

Excess of Assets over Liabilities on 
1st January 1941 ... 3,175 0 0 

Net Profit arising from carrying on 
business from 1st January 1941 
to 31st December 1942 after de¬ 
ducting usual trade expenses ... 2,027 10 6 
Deficiency as per Statement of 
Affairs ^ ... ... 955 2 10 


Bad Debts as per List (I) 
Drawings 

Other Losses£ s. d. 
Stock ...166 13 4 

Fixtures & Fittings 141 0 0 


£ i 6,157 13 


s . 

1,350 0 
4,500 0 


307 13 


6.157 13 


roblem 398 

A Receiving Order was made against A. Boot on the 25th June 1943. The 

11_:_ _ _xi_ t-»_i _ • _ i __ x xT_J _ x _ . v r» n 


following are the Balances in his Books at the date : — £ £ 

Unsecured Creditors .. .. .. .. .. 3,940 

Capital Account, A. Boot .. .. .. .. 700 . 

J. Smith, Loan Account .. .. .. .. .. 564 - 

W. Jopp, Loan Account .. .. .. .. .. 12,654 ^ 

( Stock .. .. .. .. .. 4,113 ^ 

fixtures and Fittings .. .. .. .. .. 250 • 

'll. Finlay (Rent one year) ^ .. .. .. .. ^—7 350^ 

lH. Jones, Manager (£150 per annum) .. .. .. 100- 

Collector—Rates and Taxes ^ .. 85y 

* Cash in hand and at Branches - --.... —110 • / 

Horses, carts, etc. .. .. .. .. .. 251 

Bills Receivable .. .. .. .. .. 169- • 

Sunday Debtors .. .. .. .. .. 2,446 • 

^Cash at Bank .. .. .. .. .. 356 • 

t Freehold and other Property .. .. .. 5,000 f* 

LEolicy of Insurance (Surrender value) .. .. .. 1,778 ^ 

Profit and Loss .. .. .. .. .. 776 y 

Drawings Account, A. Boot .. .. .. .. 1,219 • 

^ Interest on Loa ns ** .. .. 1,925 .. 

tfOrtWfipffiT liability on Bills Discounted £358 not 
S expected to rank v .. .. .. -rr 

£ 18,393 18,393 


On 1st January 1943, there was a Surplus of Assets of £700. J. Smith holds a first 
charge on the policy of insurance > W. Jopp holds a second charge thereon, and also 
a charge on the Freehold and Leasehold Property * the Stock for the purpose of the 
Statement is valued at £3,50p. Of the Book Debts, £2J1 are doubtful, and are estimated 
to produce £100 ; £287 are bad.. The loss on trading between 1st January and 25th 
June 1943, was £776. 

Make out the Statement of Affairs and the Deficiency Account in the forms 
required under the Act. (Chartered Accountants.) 

[For Statement of Affairs see next page.] 
Solution DEFICIENCY ACCOUNT 


Excess of Assets over Liabilities on 
1st January, 1943 

Deficiency as per Statement of Affairs 



Net Loss arising from carrying on the 
business from 1st January to 25th 
June 1943 

Bad Debts 

Expenses incurred since 1st January 
1943, other than usual Trade Expenses, 
viz. Household Expenses for self, etc. 

Other Losses and Expenses£ 
On Stock-in-Trade ... 613 

Interest on Loans ... 1,925 
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A. Boot 

STATEMENT OF AFFAIRS 
As at 25th June 1943 


Gross ; 
Liabili¬ 
ties 

Liabilities 

(as stated and estimated 
by the Debtor) 

Expect¬ 
ed to 
rank 

Assets 

(as stated and estimated 
by the Debtor) 

Estimat¬ 
ed to 
produce 

£ 

£ 

£ 

£ 

£ 

4,165 

Unsecured Creditors as per 


Property as per List (H) 



List (A) . 

4,165 

Cash at Bankers 

356 

564 

Creditors fully secur* 


Cash in hand & at Branches 

110 


ed as per List (B)... 564 


Stock-in-Trade (cost) ... 4,113 

3,500 


Estimated value of 


Fixtures and Fittings 

250 


Securities ... 1,778 


Horses, Carts, etc. 

251 


Surplus carried to 



4.467 


List (C) ... 1,214 


Book Debts as per List (I) 

i 




Good ... . 

: 1,868 

12,654 

Creditors partly secur- 


Doubtful ... ... 291 



ed as per List (C) ... 12,654 


Bad ... ... 287 

i 


Less estimated va¬ 


— 

, 


lue of Securities 6,214 


578 




6,440 

Estimated to produce 

100 

358 

Liabilities on Bills 


Bills of Exchange as per List 0) 

169 


discounted as per 





List (D) ... 358 



6,604 




Deduct creditors fordistrainable rent 



Expected to rank 

: Ntl « 

and preferential rates, taxes, etc. ... 

j 310 

175 

Creditors for rent re¬ 

I 


-^—. 


coverable by dis¬ 

i! 

K/ 


6,294 


tress as per List (F) 175 


Deficiency explained in Statement (K) 

[ 4,311 

135 

Creditors for rates, 

i 

i 



taxes, etc., payable 





in full, as per List(G) 135 





Deducted contra ... 310 




£18,051 

£ 

10,605 

£ 

10,605 


---- - - - 

■. - 

—... ... ..... . _ 

. .. . 


Problem 399 /' 

A finds, by the following Summary, of Assets and Liabilities of his business, 
that he is insolvent, and oh 15th October 1943, files his own petition in bankruptcy. 
Prepare his Statement of Affairs for presentation to his creditors. 

The Bank’s overdraft is secured by the deposit of Deeds representing his Freehold 
Property (valued for the purposes of the Statement at £6,000), and Do ck Warrants for 
Stock of the value of £2,383 10s. lOd. -— 

W. Smith’s loan is secured by an assignment of a policy on A’s life valued at £100. 

There are contingent liabilities on bills discounted amounting to £589 17s. 2d., of 
which the sum of £ 2^9 13s. 5d. is expected^ to^rarrit 

Of the book debts, A states that £i44 are bad and £365 doubtful; he estimates 
the value of the latter at £178. —^ ^/. 

Of the bills receivable, he estimates tha^Pthe sum of £283 3s . 7d. is bad. 

A has private debts, amounting to £389 5s. 3d., and has private assets cdhsisting 
Of the above-named policy and household furniture valued at £585. 
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SUMMARY OF ASSETS AND LIABILITIES 


Liabilities £ s. d. 

■^Sundry Creditors .. .. 23,598 7 6 

, Bank Loan .. .. 6,897 3 6 

Smith, Loan .. .. 589 2 6 

JH: Jones, 9 months’ rent to 

29th September 1943 _ 150 0 0 

Rates, 6 months’ to 31st ^ 

March 1943 .. .. 32 3 6 


Assets. 

'/Cash in Hand . 
y Petty Cash in Hand / 
Stock at Cost 
Fixtures and Fittings S 
Office Furniture 
f^Horses and Carts .. 

I ^/Sundry Debtors k'* 
i/Bills Receivable^.. 

| yFreehold Property 


£ s. d. 
29 2 7 
2 13 9 
9,852 8 7 
329 7 2 
262 8 0 
682 5 0 
^5,289 3 5 
' 4,263 3 7 
6,589 2 7 


£ 31,266 17 0 


£ 27,319 14 8 


Solution 


(Chartered Accountants.) 


STATEMENT OF AFFAIRS OF A 
As on 15 th October 1943 


Gross 

Liabilities 

Liabilities 

(as stated and estimated 
by the Debtor) 

Expected 
to rank 

Assets 

(as stated and estimated 
by the Debtor) 

Estimated 
to produce 

£ s. d. 


£ s. d. 


£ s. d. 

24,037 12 9 

Unsecured Creditors as 


Property as per List H 



per List A ... 

24,03? 12 9 

^Cash in hand 

31 16 4 


£ s. d. 

Stock-in-Trade 

7,468 17 9 

6,897 3 6 

Creditors fully se- 


^Fixtures and Fittings ... 

329 7 2 


jcured as per 


^Office Furniture 

262 8 0' 

V 

-^List B ... 6,897 3 6 


^Horses and Carts 

682 5 0 


Estimated 


^/Household Furniture ... 

585 6 6 


value of 





Securities 8,383 10 10 


Total as per List H ... 

9,359 14 3 


Surplus ^ 


Book Debts as per List I:— 



carried to 


Good 

4,780 3 5 


contra ... 1,486 7 4 


Doubtful ...*^365 0 0 





Bad / ... 144 0 0 : 


589 2 6 

Creditors partly 





secured as 

( 

509 0 0 



per List C 589 2 6 

J 




Less Estimated 


Estimated to produce ... 

! 178 0 0 


value of Se¬ 


Bills of Exchange j 



curity ... 100 0 0 


as per List J 4,283 3 7 

\<S 4,000 0 0 



489 2 6 

Surplus of Securities with 

* 

589 17 2 

Liabilities on 


fully secured creditors 

, 


Bills discounted 


per contra ... 

1,486 7 4 


as per List D 589 17 2 








| 19,804 5 0 


of which it is expected 


Deduct Creditors for dis- 



to rank 

229 13 5 

trainable Rent and Pre- ! 


100 0 0 

Creditors for Rent 

✓ 

ferential Rates (per contra) \ 132 3 6 


recoverable by 





distress as per 



19,672 1 6 


List F ... -,100 0 0 


.Deficiency explained in 


32 3 6 

Creditors for * 


Statement K 

5,084 7 2 


Rates pay¬ 





able in full, 




/ 

List G ... ^ 32 3 6 




y 

Deducted contra 132 3 6 




£32,245 19 5 

£ 

24,756 8 8 

£ 

_24,756 8 8 





1 "- ■ 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING < 


l 

BANK ACCOUNTS 


Problem 400 

Prepare the Profit and \>oss Account of the Northern Bank, 
the following particulars: — 

Ks. | 


Ltd., for 


1943 irom' 
* Rs. 




Interest on Loans C .. .. 2,59,000 

Interest on Fixed Deposits-^ .. 2,75,000 
Rebate on Bills discounted & .. 49,000 

Commission charged to cus¬ 
tomers ^ .. .. .. 8,200 

/^Establishment .. .. 54,000 

Discount on Bills discounted t .. 1,95,000 
Interest on Cash Credit Accounts £>2,23,000 
Interest on Current Accounts £* 42,000 


and Taxes .. .. 18,000 

Interest on Overdrafts .. & 54,000 

• Directors’ and Auditors’ Fees .. 4,200 

Interest on Savings Bank 

Deposits .. .. .. 4 > 68,000 

• Postages and Telegrams .. 1,400 

• Printing and Advertisement .. 2,900 

Sundry Charges .. .. 1,700 

(G. D. A.) 


Solution Northern Bank, Ltd. 

PROFIT AND LOSS ACCOUNT 
For the year ended 31st December 1943 



Rs. 


Rs. 

To Establishment charges 
„ Rent and Taxes 
„ Directors’ and Auditors* Fees ... 
„ Postages and Telegrams 
„ Printing and Advertisement 
„ Sundry Charges 
„ Balance-Net Profit 

54,000 

18,000 

4,200 

1,400 

2,900 

1,700 

2,23,000 

By Interest, Commission, and Dis¬ 
count on Bills after allowing 
for Rebates 

; 

j 

3,05,200 

Rs. 

3,05,200 

Rs. 

3,05.2M 


__ 

t 

:__ 


Note.— In preparing the Profit and Loss Account of a Bank, it is desirable to show 
all Interest, Commission, etc., earned in an aggregate net amount. 


Problem 401 


From the following balances of the Commercial Bank, Ltd., as at 31st 
December 1943, prepare Profit & Loss Account and Balance Sheet. The Authorised 
Capital consists of 20,000 Shares of Rs. 100 each. The whole Capital has been subscribed, 
but only 50 per cent has been called up. The Bank has accepted Rs. 2,00,000 worth of 
Bills (without consideration) on behalf of Customers, the Securities lodged against these 
amounting to Rs. 3,00,000. \ Provide Rs. 8,000 for Depreciation on Buildings, Rs. 3,500 on 
Furniture, Rs. 25,000 for Investment Reserve Fund and Rs. 20,000 by way of Bad Debts 
Reserve. An ad interim dividend at the rate of 7 per cent per annum was paid for the 
half-yea r ending 30th June 1943. Profit as per previous Balance Sheet was Rs. 1,80,333. 
liTthe Rem of interest, exchange, etc. is included a sum of Rs. 5,900 for Rebate on Bills 
Discounted. 


Rs. 

Paid up Capital . .. 10,00,000 

Buildings (Cost Rs. 3,00,000) .. 2,05,000 
Balance of Profit & Loss Appro¬ 
priation Account (on 1st Jan. 

1943) . 40,333 

Advertising .. .. 1,650 

Current Accounts .. .. 34,12,829 

Cash with other Banks .. 16,05,125 
Directors* and Auditors’ Fees .. 5,980 

Cash at Head Office and 
Branches .. 4,16,324 

Furniture and Fixtures (Cost 
Rs. 50,000) 37,280 

Fixed Deposits .. 58,98,554 


Interest, exchange, etc. 
Investments (at cost) .. 
Investments Reserve Fund 
Loans to Customers 
Liabilities for expenses 
Cash Credits and Overdrafts 
Postages and Telegrams 
Unexpired Insurance .. 
Printing and Stationery 
Stamps on hand 
Rent, Taxes and Insurance 
Reserve Fund 
Salaries 

Reserve for Bad Debts, etc. 


Rs. 

.. 3,12,223 
.. 2,78JL25 
.. 35,000 

.. 50,00,000 
46,894 
.. 34,00,520 
1,156 
437 
3,390 
189 
8,507 
.. 2,65,000 
.. 52,150 

40,000 
(B. Com.) 
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Solution 


The Commercial Bank, Ltd. 

BALANCE SHEET 
As at 31st December 1943 


Capital and Liabilities 
Authorised Capital:— 

20,000 Shares of Rs. 100 each 


Issued Capital:— 

20,000 Shares of Rs. 100 each 


Subscribed Capital:— 

20,000 Shares of Rs. 100 each 

Paid-up Capital 

20,000 Shares of Rs. 100 each, 
Rs. 50 per share paid up 
Reserve Fund 
Investments Reserve Fund(i>r..„ * 
Reserve for Bad Debtsi 
Fixed Deposits ... • ... 

Current Account Deposits 
Acceptances for Customers 
Oatstanding Liability for expenses .. 
Rebate on Bills Discounted 

Rs. 

Profit & Loss Appropriation 
Account:— 

Balance as per last year 1,80,333 
Less Appropriation of last 
year ... l,40,000i 


Rs. 

20,00,000 


20 , 00,000 


20,00,000 


40,333 

Add Net Profit this year ... 1,76,990! 


2,17,323| 

Less Ad Interim dividend 
@7% per annum for the 
half year ended 30th 
June 1943 ... 35,0001 


10,00,000 

2,65,000 

60,000 

60,000 

58,98.554 

34,12,829 

2,00,000 

46,894 

5,900 


1,82,323 


Rs. 


1,11,31,500 


Property and Assets 

Rs. 

Cash at Head Office and 

Branches 4,163241 

,, with other Bankers 16,05,125] 

Investments at cost J 

Book Debts 

Loans to customers ... 50,00,000| 
Cash credits and over¬ 
drafts ... ... 34,00,5201 


Particulars as required by 

the Act 

1. Debts considered good 
and in respect of 
which the Bank is 
fully secured 

2. Debts considered good 
and secured by the 
personal liability of 
one or more parties in 
addition to the per¬ 
sonal security of the 
Debtors 

3. Debts due by Direc¬ 
tors and other Officers 
of the Bank 

4. Debts Considered 
Doubtful 

5. ,, ,, Bad ... 


Rs. 84,00,520] 


Rs. 


20,21,449 

2,78,125 


84,00,520 


Liability of Customers for 
acceptances as per contra \ 

Buildings at cost ... 3,00,000 

Less Depreciation written 

off to date . 1,03,000] 

o„ 0 7_ 

® •• O 

Furniture and Fixtures at 
cost ... 50,000 

Less Depreciation written • 
off to date ... 16,220] 

(^7 1 * - 

Stamps on hand 

Unexpired Insurance ... 


Rs. 


2,00,000 


1,97,000 


33,780 

189 

437 


1.11.31,500 


3T 
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The Commercial Bank, Ltd. 
PROFIT AND LOSS ACCOUNT 


For the year ended 31st December 1943 


II 

Rs. 

Rs. 

Rs. 

To Salaries ... ...j 

52,150 

By Interest, Exchange, etc. 3,12,223 


„ Rent, Taxes and Insurance -...! 

8,507 

Less Rebate on Bills 


*, Directors' and Auditors' Fees ...| 

5,980 

Discounted ... 5,900 

3,06,323 

„ Printing and Stationery 
„ Advertising ... ...j 

„ Postages and Telegrams ...I 

„ Reserve for Bad Debts ...! 

„ Investments Reserve... ...j 

„ Depreciation:— Rs. ! 

Furniture, etc. ... 3,500 ! 

Buildings ... 8,000 

„ Net Profit carried to Balance Sheet! 

3,390 

1,650 

1,156 

20,000 

25,000 

11,500 

1,76,990 


Rs.i; 

3,06,323 

Rs. 

i 3,06,323 

li 



!_ 


Problem 402 


! The Trial Balance of the New National Bank, Limited as on 31st December 1943 

■stood as follows : — 

Rs. ! 

Paid up Capital L .. 10,00,000 

Local Bills Discounted A .. 9,00,000 

Reserve Fund L _ • • ■ • 3,85,000 

Cash Credits and Overdrafts A- • 14,00,000 

Unclaimed Dividends L .. .. 5,000 j 

Loans A .. .. .. 25,00,000 | 

Current and Savings Deposits L 25,00,000 i 
Furniture A .. -. 20,000 

Out of the Total Debts, Debts for Rs. 2,85,000 were considered doubtful, and the 
balance was considered good. Out of the Debts considered good, debts amounting to 
Rs. 24,00,000 were fully secured, and for debts amounting to Rs. 4,00,000 (including 
Rs. 1,15,000 due by a director) the Bank held personal securities of one or more persons 
over and above the personal securities of the Debtors, and for the balance the Bank 
held no other security than the personal security of the debtors. 

The Directors require the Bank’s Investments to be shown in the Balance Sheet at 
market value on 31st December 1943, which is Rs. 5,25,000. 


Fixed Deposits 
Profit & Loss Account 
Balance L 

Stamps and Stationery ^ 
Cash in hand A 
Cash at Banks (X .. 

Investments at cost .. 


Credit 


Rs. 

20,00,000 

1,10,000 

5,000 

2,50,000 

6,50,000 

4,75,000 


Prepare the Balance Sheet of the Bank 
prescribed under the Indian Companies Act. 


as on 31st December 1943 




Solution 


\ 


in the form 
(G. D. A.) 


The New National Bank, Ltd. 
BALANCE SHEET 


\ 


As at 31 st December 1943 


Capital & Liabilities 

Rs. 

Property & Assets 

Rs. 

Authorised Capital 


Cash Credits and Overdrafts 

14,00,000 

Issued and Subscribed Capital:— 


Loans 

Local Bills Discounted 

23,00.000 

9,00,000 



Carried over 

46,00,000 
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BALANCE SHEET— Contd. 


Paid-up Capital...t...Shares of 

Rs.each 

Reserve Fund ... .. 

/Investment Fluctuation Fund'S^.—, 
Fixed Deposits ... r 

Current and Savings Deposits 
Unclaimed Dividends ... 

Profit and Loss Account—Balance 


Rs. 


10,00,000 
3,85,000 
- 50,000 
20.00,000 
25,00.000 
5,000 
1,10,000 




Rs. 


60.50.000 


Brought over 
Particulars as required by the Act:— 

1. Debts considered good & 

in respect of which the Rs. 
Bank is fully secured ... 24,00,000] 

2. Debts considered good 

& secured by personal 
liability of one or more 
parties in addition to the 
personal security of the 
Debtors ... ... 2,85,000] 

3. Debts considered good 

as unsecured, except by 
the personal security of 
the Debtors ... 15,15,000] 

4. Debts due by Directors 

& other Officers of the 
Bank ... ... 1,15,000] 

5. Debts considered Doubt¬ 
ful ... ... 2,85,000] 


46,00,000 


Furniture 


20,000 

Stamps and Stationery 

M , 

5,000 

Investments at Market value 

5,25,000 

Cash in hand ... 

2,50,000 


„ at Banks on Current 


Account 

6,50,000 

9,00,000 




Rs. 

60,50,000 


Rs. 

46,00,000 


/ Problem 403 

Two pearl merchants, Mr. AB and Mr. XY borrow from the Western Bank, Ltd., 
Bombay, on 30th June 1942 a sum of four lakhs of rupees on their joint and several 
Promissory Note, depositing as collateral security pearls valued at Rs. 4,50,000. How 
will this loan appear in the Bank’s Balance Sheet of 30th June 1942 ? 

They are charged interest at 6 per cent per annum with yearly rests. The pearls 
are valued at Rs. 3,49,440 on 30th June 1944. How will this Loan appear in the Bank’s 
Balance Sheet of 30th June 1944: — 

(a) If Mr. AB becomes insolvent on 30th September 1943, while Mr. XY continues 
solvent; 

(b) If both become insolvent on 30th September 1943 ? (G. D. A.) 

Solution 

As the pearls were deposited as collateral security, the valuation whereof, if made 
by an independent valuer, being Rs. 4,50,000, the Loan will appear in the Bank’s Balance 
Sheet of 30th June 1942 as fully secured, provided the Bank has power to realise the 
pearls on non-payment of the Loan. 

(a) Since the Loan is on joint and several Promissory Note, though AB is 
insolvent, the Bank can look to XY for payment. The Loan in this case will be shown 
in the Balance Sheet of 30th June 1944 as follows : — 

Rs. 

Fully secured .. .. .. .. 3,49,440 \ * 

On Personal Security .. 1,00,000 j 

* It is assumed that Interest for both the years has not been paid, and has been 
added to the Loan. 
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(b) If both AB and XY become insolvent on 30th September 1943, the Bank will in 
such a case sel l off the pearls and after the amount thus realised is credited to the 
Loan'Account, the balance then standing together with, accrued interest wflT be shown 
as doubtful until such time as the estates of AB and XY are finally wound up. Very 
1 ikely,~the "bank in this case will not calculate further interest on ’this loan after the 
date of insolvency. 


Problem 404 

The following particulars are taken out from the different statements of balances 
due to a Bank on the date of the Balance Sheet: — 


i Balance on 

131st December 
! 1943 

Securities 

Market values 
of the securi¬ 
ties 

Remarks 

! Ks. a. p. 
Loan No. i; 40,318 6 8 

Joint promissory note, and stock 
exchange securities r-uJMy p u v 

Rs. a. p. 

30,205 13 6 


„ „ 21,30,609 13 4 

Shares of various companies p 

1,60,000 0 0 | 


„ „ 3 20,600 10 0 

Second mortgage on property p... 

60,000 0 0 

First mortgage 
for Rs. 35,000. 

„ „ 4 50,890 4 6 

Joint and several promissory notes.^o^/^.. 

. i 

One of the signa- 
I tories is a 


Overdraft 

No. 


5| 10,670 2 
9, 567 4 


8 i Credit balance of savings bank 
j | account 

„ 10! 200 0 Of' 

„ 11; 6,780 10 6 i Bank's own Shares 
„ 12! 30,596 8 9 | Sh§re* and Railway Debentures 

i Kj- 






director. 


1,400 7 6 

1 Temporary. 

7,500 0 0 

20,850 0 0 ! Insolvent. 


Prepare a statement classifying these book debts in accordance with the require¬ 
ments of the Indian Companies Act, giving reasons for your classification ; also write 
out the form in which these book debts ought to be shown in the bank’s Balance Sheet. 

(G. D. A.) 


Solution 

CLASSIFICATION OF THE BOOK DEBTS OF THE BANK AS 


REQUIRED BY THE INDIAN COMPANIES ACT 


Book Debts j 

j 

Fully Secured 

1 

Unsecured 
but consi- 

and other !> 

| Doubtful 
j Debts 




dered good 

Officers of 

wmi uiuci 

persons 

No. 

Amount 

i 


the Bank ! 


Loan 

! Rs. a. 

~i 

p -i 

Rs. a. p. 

Rs. a. p. 

;i 

Rs. a. p. 

Rs. a. p. 

1 

40,318 6 

8! 

30,205 13 6 

10,112 9 2 




2 

1,30,609 13 

4j 

1,30,609 13 4 





3 

20,600 10 

0 

20,600 10 0 





4 ... 

50,890 4 

6! 

i 

1 

50,890 4 6 


5 ... 

Over- 

10,670 2 

6 


10,670 2 6 




draft 








9 ... 

! 567 4 

8 

567 4 8 

1 

i 



10 ... 

200 0 

0 


i 200 0 0 



j 

11 ... 

6,780 10 

6 

6,780 10 6 

! 


i 


12 ... 

30,596 8 

9< 

20,850 0 0 

i 



j 9,746 8 9 

Rs. 

2,91,233 12 11 

[ 2,09,614 4 0 

20,982 11 8 


50.890 4 6 

il 9,746 8 9 



i 1 

1 ~ Ti, ~ 

... 

i Jl 


The above particulars as regards Book Debts will appear in the Balance Sheet of 
the Bank as follows: — 
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Rs. a. p. Rs. a. p. 

Loans and overdrafts .. .. .. 2,91,233 12 11- 

Particulars as required by the Indian Companies Act: — 

(1) Debts considered good and in respect of which the 

Bank is. fully secured .. .. .. .. 2,09,614 4 0 

(2) Debts considered good and in respect of which the 

Bank holds no security other than the debtor’s 

personal security .. .. .. .. 20,982 11 8 

(3) Debts due by Directors jointly with other persons .. 50,890 4 6 

(4) Debts due by Directors and other officers of the Bank * * y 

(5) Debts considered Doubtful .. .. .. 9,746 8 9 

Rs. 2,91,233 12 11 


Problem 405 


(a) What do you understand by : — 

(1) Rebate on Bills Discounted ; 

(2) Money at Call and Short Notice ; 

(3) Liability of Customers for acceptances and endorsements ? 

(b) While closing the books of a Bank on 31st December 1942, you find in the 
Loans Ledger an unsecured balance of rupees two lacs in the account of a merchant 
whose financial condition is reported to you as bad and doubtful. Interest on the 
same account amounted to Rs. 20,000 during the year. How would you deal with this 
item of interest in 1942 accounts ? 

During the year 1943, the Bank accepts twelve annas in the rupee on account of 
the total debt to 31st December 1942. 

Prepare the necessary accounts showing the ultimate effect of the transaction in 
the 1943 books of accounts. (G. D. A.) 

Solution 

(a) (1) Rebate on Bills Discounted. At the time of discounting a Bill of Exchange 
a Bank always credits the full amount of discount to Discount Account. At the end 
of the financial period some of the bills discounted may not have matured, and as such, 
the total discount already taken credit for in respect ofl such bills cannot be said to have 
been earned during that period. The unexpired portion of such discount is called Rebate 
on Bills Discounted and must be carried forward in next year’s books by debiting 
Discount Account and crediting Rebate on Bills Discounted Account. The latter account 
appears on the Liabilities side of the Balance Sheet. 

(2) Money at Call and Short Notice. This represents temporary loans to Bill 
Brokers, Stock Brokers, etc. and also temporary advances on consignments, Shipping 
Documents, etc. This item appears on the Assets side of a Bank Balance Sheet under 
the heading of Cash and Bank Balances. 

(3) Liability of Customers for acceptances and endorsements. This item represents 
liability of various customers of a Bank on whose behalf the Bank has accepted and 
endorsed bills, which are generally foreign, to facilitate negotiation. The Bank is liable 
to the parties abroad but will have a corresponding claim on the customers for the same 
and the risk is generally covered by the customers pledging securities to the full extent. 
No record is made of the same in the books of accounts, but full details thereof would 
be entered in a memoranda book called Bills Accepted Register. At balancing time, 
however, the bank’s liability in respect of such bills not due, is brought into account 
by showing the total of such unmatured bills on the liabilities side of the Balance Sheet 
under the heading of “Acceptances and Endorsements for Customers” against which 
appears on the Assets side a corresponding amount under the heading of “Liability of 
Customers for Acceptances and Endorsements as per contra 
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(b) Loans Ledger 

MERCHANT’S ACCOUNT 


1942 
Dec. 31 

•a 

To Balance b/fd. 
t „ Interest Suspense A/c. 

Rs. 

2,00,000 

20,000 

1942 
Dec. 31 

By Balance c/d ; 

1943 
Jan. 1 

Rs. 

2,20,000 


Rs. 

To Balance b/d. 

2,20,000 

1943 
Dec. 31 

»» 

By Cash 

„ Interest Suspense A/c, 
„ Bad Debts Account 


Rs. 

2,20,000 


Rs. 

__ 


_ 

_ _ _ 

i. _ __ _ 


Rs. 

2 , 20,000 


2,20,000 

1,65,000 

5,000 

50,000 

2,20.000 


INTEREST SUSPENSE ACCOUNT 


----- - — 

fir. -- ---— 



--- - 


1942 
Dec. 31 

To Balance c/d. 

Rs. 

*20,000 

1942 
Dec. 31 

By Merchant's Account 

Rs. 

20.000 

1943 
Dec. 31 

■ 

j To Merchant's Account 
i „ Interest Account 

■I 

5,000 

15,000 

1943 
Jan. 1 | 

1 

By Balance b/d. 

| 20,000 


Rs. 

20.000 


Rs. 

20,000 

1— -- 


Problem 406 

* Prepare a statement showing the Book Debts of a Bank (half a dozen items) 
in the form in which they ought to be shown in the Balance Sheet, in accordance with 
the requirements of the Indian Companies Act. Also state from what books the neces¬ 
sary materials would be obtained for the same. (B. Com.) 

Solution STATEMENT SHOWING THE BOOK DEBTS OF A BANK 
Particulars required by Act VII of 1913 

Property and Assets Rs. 

Loans, Cash Credits and Overdrafts, 
etc. ... ... ..., 42,00,000 

Particulars required by Act VII of 
1913 :— 

(1) Debts considered good i 

in respect of which Rs. 

the bank is fully 

secured ... 15,00,000 

(2) Debts considered good 
and secured by the 
personal liability of 
one or more parties in 
addition to the perso¬ 
nal security of the 

debtor ... 25,00,000 

(3) Debts due by Direc¬ 
tors and other officers 

of the bank ... 1,00,000 

(4) Debts due by the 

Directors of the bank, 
jointly with other 
persons or on secu¬ 
rity ... 1*00,000 

(5) Debts considered 

doubtful ... Nil 

(7) Debts considered bad Nil 

Rs. 42,00,000 
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The particulars as regards the above Book Debts would be obtained from the 
following books kept by the Bank: — 

Current Account Ledgers, Loans Ledgers, Bills Register and Security Register. 
Besides getting the necessary materials from the above books, it would be necessary 
to go over these debts with some responsible official in order to settle the amount of 
Doubtful and Bad Bebts. 

Problem 407 

From the following figures taken from the books of the Camberwell Banking 
Co., Ltd., you are requested to draft as at 31st December 1943 (a) a Trial Balance, 


(b) a Balance Sheet, and (c) a Profit & Loss Account. 

£ 

Current and Deposit Accounts ' .. .. .. .. .. 7,731,450 

Acceptances on behalf of Customers .. .. .. .. 1,200,000 

Capital subscribed 50,000 shares of £40 each, £25 per share paid 1,250,000 
Reserve Fund (invested in Consols) .. .. .. .. 600,000 

Profit & Loss Account Balance to Credit, 1st January 1943 .. 15,300 

Interest accrued and paid .. .. .. .. .. .. 25,500 

Current Expenses, Salaries, Rent, etc. .. .. . .. 71,250 

Amount added to Staff Retirement Fund .. .. .. .. 3,000 

Premises Account—amount written off .. .. .. .. 22,500 

Gross Profit for the year, after providing for Bad and Doubtful Debts 244,500 
Cash in hand and at Bank of England .. .. .. .. 1,584,750 

Money at Call and Short Notice .. .. .. .. .. 274,250 

Consols (Reserve Fund) .. .. .. .. .. .. 600,000 

Consols and Securities guaranteed by British Government .. .. 825,000 

Colonial and Railway Stocks .. .. .. .. 637,500 

English Corporation Stocks .. .. .. .. .. 235,500 

Bills discounted .. .. .. .. .. .. 379,500 

Loans and Advances .. .. .. .. .. .. 4,665,000 

Bank Premises, Furniture, etc. .. .. .. .. .. 337,500 

Freehold and Leasehold Properties .. .. .. .. 180,000 


(National Union of Teachers.) 


Solution 


The Camberwell Banking Company, Limited 
TRIAL BALANCE 
As at 31st December 1943 


Current and Deposit Accounts... 

Acceptances on behalf of Customers A/ 

Customers'Liability re : same &> ... 

Capital Subscribed Ca/ ... 

Reserve Fund Cv 

Profit and Loss Account—Balance 1st January 1943 Cv 
Interest accrued and paid by 
Current Expenses, Salaries, etc.-Oy... 

Amount added to Staff Retirement Fund D v ... 

Premises Account—amount written off Dy 
Gross Profit after providing for Bad and Doubtful Debts 
Cash in hand and at Bank of England 
Money at Call and Short Notice D«v> ~^ 
a/ Consols (Reserve Fund) ..O-v 
' Consols and Securities guaranteed by British Governments 
' Colonial and Railway Stocks b_y 
■ English Corporation Stocks ^ 

✓Bills Discounted 

v^Loans and Advances -ikv. «••• 

Bank Premises, Furniture, etc. *s.. 

Freehold and Leasehold Properties .*y 




A 1,200,000; 


*>'■' 25,500 
D C1,250 
J> v 3,000 
*’ 22,500 

A 1,584,750 
A 274,250 
A 600,000 
4 825,000 
A 637^500 

235.500 
* 379,500 

A . 4,665,000 

337.500 

A 180,000 


11,041,250 


£ 

7.731,450' 

1 , 200,000 

i 

L 1,250,000 
L 600,000 


244,500 w 


11,041,250 
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BALANCE SHEET 
As at 31st December 1943 


Liabilities 

£ 

£ 

Assets 

£ 

£ 

Authorised Capital:— 



Cash in hand and at Bank 



50,000 Shares of £40 


i 

of England 

1,584,750 


each 

2,000,000 

1 

Cash at Call & Short Notice 

274,250 




| 



1,859,000 

Issued and Subscribed 


I 

Investments:— 



Capital 



Reserve Fund Invest- 



50,000 Shares of £40 each 


• ! 

ments in Consols 

600,000 


£25 per share paid ... 


1,250,000 

Consols and Securities 



Reserve Fund 


ii 600,000 

guaranteed by British j 

- 


Current and Deposit 



Government 

825,000 


Accounts 


; 7,731,450 

Colonial and Railway 



Acceptances on behalf of 



Stock 

637,500 


Customers 


! 1,200,000 

English Corporation 


i 

Profit & Loss A/c.:— 


l ; 

Stock 

235,500 


Balance as per last Bal¬ 

i 

1; 


L *• 

2,298,000 

ance Sheet ... 

1 15,300 


Loans and Advances 

f 

4.665,000 

Add profit this year 

122,250 

'1 

■ 

Bills Discounted 


379,500 

! 

i 

l 

137,550 

Customers for Acceptances 



1 


i 

as per contra 


1,200,000 




Bank Premises, Furniture, 




j 


etc. 


337,500 

. 



Freehold and Leasehold 




1 ! 
i 


Properties 


180,000 


i 

| £ 

1 

; 10,919.000 


£ 

10,919.000 


Note.— The Staff Retirement Fund appears to have been merged into the Reserve 

Fund. 


PROFIT AND LOSS ACCOUNT 


To Interest accrued and paid 

„ Current Expenses, Salaries, Rent, 
etc. 

„ Amount added to Staff Retirement 
Fund 

„ Premises Account—Amount 
written off 

„ Net Profit for the year transferred 
to Balance Sheet 


1 

I £ 
j 25,500 

; 

By Interest, Commission, Discount, 
etc., after providing for Bad 

£ 

71,250 

3,000 

22,500 

and Doubtful Debts 

244,500 

122,250 



J 244,500 

£ 

244,500 


. _. . ... ... _ .. . 

__ _ _ _ _ 


Problem 408 


The following is the Trial Balance of the Institute Bank, Ltd. at 31st December 

1943._ £ £ 

Subscribed Capital 50,000 Shares, £20 each, on which 

£10 per share is paid up L .. .. .. 500,000 

Reserve Fund (invested in Consols) I_ .. .. 360,000 

Loans and Advances ^ • • • • • • • .. 1,500,000 

Bank Premises .. .. .. .. .. 100,000 

£450,000 Consols at 80% (Reserve Fund Investments) /i.- VjS60,000 

British Government Securities .. .. ^ Xw 540,000 

Current and Deposit Accounts .. .. 3,400,000 

General Expenses, Directors’ Fees, Salaries and Rent 0* 35,000 

Pension Fund Account .. .. .. 50,000 

Depreciation of Premises .. .. 4v 10,000 

Profit undivided at January 1st 1943 .. .. L Jf. 16,000 


l ‘MrV • 
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TRIAL BALANCE—Contd. 

^/Interest Account (balance at credit for unexpired 
period of bills discounted) 

Interest, Discount, etc., Account ... 

Money at Call and Short Notice i\ .. 

Income-tax paid Or 
Bills discounted 

Interim Dividend paid, 31st July 1943 
Colonial Securities d ■ 

Cash in hand and at Bank of England .. 


£ 

IPS- 


160,000 

2,500 

420,000 

30,000 

500,500 

803,000 


£ 

l t~ 15,000 - RtW 

120,000 ; 


£ 4,461,000 4,461,000 


Prepare a Balance Sheet and a Profit & Loss Account. 

(Institute of Bankers.) 

Solution 

The Institute Bank, Ltd. 

PROFIT AND LOSS ACCOUNT 
For the year ended 31st December 1943 


! 

£ 


£ 

To General Expenses, Directors’ Fees, 


By Interest, Discount, etc. Account... 

120,000 

Salaries and Rent 

35,000 


; 

„ Depreciation of Premises 

10,000 


! 

,, Income-tax paid 

2,500 



„ Net Profit carried to P. & L. j 



!■ 

Appropriation Account ...j 

72,500 


i 

£ ! 

120,000 

£ 

| 120,000 

ii_ I 

. - 

I*"” 


PROFIT AND LOSS APPROPRIATION ACCOUNT 



£ 

i. 

£ 

To Interim dividend, paid on 31st 


By Balance—1st January 1943 

16,000 

July 1943 

!i 30.000 

„ Net Profit this year ... ...'• 

72,500 

„ Balance carried to Balance Sheet .. 

58,500 

I 


£ 

88,500 

i 

88,500 

i 


BALANCE SHEET 
As at 31st December 1943 


Liabilities 

£ 

£ 

Assets 

£ 

£ 

Authorised Capital 



Cash in hand and at Bank 



I 



of England ... 

803,000 


Shares of £ each ... 

... 


Money at Call and Short 






Notice ... * ... 

160.000 

963,000 






Subscribed Capital:— 



Investments:— 



50,000 Shares of £20 each, 



British Govt. Securities 

540,000 


£10 per share paid up ... 


500,000 

Colonial Securities 

500,500 


Reserve Fund 


360,000 




Pension Fund 


50,000 

£450,000 Consols at 80 



Current & Deposit Accounts 


3,400,000 

per cent (Reserve Fund 



Rebate on Bills Discounted 


15,000 

Investments) 

360,000 


Profit and Loss Appropria¬ 





1,400,500 

tion Account—Balance 

t 

58,500 

Loans and Advances 


1,500.000 




Bills Discounted 


420,000 




Bank Premises 


100,000 


£ 

4,383,500 


£ 

4,383.500 
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Problem 409 

Prepare from the following particulars, the Balance Sheet of the London and 
South Coast Banking Company, Ltd. as at 30th June 1943. 

£ £ 

Authorised Capital L • • • • 10,000,000 Endorsements on Bills Nego- 

Subscribed Capital 400,000 * tlafed * . .. .. 100,000 

Shares of £20 each, £5 paid 2,000,000 Reserve L. .. .. .. 3,000,000 

Investments .. .. .. 7,000,000 Current & Deposit Accounts L . 56,000,000 

Bills discounted k .. .. 15,000,000 ! Investment Depreciation 

Bank Premises & .. .. 1,000,000 / Account .. .. .. 100,000 

A cceptance s for Customers L- • 5,000,000 y'TJills Negotiated ft .. .. 100,000 

RebateTon Bills not due • • 50,000 1 '^C5sTT v in hand and at Bank of 

Circular Notes and Letters of England ft .. .. .. 10,000,000 

Credit .. .. .. 2,000,000 Cash at Call and Short Notice A 9,000,000 

Advances to Customers ^ .. 22,000,000 Profit & Loss Account—Credit 

Liability of Customers for Balance .. .. (L.. 850,000 

Acceptances n .. 5,000,000 

H (C. A. A.) 

Solution 

The London & South Coast Banking Co., Ltd. 

BALANCE SHEET 
As at 30 th June 1943 


Liabilities 

Authorised Capital. 

shares of £... ..each . 

Subscribed and paid up 
Capital:— 

400,000 Shares of £20 
each, £5 per share 
paid up 

Reserve 

Investment Deprecia¬ 
tion Account 

Current and Deposit 
Account 

Circular Notes & Letters 
of Credit 

Endorsements on Bills 
Negotiated 

Acceptances on behalf 
of Customers 

Rebate on Bills dis¬ 
counted 

Profit & Loss Account 


£ £ 

1 

Assets 

£ 

£ 

| 

Cash in hand and at 



10,000.000 

Bank of England 

o 

s 

o 



Cash at Call and Short 


1 


Notice 

9,000,000 


1 



i 19,000,000 


Investments 


; 7,000,000 

2,000,000 

Advances to Customers 

22,000,000 


1 3,000,000 

Bills Discounted 

15,000,000 

s 


Customers’ Liability 



100,000 

for Acceptances as 


1 

I ( 

per contra 

5,000,000 

1 

; 56,000.000 

!| 


i 42,000,000 

J 

Customers’ Liability 


1 

1 ' 2,000,000 

for Endorsements as 


1 

i 

per contra 


1 100,000 

j 100,000 

Bank Premises 


: 1 , 000,000 

j 5,000,000 



; 

! 50,000 



1 

! 850,000 


1 


| £ ; 69,100,000 

i 

£ 

J 69,100,000 


SALE OR RETURN, HIRE-PURCHASE AND 
ROYALTY ACCOUNTS 


Problem 410 


The S. G. Collieries Co., Ltd. took from the Duke of D. a lease of a coalfield 
for a period of 25 years from 1st January 1938 on a royalty of 6d. per ton of coal 
got, with a 44 Dead Kent ” of £250 and power to recoup “ Short Workings ” during the 
first five years of the lease. 

The annual outputs were as follows:— 

1938, 6,<#0 tons; 1939, 9,000 tons; 1940, 11,000 tons; 1941, 12,000 tons; 1942, 
15,000 tons. r — — 

Write up the 44 Royalties ”, 44 Short Workings” and 44 Landlord’s ” Accounts for the 
five years, in the Colliery Company’s Ledger. (Chartered Accountants.) 
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Solution 


ROYALTIES ACCOUNT 




£ 



£ 

1938 



1938 



Dec. 31 

To Landlord 

150 

Dec. 31 

By Profit & Loss Account... 

150 

1939 



1939 


1 1 

1 

Dec. 31 

M tt *•* 

! 225 

Dec. 31 

•» »» #» tt ••• 

225 

1940 


| 

1940 



Dec. 31 

»» ft ••• ••• 

j 275 

Dec. 31 

tt tt tt it •• 

275 

1941 | 



1941 



Dec. 31 

ft p, ... ••• 

300 

Dec. 31 

tt tt tt tt ••• 

:_300 

1942 



1942 



Dec. 31 

% ft ft ••• 

375 

Dec. 31 

it a tt it ••• 

in i 

C'-* 

CO 


, 



. . . 



LANDLORD’S ACCOUNT 



! 

£ 


'j 

£ 

1938 



1938 

I 


Dec. 31 

To Bank ... ...j 

250 

Dec. 31 

By Sundries ... ...| 

250 

1939 

i 


1939 

j 


Dec. 31 

To Bank 

_. 250 

Dec. 31 

By Sundries ... ...! 

250 

1940 



1940 



Dec. 31 

To Short Workings A/c. ... 

25 

Dec. 31 

By Royalties Account 

275 


t> Bank 

250 





£ 

.275 

1941 

£ 

275 

1941 

* 




Dec. 31 

To Short Workings A/c. .. 

50 

Dec. 31 

By Royalties Account 

300 


00 Bank 

250 




1942 

£ 

o 

o 

CO 

_ 

1942 

i 

£ 

300 





Dec. 31 

To Short Workings A/c. .. 

50 

Dec. 31 

By Royalties Account 

375 


, t Bank 

325 





£ 

| 375 


£ 

375 



\ 





SHORT WORKINGS ACCOUNT 


1938 

: . . - - - 1 

i £ 

1938 

V £ 

Dec. 31 

To Landlord ... 

100 

fitc. 31 

By Balance c/d. ... 100 

1939 



1939 

‘i 

Jan. 1 

To Balance b/d. 

10QJ 

Dec. 31 

By Balance c/d. ... 125" 

Dec. 31 

00 Landlord ... 

25 




£ 

125 

, 1940 

£ 125 

sjsssaass^s 

1940 




Jan. 1 

To Balance b/d. 

125 

Dec. 31 

By Landlord ... ... i 25- 





, f Balance c/d. ...|j 100 


£ 

125 


£ !{ 125 

- 
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SHORT WORKINGS ACCOUNT—Contd. 




| ' £ 



£ 

1941 



1941 



Jan. 1 

To Balance b/d. 

i 100 

Dec. 31 1 

By Landlord ... 

50 




i 

„ Balance c/d. 

50 


£ 

100 








£ 

100 

1942 



1942 



Jan. 1 

To Balance b/d. 

; i 

| 50 

1 ' 

„Dec. 31 

By Landlord 

50 


' Problem 411 



The H. Colliery Co., Ltd., leased a property from A at a Royalty of Is. M^er 
ten with a minimum rent of £2,000 per annum. Each year’s excess of minimum rent 
over Royalties is recoy ^aKli* nnf nf the Royalties of the next five years^ ~ 

In the event of a strike and the minimum rental not being reached, the I^ease 
provided that the actual Royalties earned for the year discharged all Rental obligations 
for that year. 

The results of the working were as follows : — 

First year of the Co. ended 31st December 1937. Actual Royalties nil. ^ 


Actual Royalties. 
£ 

Year ended 31-12-1938 ,. 650 

„ 1939 .. 1*0 ^ 

„ 1940 .. 2,250 

„ 1941 .. 2,800 / 


Actual Royalties. 
£ 

Year ended 31-12-1942 .. 3,500 / 

„ (Strike) 1943 .. 1,900 ^ 

„ 1944 .. 3,000 


Write up the Minimum Rent Account and the Royalties Account showing the 
amount charged to ProfTTS: Loss Account each year. (Chartered Accountants.) 


[For Minimum Rent Account see next page J 

Solution t 


The R. Colliery Company, Ltd. 
ROYALTIES ACCOUNT 


1938 
Dec. 31 

To Minimum Rent Account 

£ 

650 

1938 
Dec. 31 

By 

Profit & Loss.Account... 

£ 

650 

1939 
Dec. 31 

To Minimum Rent Account 

"'ljso 

/1939 
Dec. 31 

By 

»» 

ft 


1350 

1940 
Dec. 31 

To Landlord’s Account 

2,250 

1940 
Dec. 31 

By 

M 

tt 

It ••• 

2250 

1941 
Dec. 31 

To Landlord’s Account 

1 

2,800,. 

, 1941 
'Dec. 31 

By 

•t 



2,800 

1942 
Dec. 31 

To Landlord’s Account 

3,50> 

1942 
'Dec. 31 

By 

M 

tt 

It ••• 

3,500 

1943 
Dec. 31 

To Landlord’s Account 

1.900 

1943 
Dec. 31 

By 

ft 

It 

tt 

1,900 

1944 
Dec. 31 

To Landlord’s Account 

3,000 

1944 
Dec. 31 

By 

tt 

tt 

»» ••• 

3,000 
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MINIMUM RENT ACCOUNT 


1937 
Dec. 31 

To Landlord’s Account 


£ 

2,000 

1937 
' Dec. 31 

By Short workings Account j 

£ 

2,000 

1938 
Dec. 31 

To Landlord's Account 

... 

2,000 

1938 
Dec. 31 

H 

By Royalties Account ...j 

,, Short workings Account ! 

650' 

1,350 

1939 
Dec. 31 


£ 

2,000 

1939 
Dec. 31 

*» 

£ 

2,000 

To Landlord's Account 

... 

2.000 

By Royalties Account ... ij 

„ Short workings Account ; 

j 

1,850 

150 



£ 

; 2,000 


£ : 

i 

2,000 


_ ... _ _ __ 

_ _ ___ 

1 _ _ _____ 

_ _ 

i 



The Account given below, though not required, is given to show the amount 
written off to P. & L. Account in 1943. 


SHORTWORKINGS ACCOUNT 



l 

£ 



£ 

1937 



1937 



Dec. 31 

To Minimum Rent Account 

2,000. 

Dec. 31 

By Balance c/d. 

2,000 r 

1938 



1938 



Jan. 1 

To Balance b/d. , ... 

2,000 

Dec. 31 

By Balance c/d. 

3,350 

Dec. 31 

„ Minimum Rent Account 

1,350 





£ 

3,350 


£ 

3,350 

1939 



1939 



Jan. 1 

To Balance b/d. 

3,350 

Dec. 31 

By Balance c/d. 

3,500 

Dec. 31 

„ Minimum Rent Account 

150, 





£ 

3,500 


£ 

3.500 

1940 



, 1940 



Jan. 1 

To Balance b/d. 

3,500' 

Dec. 31 

By Landlord’s Account 

250 ✓ 





„ Balance c/d. 

3.250 " 


£ 

3,500 


£ 

3,500 

1941 



j 1941 


j 

Jan. 1 

To Balanceb/d. 

3,250' 

uec. 31 

1 By Landlord's Account 

! 800 ’ 





! „ Balance c/d. 

; 2,450 v- 

■ 

£ 

3,250 


i 

£ 

3,250 

1942 



.1942 



Jan. 1 

To Balance b/d. 

2,450' 

''Dec. 31 

By Landlord's Account 

1,500 - 





„ Balance c/d. 

950 - 


£ 

2,450 


£ 

2,450 

1943 



1943 



Jan. 1 

To Balance b/d. 

950 

Dec. 31 

By Profit & Loss Account'... 

800 



* 


„ Balance c/d. 

150_: 


£ 

950 


£ 

950 

1944 



1944 



Jan. 1 

To Balance b/d. 

150 

Dec. 31 

By Landlord's Account 

. 150 








590 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Problem 412 * 

On 1st January 1939, the New Colliery Co., bought wagons on the Hire- 
P urchase System. — T he cash price of the wagons was £745 and the payment was to be 
made as follows : — 

£200 was to be paid on signing of the agreement and the balance in three instal¬ 
ments of £200 each at the end of each year. 5% Interest is charged by the Wagon Co., 
per annum. The Company has decided to write off 10% annually on the diminishing 
balance of the cash value. Make the entries and open the necessary accounts in the 
books of the Colliery Co. and also of the Wagon Co. 


Solution 

The New Colliery Co.’s Books 


JOURNAL ENTRIES 




L.F. 

! 

* 

i 

£ s. d. 

1939 





Jan. 1 

Wagon Account ... ... ... Dr. 


200 0 0 



To Bank 



200 0 0 


(Being amount paid on signing of the agreement.) 




Dec. 31 

Wagon Account ... ... ... Dr. 


172 15 0 

1 


Interest Account ... ... ... „ 


27 5 0 



To Wagon Co/s Account 



200 0 0 

. 

(For the first instalment due.) 




*» 

Wagon Company ... ... ... Dr. 


200 0 0 

i 


To Bank 



200 0 0 


(For the payment of the first instalment.) 




*» 

| Depreciation Account ... ... ... Dr. 


74 10 0 



i To Wagon Account 

1 

* 

74 10 0 

miA 

(Being 10 per cent Depreciation on £745.) 





i 




Dec. 31 

Wagon Account ... ... ' ... Dr. 


181 7 9 ! 



Interest Account ... ... ... „ 


, 18 12 3 | 



To Wagon Co/s Account 


1 

200 0 0 


(For the second instalment due.) 


i 


99 

Wagon Co/s Account ... ... ... Dr. 


200 0 0 | 



To Bank 


| 

200 0 0 


(For the payment of second instalment) 




99 

Depreciation Account ... ... ... Dr. 


67 1 0 



To Wagon Account 



67 1 0 

1Q11 

(Being 10 per cent Depreciation on £670-10-0.) 




Dec. 31 

Wagon Account ... ... ... Dr. 


190 17 3 



Interest Account ... ... ... „ 


9 2 9 



To Wagon Co/s Account 



200 0 0 


(For the third instalment due.) 




99 

Wagon Co.'s Account ... ... ... Dr. 


200 0 0 



To Bank 



200 0 0 


(For the third instalment paid.) 




99 

Depreciation Account ... ... ... Dr. 


60 6 11 



To Wagon Account 



60 6 11 


(Being 10 per cent Depreciation on £603-9-0.) 
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WAGON ACCOUNT 


1939 

" ' ‘ | 

£ s. d. 

/I939 


£ s. d. 

Jan. 1 

To Bank 

200 0 0‘ 

Dec. 31 

By Depreciation—10 per 


Dec. 31 

„ Wagon Co. 

172 15 0 


cent on £745 

74 10 0 



- 


t f Balance c/d. 

298 5 0 



* - 1 





£ 

372 15 _ 0 


£ 

372 15 0 

1940 



1940 

1 

... 

Jan. 1 

To Balance b/d. 

298 5 0 

Dec. 31 

By Depreciation—10 per i 


Dec. 31 

„ Wagon Co. 

181 7 9. 


cent on £670-10 ... 

67 1 0 



j 

»* 

,, Balance c/d. 

412 11 9 


£ 

479 12 9 


£ ; 

! 479 12 9 

1941 



1941 

i 


Jan. 1 

To Balance b/d. 

.412 11 9" 

Dec. 31 

i By Depreciation—10 per 


Dec. 31 

„ Wagon Co. 

,190 17 3 


1 cent on £603-9 ... 

60 6 11 



II 

1! 

»» 

, „ Balance c/d. 

543 2 1 


! £ 

603 9 0 


£ 

! 603 9 0 

i- 

1942 

I 

| 


1 

i 

Jan. 1 

i To Balance b/d. 

1 

,543 2 1 


j 

\ 


WAGON CO.’S ACCOUNT 


1939 
Dec. 31 

To Bank 

£ $. d. 

200 0 0 

1939 
Dec. 31 

By Sundries . Jj 

£ s. d. 

200 0 0 

1940 
Dec. 31 

To Bank 

200 0 0 

1940 i 
Dec. 31 ] 

lj 

By Sundries ... I, 

200 0 o 

1941 
Dec. 31 

To Bank 

200 0 0 

1941 
Dec. 31 j 

1 

By Sundries ...| 

i, 

200 0 0 







INTEREST ACCOUNT 


1939 
Dec. 31 

To Wagon Co.—5 per cent 
for 1 year on £545 

£ 5 . d. 

27 5 0 

1939 
Dec. 31 

By Profit & Loss Account 

£ 5 . d . 

27 5 0 

1940 
Dec. 31 

To Wagon Co.—5 per cent 
for 1 year on £372-5-0 

18 12 3 

1940 
Dec. 31 

By Profit & Loss Account i 

18 12 3 

1941 
Dec. 31 

To Wagon Co.—5 per cent 
for 1 year on £190-17-3 

9 2 9 

1941 
Dec. 31 

By Profit & Loss Account 

9 2 9 








DEPRECIATION ACCOUNT 


"1939” 
Dec. 31 

To Wagon Account 

£ $. d. 
74 10 0 

1939 
Dec. 31 

By Profit & Loss Account 

£ s. d. 
74 10 0 

1940 
Dec. 31 

To Wagon Account 

67 1 0 

1940 
Dec. 31 

By Profit & Loss Account 

67 1 0 

1941 
Dec. 31 

To Wagon Account 

60 6 11 

1941 
Dec. 31 

By Profit & Loss Account 

60 6 11 
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Wagon Company’s Books 
JOURNAL ENTRIES 





L.F. 

£ 

s. 

d. 

£ 

s. 

d. 

1939 










Jan. 1 

The New Colliery Company 

To Sales Account 

(For the sale of wagons at cash price.) 

... Dr. 


745 

i 

0 

0 

745 

0 

0 



Bank 

... Dr. 


200 

0 

0 





To the New Colliery Company 



I 



200 

0 

0 


(For amount received on signing of agreement.) I 








Dec. 31 

The New Colliery Company 

To Interest Account 
(For one year’s interest on £545 ) 

... Dr. 


27 

5 

e 

27 

5 

0 


Bank 

... Dr. 


: 200 

0 

0 

i 



1940 

To the New Colliery Company 
(For the first instalment received.) 



i 


1 

i 200 

0 

0 

The New Colliery Company 

To Interest Account 
(For one year's interest on £372-5-0.) 

... Dr. 

i 

18 

12 

3 1 

1 

! 

! 18 

12 

3 

Dec. 31 



Bank 

... Dr. 


! 200 

0 

o j 

! 



1941 

To the New Colliery Company 
(For the second instalment received.) 



1 



200 

0 

0 

The New Colliery Company 

To Interest Account 
(For one year's interest on £190-17-3.) 

... Dr. 

i 

i 

9 

1 

i 

2 

9 

9 

2 

9 

Dec. 31 

If 

Bank 

... Dr. 

i 

200 

0 

0 





To the New Colliery Company 
(For the third instalment received.) 

i 

| 

1 

i 



; 200 

0 

0 


THE NEW COLLIERY COMPANY’S ACCOUNT 




£ s. d. 



£ s. d. 

1939 



1939 



Jan. 1 

To Sales Account 

745 0 0 

Jan. 1 

By Bank 

200 0 0 

Dec. 31 

„ Interest ... 

27 5 0 

Dec. 31 

„ Do 

200 0 0 




tt 

tt Balance c/d. 

37* 5 0 


£ 

772 5 0 


£ 

772 5 0 

1940 



1940 


* 

Jan. 1 

To Balance b/d. 

372 5 0 

Dec. 31 

By Bank 

200 0 0 

Dec. 31 

„ Interest ... 

18 12 3 

tt 

„ Balance c/d. 

190 17 3 


£ 

390 17 3 


£ 

390 17 3 

1941 



1941 


\ 

Jan. 1 

To Balance b/d. 

190 17 3 

Dec. 31 

By Bank 

200 0 0 

Dec. 31 

ft Interest ... 

9 2 9 





£ 

200 0 0 


£ 

200 0 0 
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INTEREST ACCOUNT 




£ s. d. 



£ s. d. 

1939 
Dec. 31 

To Profit & Loss Account 

27 5’ 0 

\939 
Dec. 31 

By The New Colliery Co. 

27 5 0 

1940 
Dec. 31 

To Profit & Loss Account 

18 12 3 

1940 
Dec. 31 

By Do. do. ! 

1 18 12 3 

1941 
Dec. 31 

To Profit & Loss Account 

9 2 9 

1941 
Dec. 31 

By Do. do. | 

9 2 9 


_ / 






Problem 413 


On 1st January 1939, the New Colliery Co. bought Wagons on the Instalment 
System. T he cash price of the wagons was £745 and the payment was to be macle 
as follows: — 

£200 was to be paid on signing of the agreement and the balance in three instal¬ 
ments of £200 each at the end of each year. 5% Interest is charged by the Wagon Co., 
per annum. The Company has decided to write off 10% annually on the diminishing 
balance of the cash value. Make the entries and open the necessary accounts in the 
books of the Colliery Co. and also of the Wagon Co. 

Solution ' 


The New Colliery Company’s Books 
JOURNAL ENTRIES 


1 


L.F. 

£ 

5 . 

d. £ 

s. 

d. 

1939 ; 
Jan. 1 

Wagon Account ... ... ' ... 

Dr. 

745 

0 

0 1 




Interest Suspense Account 

»» , 

55 

0^. 

0 !! 




To Wagon Company ✓ 

(For purchase of wagons on Instalment System.) 




j; 800 

0 

0 

M 

Wagon Company / ... 

Dr. ' 

200 

0 

0 || 



! 

To Bank 

(For amount paid on signing the agreement.) 

! 



i 200 

0 

0 

Dec. 31 

Interest Account 

Dr. I 

27 

5 

0 i 




To Interest Suspense Account 

1 



i 27 

5 

0 


(For Interest at 5% on £945 for 1 year transferred ) | 



i; 



j 

Wagon Company 

Dr. 

200 

0 

0 J 




To Bank 

(For the payment of first Instalment.) 




J| 200 

0 

0 

»» 

Depreciation Account 

Dr. 

74 10 

o i! 




To Wagon Account 




; 74 10 

0 

1940 

(Being 10% Depreciation on £745.) 


1 

1 












Dec. 31 

Interest Account 

Dr. 

18 12 

3 i; 




To Interest Suspense Account 



% 

18 12 

3 

i 

(For Interest at 5% on £372>5 for one year transferred ), 



, i i 



” ! 

Wagon Company 

Dr. 1 

200 

0 

o ; 




To Bank 

i 



j! 200 

0 

0 


(For payment of the second Instalment.) 

1 



I 1 



M 

Depreciation Account 

Dr. 

67 

1 

o ! ! 




To Wagon Account 




'! 67 

1 

0 


(Being 10% Depreciation on £670-10*0.) 

; 



II 

1 




28 
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JOURNAL ENTRIES— Contd. 


1941 
Dec. 31 

Interest Account 

To Interest Suspense Account 
(For Interest at 5% on £ 190-17-3 for one year 
transferred.) 

L.F. ii 
Dr. | ; 

» 1 

! Wagon Company 

Dr. 


To Bank 

(For payment of the third Instalment.) 


£ s. d. £ s. d. 

9 2 9 | 

9 2 9 


200 0 0 


200 0 0 


j Depreciation Account... ... ... Dr. 

To Wagon Account 

j (Being 10% Depreciation on £603-9-0.) 


60 6 11 j 

! 60 6 11 


i 


WAGON ACCOUNT 


1939 

Jan. 1 To Wagon Co. 


1940 

Jan. 1 To Balance b/d. 


1941 

Jan. 1 To Balance b/d. 


1942 

Jan. 1 To Balance b/d. 


£ $. d. 

745 0 0 

i ii 

£ s. d. 

1939 i 

Dec 31 By Depreciation Account 74 10 0 

,, „ Balance c/d. ...'! 670 10 0 

745 i 0 0 

£ j 745 0 0 

670 10 0 

1940 

Dec. 31 By Depreciation Account i 67 1 0 
„ „ Balance c/d. ... j 603 9 0 

670 10 0 

£ ; 670 10 0 

603 9 0 

1941 

Dec. 31 By Depreciation Account 60 6 11 

pp , „ Balance c/d. ... | 543 2 1 

603 9 0 

£ j; 603 9 0 

543 2 1 



WAGON COMPANY’S ACCOUNT 


i, 



i 

£ s. d. 


£ s. d. 

1939 



1939 J 1 

i 

Jan. 1 

To Bank ... 

200 0 0 

Jan. 1 1 By Sundries 

! 800 0 0 

Dec. 31 

99 ft * ••• ' 

200 0 0 


j 

.. 

„ Balance c/d. 

400 0 0 




£ ■ 

800 0 0 

£ ; 

800 0 0 

1940 

i 


1940 j 


Dec. 31 

To Bank ... 

200 0 0 

Jan. 1 By Balance b/d. ...; 

400 0 0 

»> 

„ „ Balance c/d. 

200 0 0 

I 



£ 

400 0 0 

£ 

400 0 0 

1941 



1941 


Dec. 31 1 

To Bank ... 

200 0 0 

Jan. 1 By Balance b/d. 

200 0 0 

] 

i 

' _- 

! 

__ _ 
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INTEREST SUSPENSE ACCOUNT 


1939 
Jan. 1 


1940 
Jan. 1 


. 1941 
Jan. 1 







£ s. d. 

1939 

£ s. d. 

To Wagon Co. 

55 0 0 

Dec. 31 By Interest Account- 




Transfer 

1 27 5 0 



1 „ Balance c/d. 

27 15 0 

£ 

55 0 0 

£ 

! 55 0 0 



1940 i ^ . , .. ,, , ^ 


To Balance b/d. 

27 15 0 

Dec. 31 1 By Interest Account- 


i 


Transfer 

, 18 12 3 

1 

i 


• p Balance c/d. 

9 2 9 

1 £ ‘ 
i 

27 15 0 

£ 

27 \5 0 

i 1 


1941 


! To Balance b/d. 

9 2 9 

Dec. 31 By Interest Account — 


i 


Transfer 

9 2 9 

- - - *. :r %. , 

1 _ 

_ _ .. _ 



Note. —Interest and Depreciation Accounts would be posted in the ordinary way 
and closed by Profit and Loss Account each year. 



Wagon Company’s Books 
JOURNAL ENTRIES 


1939 
Jan. 1 


The New Colliery Company 
To Wagon Sales Account 
,»^Inter est Su spense Account^ 
(Being^aleTiTWagohs on Instalment System.) 


Dr. 


L.F. 


£ 

800 


s. d. 
0 0 


|: £ *■ d - 

jl 745 0 0 
| 55 0 0 


Bank Account ... ... ... Dr. 

To the New Colliery Company | 

(Being the payment received on signing the agreement.) i 


200 0 0 


200 0 0 


Dec. 31 Inter^tjiusp^^ —• ... ... Dr. | 

Vo Interest Account 

(Being 5% Interest on £545 for 1 year transferred.) 


27 5 0 | 

; 27 5 0 


1940 j 
Dec. 31 

Bank Account 

To the New Colliery Company 
(Being the amount of first instalment received.) 

Dr. 

Interest Suspense Account ... ... Dr. 

To Interest Account 

(Being 5% Interest on £372-5-0 for one year transferred.) 

99 

1941 
Dec. 31 

Bank Account 

To the New Colliery Company 
(Being the amount of second instalment received.) 

Dr. 

Interest Suspense Account ... ... Dr. 

To Interest Account 

(Being 5% Interest on £190-17-3 for 1 year trans¬ 
ferred.) , 

» 

Bank Account 

To the New Colliery Company 
(Being the amount of third instalment received.) 

Dr. i 

! 


200 0 0 


18 12 3 


200 0 0 


18 12 3 


200 0 0 


200 0 0 


9 2 9 


200 0 0 


9 2 9 


200 0 0 
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COLLIERY COMPANY’S ACCOUNT 


1939 
Jan. 1 

To Sundries 

... 

£ 

800 

1939 
Jan. 1 
Dec. 31 

tt 

By Bank 
»» »* ••• 

„ Balance c/d. 

... 

£ 

200 

200 

400 

1940 
Jan. 1 


£ 

800 

1940 
Dec. 31 


£ 

800 

To Balance b/d. 

... 

400 

By Bank 
„ Balance c/d. 

... 

200 

200 

1941 
Jan. 1 


£ 

I _100. 

1941 
Dec. 31 


£ 

! 400 

To Balance h/d. 

■ 

! 200 

By Bank 

... 

200 




l _ 


1 




INTEREST SUSPENSE ACCOUNT 


1939 
Dec. 31 

tt 

" 

To Interest Account— 
Transfer 
„ Balance c/d. 

j 

’ 

£ s. d. 

27 5 0 
27 15 0 

1939 
Jan. 1 

By^Colliery Co. 

! 

! 

• 1 
{ 

£ s. d. 

55 0 0 

1940 
Dec. 31 

** 


i 

£ 

55 0 0 

1940 
Jan. 1 


£ 

55 0 0 

To Interest Account- 
Transfer 
,, Balance c/d. 


18 12 3 
9 2 9 

By Balance b/d. 

i 

27 15 0 

1941 
Dec. 31 

1 

I 

*\ 

27 15 0 



£ ! 

1 

27 15 0 

To Interest Account— 
Transfer 

! 

9 2 9 

1941 
Jan. 1 

By Balance b/d. 

1 

1 

_9 2 9 



ii 





i 


r Problem 414 

A Motor Car Company sends out its Cars to dealers on “ Sale or Return.” 
All such transactions are, however, treated like actual sales and are passed through 
the Day Book. Just before the end of the financial year, two Cars, which had cost 
Rs. 5,500 each, have been sent on “ Sale or Return ” and have been debited to customers 
at Rs. 7,500 each. How would you adjust these transactions for the purpose of the 
Company’s Profit & Loss Account and Balance Sheet ? (B. Com.) 


Solution 





The following entry would be necessary to adjust the accounts : 

— 


! 

• : l.f. j 

Sales Account ... ... ... ... Dr. 

Rs. I 
15,000 

! 

Rs. 


To Debtors on Sale or Return Account ! 

(Being the entry to reverse the Sale of two Cars on “Sale or 

15,000 

1 


Return” as the same are not sold.) 




Debtors on “Sale or Return” of Rs. 15,000 would be shown in the Balance Sheet 
by way of deduction from the total debtors and the two Cars on hand on “Sale or 
X Return” lying with /the dealers will be valued at cost, viz., Rs. 11,000 and included 
in the Closing Stock/ sys V 


4probli 


lem 415 


_ A. B. Co., Ltd. hold a lease or minerals from R. S. for a period of 40 years 

from 1st January 1941; under this lease there is payable a Royalty of 6d. a ton merging 
in a minimum rent of £1,000 a year, payable half-yearly on 30th June and 31st December. 
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They granted a sub-lease for 20 years from 1st July 1941 to X. Y. Co., Ltd., of one- 
half of the area for a Royalty of 9d. a ton merging in a minimum rent of £750 a year, 
payable half-yearly on 30th June and 31st December. 

A. B. Co., Ltd., are entitled under the lease from R. S. to recoup short-workings 
out of subsequent excess workings throughout the term of the lease, but the sub-lease 
only allows X. Y. Co., Ltd., to recoup short-workings out of excess workings in any of 
the three half-years immediately following that in which the short-workings accrued. 

Minerals were worked as follows : — 

' Half-year ended 30—6-41 

„ „ 31-12-41 

,, ,, 30—6-42 

„ „ 31-12-42 

„ „ 30-6-43 

Show the Royalties Account and the Short-Workings Account under the lease 
from R. S. and the sub-lease to X. Y. Co., Ltd., in the books of A. B. Co., Ltd., which are 
balanced yearly on 30th June. (Chartered Accountants.) 


By A. B. Co., Ltd. 
5,000 tpns 
5,000 — 

20,000 „ _ 

30,000 „ _ 
25,000 „ 


By X. 


Ud. 

5,000 tpns 
6.000 „ 

- 6,000 „ i 

12,000 „ / 



Solution ROYALTIES PAYABLE ACCOUNT 


1941 
June 30 

Dec. 31 

1942 
June 30 

Dec- 31 

1943 
June 30 

To R. S. (Landlord) 

99 99 99 

99 ff M ••• 

£ 

i» f# i> 

»» H i» 

£ 

125 

1941 
June 30 

1942 
June 30 

1 

s 

By Profit and Loss Account 

By Profit and Loss Account 

£ 

125 

125 

500 

625 

625 

1943 | 

June 30 j 

£ 

By Profit and Loss Account 

£ 

1 

625 

750 

625 

1,375 

1 

£ j 

i . r, 

SHORT 

1,375 

1,375 



WORKINGS ACCOUNT 


1941 


£ 

1942 | 

! 

£ 

June 30 

To R. S. (Landlord) 

375' 

Dec. 31 

By R.S. (Landlord) 

250 

Dec. 31 


375 

1943 | 






June 30 s 

,» i* »» •••! 

125 





. „ Balance c/d. ...i 

375 


I £ 



i 

i 


1 

i 

750 


£ 

! 750 

1943 


I 


1 

| 

| 

July 1 

| To Balance b/d. 

! 375 

i 





ROYALTIES RECEIVABLE 

ACCOUNT 


1942 

( 

j £ 

1941 

| 

l £ ^ 

June 30 

To Profit and Loss Account 

! 750 

Dec. 31 

By X. Y. Co., Ltd. 

375 



f 

1942 

j 

I % 




June 30 

,i »> M ••• 

375 


£ 

750_ 


1 

£ 

! 750 

1943 




• 

1; ^ 

June 30 

To Profit and Loss Account 

750 

Dec. 31 

j ii ii *i ••• 

375. 




1943 

! 

:l 



f 

June 30 

j .* ii n 

375 


# £ 

_750 


i £ 

1 

! 

750 
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Notes.—(1) In the half year ended 30th June 1943, X. Y. Co., Ltd., would have 
recovered £75 of the short-workings to the half-year ended 31st December 1941. This 
will leave £112-10-0 to be written off in X. Y. Co., Ltd.’s Books as irrecoverable 
shoit workings. 

(2) The shortworkings in the books of X. Y. Co., Ltd., will not affect the accounts 
of A. B. Co., Ltd., but it would be advisable in the books of the latter to prepare a 
memorandum account to disclose the amount liable to be recouped by X. Y. Co., Ltd. 


COST ACCOUNTING 


Problem 416 

Why are Cost Accounts necessary, and in what respects do they differ from 
the ordinary Financial Accounts ? 

Solution 

As it is well known, a trader can very easily find out the cost of the articles he is 
dealing in by adding up the purchase price and freight, carriage and cartage, cooly hire, 
etc., but this does not form sufficient data on which a manufacturer can base the correct 
cost of any article manufactured by him. In this case, a manufacturer has got to go 
upon certain lines for finding out the cost of each contract, job or article finished or 
manufactured by him, and this involves additional labour and expense. He has to main¬ 
tain a separate set of books and employ additional hands to carry on this work, which 
we know as Costing. 

It is advisable to distinguish between the Cost Accounts and the Financial Accounts. 
The Financial Accounts are prepared from actual facts and figures, while the Cost 
Accounts partly deal with facts and partly with estimates. The Financial Accounts give 
information as regards Cost, Sales, Expenses, Gains, etc., in totals—in fact, every informa¬ 
tion desired by the manufacturer, including the profit or loss made by him during a 
certain period. The Cost Accounts, on the other hand, give information as regards the 
cost of working a contract or job or making an article, and that information only. It 
will, however, be seen that the~Cost Accounts deal with greater' details than shown by 
the Financial Accounts, and most of the figures are supplied by the Counting House 
for the purpose of writing up the books of Costing. Some of these figures are values 
of Direct Goods and Chargeable Expenses to be debited to specific Contracts, etc. The 
force of the argument brought forward, that the Financial Accounts deal with actual 
facts, and the Cost Accounts deal partly with estimates and partly with facts, can 
be readily apprehended if we consider the item of Indirect Expenses which are not 
allocated specifically to certain jobs, but are distributed over the contracts, jobs, processes 
or departments by way of a percentage, or so much per working hour, or in any other 
agreed proportions. 

Cost Accounts have only to do with the working of the Factory, while the Financial 
Accounts embody the results not only of the working, but of others besides, viz., Sales 
Department, Financial Transactions, etc. It is a wise policy to distinguish between these 
two systems inasmuch as by not so doing, there will be a mixture of the two and the 
very idea of keeping them in a manner which might supply information desired from 
every source will be set at naught. They may, however, be kept in such a manner, as 
might enable a manufacturer to reconcile the results as shown by one set of books 
with those as shown by the other set. 

Problem 417 

What are the various classes of Cost Accounts, and to what manufactures or 
industries are they applicable ? 

Solution 

The following are the various classes of -Cost Accounts : — 

(1) Contract or Terminal Cost Accounts. Where the object is to find out the 
cost of every Contract, and are applicable to businesses, such as those of Builders Con- 
iractors, Constructional Engineers, etc. The unit-pf. production in thisi case is every 
building or bridge erected, ship built, etc. 
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(2) Single or Output Cost Accounts . Where the object is to ascertain the cost 
per unit of output, and are applicable to Mines, Collieries, Breweries, etc. The .unit is a 
ton of coal raised in case of a Colliery or a barrel of beer brewed in case of a Brewery. - 
v (3) _ Factory Cost Accounts. These are divided into three classes, (a) Multiple 
Cost Accounts, in cases where a number of articles are manufactured bearing little or no 
apparent relation to each other, and are applicable to concerns of the type of cycle .or 
motor manufacturers, boots and toys manufacturers,*e16'.*> (b) Departmental Cost Accounts, 
where the object is to find out the cost of working each department, (c) Process Cost 
Accounts, where the object is to cost an article in every stage of its manufacture, and is 
applicable to chemical manufacturers, etc. 

(4) Working or Operating Cost Accounts. These are applicable to Railways, Tram¬ 
ways, Gas and Water Works, etc., where the unit is per train mile, per car mile, etc. 

^ ~ C ‘~' ^ ' v '- 

State briefly what records you would keep of the receipt of goods. Illustrate 
your answer by a specimen ruling of a Goods Received Book. 

Solution 

All Goods received in a factory must be recorded in a book known as Goods Received 
Book by the gateman of the factory. This book may be in duplicate or triplicate forms 
(the latter preferred) and must be Very carefully written up. If the goods have gone to 
the Stores Department, both" copies will be sent to the Storekeeper, who will check the 
same with the goods actually received by him. The original (after it is signed by the 
Storekeeper) will be sent to the Counting House for checking with Invoices (as regards 
quantities only) and thus the manufacturer is ensured of the proper receipt of goods 
by the factory. If the Goods Received Book is kept in triplicates, the third copy will 
be retained by the gate clerk for his own reference.* If the goods are sent direct to 
any job, the duplicate copy v/ill go to the Foreman of the works, and not to the 
Storekeeper. 

The Storekeeper will number consecutively all copies of the Goods Received Book 
and will make entries in the Stores Ledger for the receipt of such goods. 

Following is a specimen ruling of a Goods Received Book: — 

GOODS RECEIVED BOOK 


No. Date.. 

The following have been received in good order and condition from 


Inv. 

No. 



Weight 

| 

in 

Quantity 

'1 

— 


Description 

in 

Tons % 

O 

1 i 

1 | 

Quarter 

Lbs. 

in | 

Gross o 1 
Q 

i 

in i 

i O ' 

55 

Remarks 


i 






Storekeeper. 


Problem 419 

Describe the method you would recommend in regard to charging out Stores. 


Solution 

The authority on which a Storekeeper despatches Stores to the factory is known 
as a Stores Requisition Note, which must be signed, both by the foreman of the works 
and by the workman receiving the Stores. When some of these Stores are returned 
to the Storekeeper, they are accompanied by a memo known as Credit Slip, which the 
Storekeeper is required to sign on receipt cf the goods. All the Requisitions are totalled 
and analysed every week in a Materials Analysis Book, and from this analysis various 
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Job Accounts are debited and Stores^Account is credited in the Cost Ledger. In case 
ojf returns to. Stores, these are deducted from the particular job columns (in Materials 
Analysis Book) to which they relate, before the total debit as regards Stores is posted 
to the particular Job Account. Stores Account will also be credited with the net amount 
only. Transfer of materials from one job to another must always be accompanied by'a 
slip called Materials Transfer Note, which is -sent to the Cost Accounts Department for 
necessary treatment. The receiving Contract is debited and the despatching Contract 
credited with the amount of such Transfer Notes. 

As regards the price at which Stores must be charged out to various contracts or 
jobs, there is some difference of opinion. Some people advocate the method of charging 
the jobs at cost price in order that the Stores Account may be balanced without adjust¬ 
ments, and on the ground that what was paid was the actual cost to the manufacturer. 
On the other hand, there are others who advocate the system of charging Stores to 
various contracts with market prices current at the time of issue, on the ground that 
it is not fair to charge a contract for Stores issued with any price (whether more or 
less) other than the price ruling at the time of issue. This, no doubt, involves adjust¬ 
ments in Stores Account, but such adjustments will not present any difficulty if proper 
quantity accounts are kept. This system also enables the manufacturer to know whether 
the ordering and maintenance of Stores was judicious or otherwise, and whether his 
Stores Department was working at a profit or loss. The question of fixing a method of 
charging is, therefore, left to the proprietor or the Works Manager. 

Problem 420 

If it is found that material in excess of actual requirements had been drawn 
out of stores by one department, but that it is required for use in another department, 
what should be the Cost record in regard to the same ? 

Solution 

If it is desired to transfer from one department materials in excess of actual require¬ 
ments to another department without passing the same through Stores, the transfer should 
he accompanied by ji JVlaterials Transfer Slip giving the names of the receiving and 
despatch mg~ departmen ts, and {he particulars regarding the Materials transferred with 
the date of such transfer. These Transfer Slips are embodied in the Materials Analysis 
Book, adding the amount to the total stores issued to the Receiving departments, and 
deducting the same from the total stores issued by the departments which transferred 
the materials. In the absence of a proper Materials Analysis Book, these entries will be 
passed through the Cost Journal. 

Problem 421 

Explain the procedure of continuous stock-taking and its advantages over an 
annual stock-taking. 

Solution 

Continuous Stock-taking is a system of checking the Stores and Stock of especially 
a manufacturing concern, with the records thereof duly kept. It differs from a periodical 
stock-taking in that whereas in the latter case the stock is not taken till the end of an 
accounting period, in this system it is checked throughout the year. 

In continuous Stock taking, an independent official from the Counting House is 
sent to check stores and report thereon, continuously and at irregular intervals during 
the year. This official may select the items of stores and stock to be checked every 
time, but in such a manner that all the items are checked at least once during a certain 
period. These irregular visits on the part of the counting-house official and the ignorance 
of the different items that might be subjected to check, act as a moral check upon the 
Storekeeper or the Stores Ledger clerk in that they are made to keep their Stores records 
always up-to-date. 

It is necessary to keep Stores Ledger separate from the Stock Ledger, which latter 
is meant for Finished Stock only. The Stock Ledger is maintained in much the same 
manner as the Stores Ledger. When a Stores Led^r i s maintained, it is not necessary 
to keep a Stores-In Book and a Stores-Out Book, **nce to do that would* be to record 
the same entries twice without serving any useful purpose. Stores Ledger is written 
up from Qoods Received Slips and Invoices, as also from Credit Slips for all Stores 
Received and from Stores jlequisition Notes for all Stores issued. All Requisitions, 
Credit Slips, etc., must be properly filed, either in serial number or under th<?ir job 
numbers. 
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A continuous stock-taking system has its advantages over an Annual Stock-taking, 
and these are : — 

(1) Stores records are kept. up-to-date, instead of the work being allowed to 
remain in arrears in the absence of a healthy check. 

(2) Stoppage of work for the purpose of stock-taking at the end of the account¬ 
ing period, especially in huge manufacturing concerns, is avoided by this system, and 
consequently the work is not disorganized. 

(3) The Final Accounts can be prepared more quickly. 

(4) Any leakage or waste is immediately brought to notice and located. 

Problem 422 

Tabulate the “ Elements of Cost ” showing the usual items of expenditure 
appertaining to each. 

Solution 

The various elements of Cost would appear as follows : — 

(a) Prime or Flat Cost. This is composed of (1) Direct or Productive Labour ; 
(2) Direct Materials, including Stores issued ; (3) Direct or Chargeable Expenses ; and 
sometimes (4) items like Special Plant, etc. 

(b) Works Oncost. This is that part of the general Oncost which relates to the 
Works, and should be distinguished for that reason from Administrative Expenses. It 
is composed of items such as Factory Rent ; Depreciation, Repairs and Maintenance of 
Plant, Machinery, Factory Building, Loose Tools, etc. ; Power and Light ; Coal and 
Fuel ; proportion of Rent, etc., chargeable to the Works ; Wages of Timekeeper, Store¬ 
keeper, etc. 

(a) and (b) taken together will give Works Cost. 

(c) Office Oncost. This is that part of the general Oncost which relates to Office, 
and includes items like salaries of office staff ; printing, stationery, advertising and postage ; 
proportion of rent, rates and taxes, etc. 

Works Cost plus Office Oncost—in other words, items (a), (b) and (c) make up 
the Total or Gross Cost or Cost of Production. 

(d) Selling Oncost. This includes all expenses of selling, such as Advertisements, 
Salaries of Saks Manager, Salesmen, travelling canvassers, their Commission, and any 
Bad Debts, Cash discounts, etc. 

Cost of Production plus Selling Oncost will give Sales Cost. 

Problem 423 

Describe the various methods of calculating “ Oncost.” Explain their respective 
advantages and disadvantages. 

Solution 

The various methods of calculating Oncost and the advantages and disadvantages 
relating to each of them are outlined as follows: — 

(1) Prime Cost Method. By this method, a certain percentage on Prime Cost is 
fixed for Factory Oncost, and the total amount of Factory Oncost is then distributed 
amongst the various jobs on the basis of prime cost of each job. This method is practi¬ 
cable only when the two chief Elements of Prime Cost, viz., materials and wages, are 
stable in ratio to each other. But in most cases, it is found that materials vary as 
between two or more jobs both in quantity and in price, and also there are considerable 
fluctuations, at times, in market prices of different commodities, and, therefore, this method 
of allocation is not generally favoured by the manufacturer. 

(2) Productive Labour Method . In this case, allocation of Factory Oncost is based 
on direct wages paid. Under normal, circumstances when wages are steady, this method 
is regarded as most accurate, especially when the product goes through various processes, 
in which case, errors, in one department can be easily adjusted in the others. This 
method, however, cannot be used with advantage when there are different classes of 
plant and machinery used and different rates of pay are given to different classes of 
work-people, e.g., when boy and girl labour is extensively used on expensive machinery, 
and adult labour on cheap machinery. 
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(3) Man-Hour Rate. Under this system, an accurate record of total productive 
hours of the business is essential, and the Works Oncost is allocated between various 
jobs in proportion to the total number of hours worked on each job. This method is fair 
provided all work done is handwork and no machines are used in the factory. It is 1 to 
be assumed that* the Factory Expenses have a more constant relation to the number of 
workmen engaged and the hours they work than the wages paid to them. As the oncost 
is allocated on the basis of hours worked, it is not affected by the different rates of 
wages paid to workmen. 

(4) Machine Hour Rate. Under this method, it is necessary that an estimate should 
be made of the total working hours in the life of each machine. If to the original cost 
of the asset, the estimated cost of repairs and maintenance during the working-life of the 
machine is added, and from the total, the residual value of the machine is deducted, the 
result would be the cost of using each machine for so many hours. If the total cost of 
each machine is divided by its corresponding working-hours, we get the machine-hour 
rate for each machine, and at this rate each job is charged for the use of that machine. 
This method can be regarded as just and fair when values of machines differ considerably, 
provided the machines are in use the whole of the time. 

(5) Combined Machine-Hour and Man-Hour Method. This method can be usefully 
employed in a department where both machine and handwork are carried on simultane¬ 
ously or where the machines used vary materially in their running cost, such as power 
consumption, rent, repairs, maintenance and depreciation. 

(6) Output Method. This method is used in factories where it is difficult to 
accurately record the time put in by workers on each job as thoy may be attending to 
more than one job at a time, and where the output is constant and depends on some 
chemical or other process. 

(7) Foundry Oncost . A method which is very useful in Foundry Cost Accounts, 
and in which apportionment of indirect foundry expenses is made on the basis of the 
number of cwts. of castings produced during the period. The method is quite accurate 
when the castings produced are fairly uniform, but is subject to modifications in cases 
where large and small castings are produced, the latter requiring more intricate 
workmanship. 

(8) Office Oncost. Allocation of this item is generally made by way of a per¬ 
centage on the total Works Cost, as administrative expenses normally bear a constant 
iatio to expenses of manufacture. Sometimes Office Oncost is subdivided into Adminis¬ 
trative Expenses and Selling and Distribution Expenses, the former being allocated on 
the basis of Works Cost, and the latter (ignoring work-in-progress and finished Stocks 
on hand) on the basis of turnover. 


Problem 424 

How would you satisfy yourself that the amounts appearing under the head of 
Materials and Stores allocated to works, repairs and standing orders were substantially 
correct ? 


Solution 

As the sources from which debits to various jobs, etc., for Materials and Stores 
come are the Cost Journal and the Materials Abstract Book, these should be checked 
with the vouchers. As regards Direct Materials, entries in the Cost Journal can be 
checked with Invoices and Goods Inward (or Delivery) Notes. To verify the accuracy 
of a proper charge as regards Materials from Stores, recourse must be had to the Stores 
Requisition Notes, Credit Slips and Materials Transfers. These are checked into the 
Materials Abstract Book and the amounts charged are thus verified. 

Problem 425 

Give what you consider, in any business known to you, are the most suitable 
rulings and headings for the form whereby material is withdrawn from the Stores for 
manufacturing purposes. 

By what name is the form known ? 
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Solution 


STORES REQUISITION NO. 169 
MATERIALS REQUIRED FOR JOB NO. 57 

”Tf " . . "■. 

Quantity; Description Rate Amount 

! i 

i 

£ s. d. 

1 doz. 3* x W. I. Bolts and Nuts 2\ lbs. ... 2 d. 0 0 5 

10 lbs. Calliope Packing ... ... 1/- U 10 0 


June 11, 1944 


Folio in 
Stores Ledger 


59 

119 



.Foreman 

.Workman 

Given above is the form of a Stores Requisition Note by means of which materials 
are issued from Stores as and when required by the foreman of the factory for the 
purposes of manufacture. The number (53) in the centre of the note refers to Folio 
in the Materials Abstract Book and must be written in bold type in coloured pencil. 

Problem 426 

How would you deal with the following items in your calculations of costs of 
production of given articles, and where would you include the total figures, for a, b and 
c, in your Trading Account statements: — 

(а) Freight and cartage inwards ; 

(б) Freight and cartage outwards ; 

(c) Discounts received on purchases and discounts allowed on sales ? 

Solution 

(a) Freight and Cartage Inwards. This goes to add to the cost of materials pur¬ 
chased, and the expense will be taken into consideration while fixing the prices at which 
stores are charged out to various jobs, contracts, etc. This, therefore, forms part of the 
Prime Cost. In the financial statements this item will appear on the debit of the 
Trading Account. 

(b) Freight and Cartage Outwards. This is an expense incurred on distribution 
of goods, and will form one of the items of adminis trati ve e xpenses which are distributed 
by way of Office Oncost. Where Selling Oncost is^sTlOwn ,- ?eparately, this item will be 
included in the Selling _ Oncost. 

(c) Discounts received on purchases and discounts allowed on sales. These are 
cash discounts both ways, and represent interest for earlier payments and are considered 
when allocating Office Oncost. Items (b) and (c) appear in the Profit and Loss Account 
as far as the financial statements are concerned. 

Problem 427 

Discuss the inclusion of the following in the costs of a manufacturing concern : — 
Interest on Capital outlay in fixed assets; Bad Debts; Income-tax; Discounts 
allowed on Purchases ; Discounts allowed on Sales. 

Solution 

Interest on Capital outlay in fixed assets. .This is one of the items where opinions 
differ as to whether the same ought or ought not to be included while considering the 
cost of an article manufactured. 
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Interest on Capital is usually treated as part of the Profit, and this being the case, 
it cannot be included in arriving at the competitive costs, but may be considered when 
fixing the selling price of the article manufactured. Where, however, such interest 
can fairly be apportioned, e.g. in Departmental Cost Accounts where Capital Expenditure 
on each department is known, such allocation will be made on the basis of Capital 
Expenditure involved in each Department. 

Bad Debts. This item has nothing to do with the manufacturing of an article. Loss 
by way of Bad Debts depends more on the skill and judgment of the selling department 
than on anything else, and hence should not be included in the costs. On the other hand 
it is contended that it is a loss arising in the ordinary course of carrying on a business, 
and as such should be included under the head of Administrative Expenses. 

Income-tax . This is an appropriation of the Profits and not a charge thereon, and 
hence an expense which ought to be borne by the proprietors of the business and not 
transferred to the consumers. ’ 

Discounts allowed on Purchases and Sales. These represent interest on payments 
made or received before proper time, and are sometimes included under the heading of 
Office Oncost, and sometimes entirely excluded from the Costing System on the ground 
that this is a Profit or Loss upon the financing of the concern rather than upon the 
manufacture. 

Problem 428 

Briefly state the arguments for and against the inclusion of interest on capital 
as a charge against cost of production, and discuss circumstances and cases in which the 
inclusion of such interest is (a) desirable, and (b) not desirable. Give reasons for 
your answer. 

Solution 

In favour of inclusion of interest on Capital (in Cost Accounts) it is successfully 
argued that all expenses necessary for the purpose of production should be included in 
arriving at the true cost of any article manufactured. Interest on Capital whether owned 
or borrowed is as much an expense as is any other expense, e.g., Wages and Materials, 
and therefore should be included as an item of Oncost. 

On the other hand, the arguments against such inclusion are (1) that borrowing 
Capital for the purpose of manufacture is more a matter of finance than of costing, and 
(2) that the return produced by Capital is profit, and therefore should not be included in 
Cost Accounts, but may be considered while fixing selling prices. 

It may be well to remark here that the opinion is hardening towards agreement 
on the desirability of charging interest on the basis of the Capital sunk. 

Problem 429 

In the business of an electrical engineer, it is found practically impossible to 
return to the Store-room at the conclusion of each operation all the nuts, screws, bolts, 
etc., remaining over. What system would you recommend which would, in your opinion, 
meet the requirements of such a case ? 

Solution 

It is not necessary that, in a case like the one mentioned in the question, stores 
must be returned to the storeroom, before the same are passed on to another operation, 
and therefore the best method that can be adopted is to prepare a Materials -Transfer 
Note at each time of such transfer, such Note showing full particulars regarding the* date 
of the transfer, the detailed particulars of materials transferred and the names of the 
transferring and receiving operations. These Materials Transfer Notes are then entered 
in Materials Abstract Book, and the accounts of the receiving and issuing operations are 
debited and credited therefrom. 

Problem 430 

What are the advantages and disadvantages of the adoption of the Card System 
for costing purposes ? 

Solution 

The Card System has more advantages than one as far as Cost Accounts are con¬ 
cerned. Some of these advantages ar£ as follows: — 
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(1) Records regarding completed contracts or jobs can be removed to a transfer 
binder. 

(2) Matters relating to one job or contract can be always kept together. 

(3) Much trouble is saved in indexing, which may be either numerical or 
alphabetical. 

\4) The work of writing up is more speedily carried on, as the work may be distri¬ 
buted among the clerks. 

(5) The cards can be passed from one Department to another, so that entries on 
the same may be made in regular order, and without a chance of any record 
missing. 

(6) Cards are very useful for the purpose of preparing analyses and sub-analyses 
according to the requirements of the business. 

(7) Sub-division of a Master Order is more easily made on cards, and totals of 

details regarding costs are then collected on the Master Card. 

The disadvantages attached to this system are : — 

(1) There is a possibility of fraudulent substitution of cards. 

(2) Cards may be either accidentally or intentionally lost. 

In practice, however, these disadvantages are guarded against, and the risk under 
any circumstance is greatly minimised. 

Problem 431 

“ A Cost-keeping System,” says a modern writer, “ that simply records costs for 
the purpose of fixing sale prices has accomplished only a small part of its mission.” 

What other functions does Costing achieve ? 

Solution 

The prime function of Costing is to arrive at the exact Cost of producing each unit 
of output, thus enabling the proprietor to regulate his selling-price according to cost so 
far as the conditions of supply and demand permit. 

Other direct or indirect services are also rendered by a perfect system of costing 
and they can be stated as under: — 

(1) Rough estimates are avoided, and their attendant trading risks are dispensed 

with. 

(2) The system enables those in management to compare their own cost of pro¬ 

duction with market price of the same article. 

(3) It gives information as to what part each element of cost plays in the total 

cost of production. 

(4) It gives a clue as to the basis of future computations according to changing 

circumstances. 

(5) It enables the location and ascertainment of loss or waste of any kind. 

(6) A sound control is afforded over supplies and services. 

In short, a costing system affords a close supervision over all the activities of an 
undertaking, thus securing economy, efficiency and output by most tactful and active 
administration. 

Problem 432 

The charges attributable to a particular department having been ascertained, on 
what basis should they be apportioned over the work done in that department? Give 
reasons for your answer. (Incorporated Accountants.) 

Solution 

The charges, in the first place, will include both the direct as well as the indirect 
charges. Those charges, relating to a particular department, which are attributable to 
specific jobs will be charged direct thereto. Indirect charges will have to appor¬ 
tioned over the various jobs passing through that department upon some fair basis, 
taking into consideration all the facts relating to the particular case. Indirect expenses 
usually vary in proportion to an item of direct expenditure, and the past experience 
will show which item that is. Allocation in that case may be made by an addition to 
the Prime Cost of each job of a percentage calculated on the particular direct charge 
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included therein, and the item may be either (a) Materials, or (b) Wages, or (c) Prime 
Cost. Though- simple, the system does suffer from certain drawbacks which will be 
enumerated below; 

Material Basis. Indirect expenses as a rule are not affected by the cost of the 
materials, and therefore any fluctuations in the market price of the materials will put 
.out the oncost itself. Again, time is an important factor in the distribution of overhead 
charges, and this factor should not be ignored. This system is good only wherf it is 
found that the content (or direct) material of each job is proportionately the same. 

Direct Wages Method. This is a better system, inasmuch as the factor of time 
m this case is considered automatically. The more the wages of a particular job, the 
larger will be the amount of oncost chargeable thereto. The one disadvantage is that 
nc proper distinction is made between skilled and unskilled labour, and therefore there 
is an unfair allocation in certain cases. To remedy this defect, allocation may be made 
on the Hour basis rather than on the Wages paid. 

Prime Cost Method. This, although the simplest of all, is not recommended ; it 
gives only rough and ready results and carries with it all the disadvantages of the other 
two methods already described. 

Besides the above, there are the Machine Hour and Labour Hour methods, and 
these can be employed whenever it is found expedient to do so. By these methods, 
the indirect expenses of the department are apportioned over the machine or labour 
engaged therein. An hourly rate of expense is found out by aggregating all expenses 
attaching to a particular machine or worker and dividing the total expense by the 
total number of estimated working hours of the machine or the worker. This rate is 
then charged to each job according to the time spent thereon. Which of these methods 
can be employed will depend on the factor in use—machine or labour. In these systems,* 
we come across a fairer allocation than in the case of the percentage methods already 
described, as expenses are equitably allotted to either machine or labour, and are not 
simply taken in an aggregate sum. 

From the above, it will be seen that the factors that go to decide as to which 
particular method may most advantageously be adopted, are: (1) the nature of the 

operations carried out in the department, (2) the class of labour employed, (3) the kind 
of materials consumed, (4) the class of machines employed, and (5) all the other factors 
of a particular case. 

Problem 433 

/ 

Explain a method of procedure in respect of stores from the time of their being 
ordered to the time of their being used in the manufacturing department. Give a ruling 
of one of, the forms described in your answer. 

Solution 

No reference is made herein in respect of goods required by a department, contract 
or job directly, and which are sent to them straight without being passed through 
Stores. 

Whenever goods are required to be bought for Stores, it will be the duty of the 
Storekeeper to send a Purchase Requisition to the Buying Department showing what 
materials are required, and the buying department will make out an order to the sup¬ 
plier The storekeeper in this case is guided by the information which he derives from 
the Stores Ledger which gives an account for every kind of article in the Stores. Every 
account will show the maximum as well as the minimum quantities of each article to be 
stored, and as soon as the minimum quantity limit is reached, a Purchase Requisition is 
issued by the Storekeeper. y 

On the supplier sending the goods (along with copies jjf Deliyjery Nqte^) to the 
Works, at the gate, a Goods Inward Note will be made out in triplicate by the gate- 
man showing the supplier’s name, number of packages, description of contents, condi- 
/tion, etc., and signed by him. The goods along with all copies of the Goods Inward 
Note as well as a copy of the Delivery Note from the supplier will be passed on to the 
Storekeeper, who on receipt~bF~fh~e same, will examine the goods and sign these notes. 
One copy of the Delivery Note as well as the Goods Inward Note will be passed on to 
the counting house, another copy, .jof the Goods ..Inward Note will be kept by the 
Storekeeper and the last copy returned to the gatertian. On inspection of goods, any¬ 
thing found defective or not in accordance with the order will be rejected, and a “ Rejec- 
tionJNate ” will he made out and a copy forwarded to.the cpuntiqg-hqyise, where necessary 
instructions are given to the Buying Department and the gooas~lire w sent back to the 
supplier and a replacement is obtained or a credit note.is asked for. 
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The copies of Delivery Notes, Rejection Notes, etc., will be checked ip the counting j 
house wi£h invoices received from the suppliers and the invoice will be sent to the Costing ( 
Department for* marking the prices of articles bought. The Storekeeper (if he is entrusted 
with the work of writing up the Stores Ledger) writes out the “ Receipts Side ” of the 
Stores Ledger from the particulars given in the Delivery Notes, or passes the copies 
of these Notes to the Stores Account clerk, if there is any. 

After the invoice , is ^thoroughly checked with copies . of Purchase Requisition, 
Purchase Order, Delivery^ Note, Rejection Note, and as to prices, calculations, etc., the 
same will be passed for payment. ' 

• Whenever goods are requisitioned out of stores for production purposes, the person 
responsible for ordering out the same will make out a Stores Requisition on account 
Of the Production Order and send the same duly signed to the Storekeeper. The Store¬ 
keeper will give the goods to the workman coming for the same, and the workman must 
also sign the Requisition Note at that time. These Requisition Notes are properly 
nufiftbered and then entered in the Stores Ledger (Issue side) or passed on to the Stores 
Account Clerk for the same purpose. These Stores Requisitions will be priced Sut in 
the Cost Office for the purpose of writing up the Weekly Materials Abstract Book. 

Where any goods qre returned from Works, the same are accompanied by a “ Credit 
Slip” or “ Stores Returned. Note a copy whereof will have to be signed by the Store¬ 
keeper and sent to the Works. These Return Notes are also entered on the Receipts 
"side of the Stores Ledger and passed on to the Cost Office for the purpose of recording 
them in the Materials Abstract Book. 

Following is the ruling of a Stores Requisition Note: — 

Stores Requisition No. .1944. 

Materials required for Job No. 


i i ! 

Quantity. Description Rate Value i Fol. S. L. 


Rs. 


Signature of Signature of 

Foreman. Workman. 

Problem 434 

State briefly the main features of a suitable system for the Stock records of 
a factory, including the relations between these and the costing and general Financial 
records. 

Solution 

Assuming that the word “Stock” means Finished Goods, the records required for 
entering up stock items will be similar in outline to those required for writing up 
Stores. A Stock Ledger should be maintained containing accounts for the various classes 
of goods manufactured. 

If Gost.Accfiuntsare Jtept 0£ doubler entry system, when goods are completed and 
have been inspected, entries" wfll be passed in the Cost Ledger, debiting Finished Goods 
Account and crediting the different job or contract accounts. This Finished Goods is 
the controlling account of the Stock Ledger. At the end of every financial period, the 
total of the balances on Stock Ledger Accounts should equal the balance shown in the 
Cost Ledger, since the value of goods sold during the period will have been debited 
to Cost of Sales Account and credited to Finished Goods Account in these books. 

Stocks must be shown by their symbols in order to facilitate handling of the same* 
and this will save much loss of time. These symbols must appear at the head of each 
Stock Account in the Stock Ledger, and also on the Bin Cards. Where goods have been 
manufactured for stock purposes at different periods, there will be different production 
costs and on the issue of such stocks, the rule of “ first in, first out ” must be employed. 
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Stock Records, in a system like this, become a part of the Cost Accounts and there¬ 
fore they can be subjected to an absolute check. Where certain quantities of stock must 
necessarily be maintained, it would be necessary to fix both the maximum and minimum 
quantities for each class. Issues of stock out of the factory should not be permitted, 
unless a “Pass” signed by a responsible official is handed to the gateman. 

Stock Sheets, at the end of every financial period must be reconciled with the 
Stock Records, and such reconciliation must not present difficulty, although differences 
'vO'ill arise due to loss,* deterioration, etc., valuation of stocks for financial accounts pur¬ 
poses may be made on a different basis, i.e., Stock may be valued for Cost record 
purposes at its Total Cost, while for financial accounts purposes, Factory Cost valuation 
may be employed. 

Problem 435 

Explain the Bonus or Premium System of paying wages, and contrast it with 
the ordinary Time System. Are there any disadvantages attaching to the former 
system ? 

Solution 

Under the Time System, wages are paid according to the time spent on the work, and 
not according to the amount of work done. 

Under the Bonus or Premium System also, wages are paid according to time, but 
each' piece of the work is given a standard time in which an average workman should 
be able to complete it. In addition to the wages for the actual time spent, a reward 
(in the shape of bonus or premium) is given for any time saved, as measured against 
the standard time fixed. 

The latter method has the following advantages over the former : — 

(1) An incentive to the workman to increase the earnings, and consequential 
increase in output to the business. 

(2) Tools and Machinery will always be kept in a condition of maximum efficiency, 
inasmuch as this works to the benefit both of the workmen and of the management. 

(3) It may go to reduce the cost of production by the fall in overhead rates 
chargeable to output (due to increased turnout), and may also increase demand and 
show an increased profit on a larger turnover. 

The only disadvantage of the Premium System is that there is a danger of the 
work getting spoilt and inferior work passed off and paid for, but this disadvantage can 
be overcome by a strict system of inspection. 

Problem 436 

What precise service do Cost Accounts render in respect of: — (a) Estimating 
and Tendering; (b) Buying and Selling; (c) Periodical comparisons ; (d) Materials ; 
(e) Departmentalisation ; ( f ) Management; and (x/) Work-in-Progress ? 

Solution 

(a) Proper Estimating and Tendering is one of the benefits resulting from keeping 
a good system of Cost Accounts. As more reliable data are available, estimates and 
tenders can be made with greater confidence and lesser chances of error on eifher side. 
A wrong estimate or tender will involve the concern in a loss, where there has been 
under-estimation and the contract is given to be worked, or where there has been an 
over-estimation, it might result in the loss of contract itself. Estimates and tenders can 
be revised with a greater degree of accuracy, when the same are required to be very 
conservative. 

(b) Buying and Selling. Cost Accounts enable one to judge whether the buying 
has proved to be judicious or otherwise, and they also put a stop to overstocking of a 
particular class of materials. Guided by the production orders, it will enable the factory 
to buy materials in larger or smaller quantities and‘perhaps at more favourable rates, 
especially if the trend of current market prices of materials is properly studied. 

As the cost of production is correctly calculated, due to a proper system of Cost 
Accounts, the selling price can be fixed with greater accuracy. Overproduction can be 
avoided and production of articles not in demand can be stopped at once. 

(c) Periodical Comparisons. As a result of moTe detailed information available, 
in Cost Accounts, comparisons are made more effective. Production units, quantities of 
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stores consumed, cost of idle time, etc., may be tabulated and compared, and departmental 
results may also be subjected to comparison. This is a benefit which is additional to 
the one derived by comparison of various figures in the financial set of books. 

(d) Materials . A system of Costing will surely include a good system of records, 
which will enable the manufacturer to have a sound control over receipts and issues 
of materials, and the consequent stoppage of loss by theft, pilfering, etc. Overstocking 
of a particular kind of material will be done away with by fixing maximum and minimum 
quantities to be carried, and more accurate information regarding the fixing of prices 
of stores issued to jobs and contracts will be available. If necessary, purchases can be 
made in advance to answer future requirements, or they may be entirely stopped when 
overstocked. 

(e) Departmentalisation. Instead of having the results of the factory working as 
a whole, departmental results can be obtained which will throw more light on the figures 
available, and which will enable the proprietor to see at a glance which of the depart¬ 
ments are working unsatisfactorily or at a loss. This might demand varying methods of 
Oncost applicable to different departments according to the conditions ruling therein. 

(/) Management. As a good costing system goes to reveal many a flaw in the 
working of a factory, the Management will have at their command such valuable informa¬ 
tion as will guide them in controlling production, in avoiding loss of time, in properly 
fixing the dates of the delivery or completion of contracts, in the proper division of 
work and in taking such action as may put a stop to defects disclosed. 

(g) The valuation of Work-in-progress , without a good system of Cost Accounts, 
is very difficult. If Cost Accounts are kept on double-entry system, it will not be a 
difficult matter to prepare a Total Work-in-Progress Account from the Uncompleted Jobs 
or Contract Accounts. In the absence of proper figures, this item can only be estimated 
and the results will naturally be less reliable. 

Problem 437 

In costing, materials may be charged out to jobs at cost price or at market 
price. Explain which method is in your view preferable, giving your reasons, and state 
how, under the respective methods, fluctuations in the costing accounts will arise, and 
under what heading they will appear. (Chartered Accountants.) 

Solution 

Opinions seem to differ on the point whether the materials should be charged out 
to jobs at cost price or at market price. Normally, it is preferable to charge materials 
to jobs at cost rather than at current market prices. The ascertainment of cost may 
be by one of the following methods : — 

(a) The average cost price of materials in hand. 

(b) The actual cost, following the principle of “ First in, first out ” in respect of 
the issues. 

(c) The actual cost of specifically earmarked issues. 

In any of the above, a percentage may be added to cover the loss by way of normal 
wastage in stores. 

The advantages accruing to the system of charging out materials at cost prices 
may be enumerated as under: — 

(1) Cost Accounts will then show the actual cost, and not what would have been 
the cost. 

(2) The Job accounts will disclose true profits or losses. 

(3) It avoids unnecessary complications and confusing elements, which would be 
introduced if the materials are charged out at market prices. 

Again when it is difficult to ascertain the market prices of certain articles, the cost 
price basis is the one which can be safely adopted. 

Even while the materials are charged out at cost price, minor fluctuations are likely 
to arise in Cost Accounts, because of the inherent wastage, but this can be provided 
for by adding a percentage, as suggested above, to the cost to cover any such loss. If 
the wastage is not charged out with the materials, it may be regarded as one of the 
items of Works Oncost. In case of abnormal wastage, however, no such method can 
be followed ; this will have to be shown separately in the Costing Profit and Loss Account. 

Where materials are charged out at market prices, the fluctuations in Cost accounts 
will be greater, and there will be differences on each stores account representing gain 

39 
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or loss on book value. Such differences can be collected under an account styled “ Profit 
(or Loss) on Purchase of Stores ”, and then transferred to Costing Profit & Loss Account. 
This method would show whether the buying of stores in advance was injudicious or 
otherwise. 

Similar fluctuations will appear on the Job Accounts, whichever method is adopted, 
due to the rise or fall in the value of materials issued. 

Problem 438 

A Factory using a number of machine tools generates its own electric power 
for the purpose of driving the tools. What items of Expenses will comprise the “Power 
Cost,” and how would this cost be ascertained and apportioned ? 

(Incorporated Accountants.) 

Solution 

Where a factory generates its own electrical power, the following expenses will 
go to make up the “ Power Cost ” : — 

(a) Rent, Rates, Lighting, Heating, Cleaning, Insurance and other overhead expenses 
of a like nature allocated to the Power House. 

(b) Wages of engineers and others engaged in the Power House. 

(c) Depreciation of Plant, repairs, renewals of small parts, etc.; also Depreciation 
of wiring and other installations. 

(d) Interest on Capital invested in the generating plant. 

In the Cost Ledger, a Power House Account will be opened, and to this Account 
will be debited all expenses relative thereto as indicated above. If it is desired to find 
out whether the business stands to gain or lose by generating its own power, it will be 
necessary to charge each machine according to units of power consumed by it at the 
rate which would have been paid to an Electric Company. The corresponding credit 
should be given to the Power House Account against which will have been already 
debited the charges relating thereto. The difference on the Power House Account will 
represent profit or loss on the generation of electricity. The power charge in respect of 
each machine will be included in the Oncost distributable according to Machine Hour 
Rate method. 

Where the ascertainment of profit or loss on the generation of electricity is not 
desired, it will be necessary to divide the total cost of the Power House by the number 
of possible units generated, and charge each machine on the basis of units consumed 
thereby. The Power House Account in this case also will get the corresponding credit. 
The difference on the account will be due to an estimated rather than an actual charge 
to the machine, or it may be that some units generated were never consumed, and 
therefore lost. 

Problem 439 

Various methods of remunerating labour have been devised with the object of 
saving Indirect Charges. Give details of any two methods with which you are familiar 
and explain the systems necessary to ensure that the labour cost of the output is properly 
recorded and paid for. (Incorporated Accountants.) 

Solution 

The following two methods of remunerating labour have been devised with the 
object of saving Indirect Charges: — 

(a) The Piecework System . Under this system, the workman is given a fixed 
sum for a definite unit of production or output, and therefore induced to work at greater 
speed. This benefits the employer in that the overhead expenses attachable to such 
unit are reduced. 

(b) The Premium System. This method is an improvement on the Piecework 
System. In this case, a premium is paid to workmen to induce very speedy production. 
A standard time is fixed for the production of a fixed unit and a rate of payment is 
also fixed therefor. A premium is paid for the time saved for all units produced in 
less than the standard time. 

Under the first system, the workers will be provided with piecework cards upon 
which they will record their output or production. The work done will be subjected to 
inspection and all defective work will be rejected. The piecework card, after it is 
initialled by the viewer and the storekeeper, is sent to the wages office, where the amount 
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payable to the worker is calculated. If oncost is to be distributed on the Labour Hour 
basis, it is necessary to keep a proper record of the time of each worker even in the 
piecework system. It is to be noted that the jobs will not be debited in respect of 
direct wages on the basis of time, but on the basis of work done. 

Under the Premium System also, the work of the workmen is subjected to inspec¬ 
tion and all defective work rejected. In this case, time will have to be properly 
recorded, as the premium is calculated on the time saved. The wages here too will be 
calculated at the wages office, and the Job Accounts will be charged With the labour 
charge relating thereto. 

Problem 440 

From the following particulars available for the half-year ended 30th June 
1943, from the Costing Department of a manufacturing concern, you are required to 
write up Journal Entries and Ledger Accounts in the Cost Books and prepare therefrom 
a Trial Balance and a Manufacturing Account. 

During the period, five Jobs were undertaken out of which Nos. 1, 2 and 3 were 
completed whereas Nos. 4 and 5 were still under progress. The amount of Direct Labour 
expended on each Job as per the Direct Wages Abstract was No. 1 Rs. 3,200; No. 2 
Rs. 4,000 ; No. 3 Rs. 2,400 ; No. 4 Rs. 1,600 ; and No. 5 Rs. 800. The Materials bought 
specifically for each of the five Jobs as per the Direct Materials Analysis were Rs. 800, 
Rs. 1,000, Rs. 600, Rs. 400 and Rs. 200, respectively. Stores Issued Aiialysas shows the 
following amount of materials issued to each Job:—No. 1 Rs. 5,600; No. 2 Rs. 7,000; 
No. 3 Rs. 4,200 ; No. 4 Rs. 4,800 and No. 5 Rs. 2,400. The Direct Chargeable Expenses as 
per the Chargeable Expenses Analysis are to be allocated as follows : —No. 1 Rs. 400 ; 
No. 2 Rs. 500 ; No. 3 Rs. 300 ; No. 4 Rs. 160 and No. 5 Rs. 80. It is estimated that Works 
Overhead Expenses amount to 80% of the Direct Wages. The Office Oncost is to be 
taken at 10% on the Works Cost of each Job. Jobs No. 1 and 2 were taken up at the 
contract price of Rs. 15,000 and Rs. 19,000 respectively. Job No. 3 was for the purpose of 
Factory Stock, out of which goods amounting to Rs. 7,000 were sold during the period. 
The Stock of Finished Goods at the time of closing was valued at Rs. 5,000. 

Solution 


ENTRIES IN COST JOURNAL 


(1) Job No. 1 Account 

9 

. ** »» " »» 

99 »» ^ »» 

99 M 4 ,, 

»» 99 ^ ,, 

To Direct Wages Account 

(Being the amount of Productive Wages chargeable to each Job 
as ascertained from the Productive Wages Abstract Book.) 


Dr. 


(2) Job No. 1 Account 

** » 2 „ ... 

,, ,, 3 tf ... ... ... ... 

A 

99 99 ' 99 ••• ••• ••• 

„ „ 5 ft 

To Direct Materials Account 

(Being the amount of direct materials purchased specifically for 
each Job as per Direct Materials Analysis.) 


Dr. 


(3) Job No. 1 Account ... ... ... ... Dr. 

M *» 2 , 9 ... ..* ... ... M 

»» 99 2 ,t ... ••• ... ... 9, 

f, tt 4 „ ... ... ... ... t» 

99 99 5 |, ... ... ... ... 99 

To Stores Account 

(Being the amount of materials issued from Stores to each 
particular Job as ascertained from the Stores Issued Analysis.) 


L.F. 


Rs. 

3,200 

4,000 

2,400 

1,600 

800 


800 

1,000 

600 

400 

200 


5,600 

7,000 

4,200 

4,800 

2,400 


Rs. 


12,000 


3,000 


24,000 
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JOURNAL ENTRIES— Contd. 


(4) Job No. 1 Account 

o 

tt It “ tt ••• ••• ... 

Q 

tt ft U ft •»• ••• ••• 

4 

rt rt ’ tt ••• ••• ••• ••• 

tt tt ^ tt ... ... ... ... 

To Chargeable Expenses Account 
(Being the amount to be charged to each particular Job for 
Chargeable Expenses incurred during the period as per 
Chargeable Expenses Analysis.) 

(5) Job No. 1 Account 

tt »r 2 tt ••• ••• ... ••• 

tt tt 3 tt ••• ... ••• ••• 

To Works Oncost Account 

(Being the amount of Factory Oncost charged to each completed 
Job at 80% of Direct Wages.) 

(6) Job No. 1 Account 

m >t 2 ^ ... ... 

tt tt 2 tt ... ... ... ... 

To Office Oncost Account 

(Being the amount of Office Oncost charged to each completed 
Job at 10% on Works Cost.) 

(7) Completed Jobs Account ... 

To Job No. 1 Account 

tt tt tt 2 tt 

(Being the sale price of each completed Job credited to the Job 
Accounts.) 

(8) Finished Goods Account 

To Job No. 3 Account 

(Being the Gross Cost of Job No. 3 transferred to Finished 
Stock Account, as the Job was for the purpose of Stock.) 

(9) Job No. 1 Account 

tt tt 2 tt ••• ... ••• ••• 

To Profit & Loss on Completed Jobs Account 
(Being profits on above mentioned Jobs transferred.) 

(10) Sales from Stock Account 

To Finished Goods Account 

(Being the Sale Price of the finished gocds sold frcm Stock 
during the period.) 

(11) Work-in-Progress Account 

To Job No. 4 Account 

tt tt a 5 ,, 

(Being the transfer of Incomplete Job to Work-in-Progress 
Account at Prime Cost.) 

(12) Works Oncost on Work-in-Progress 

To Works Oncost Account 

(Being the amount of Factory Oncost incurred on Incomplete 
Jobs charged to the former Account at 80% of Direct Wages 
on such Jobs.) 

(13) Office Oncost on Work-in-Progress Account 

To Office Oncost Account 

(Being the amount of Office Establishment Expenses charge¬ 
able to Incomplete Jobs debited to former Account at 10% 
on Works Cost to-date.) 


L.F. 

Rs. 


400 

500 

300 

160 

80 


2,560 

3,200 

1,920 


1,256 

1,570 

942 


34,000 


10,362 


1,184 

1,730 

1 


7,000 


10,440 


1,920 


1,236 
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JOURNAL ENTRIES— Contd, 


(14) Stock of Finished Goods Account 
To Finished Goods Account 

(Being the value of Stock of Finished Goods at the time of 
closing brought into account.) 


Dr. 


IL.F. 


(15) Finished Goods Account 

To Profit & Loss on Sale of Finished Goods Account 
(Being Profit on Sale of Finished Goods transferred.) 


Dr. 


( 16 ) 


(17) 


Manufacturing Account ... ... ... Dr. 

To Completed Jobs Account 
„ Sales from Stock Account 

(Being the transfer of credit balances on Nominal Accounts to 
Manufacturing Account.) 

Direct Wages Account ... ... ... ... Dr. 

„ Materials Account 
Stores Account 
Chargeable Expenses Account 
Works Oncost Account 
Office ,, ,, ... ... 

To Manufacturing Account 

(Being the transfer of debit balances on Nominal Accounts 
to Manufacturing Account) 

(18) Profit and Loss on Completed Jobs Account ... ... Dr. 

„ „ „ „ Sale of Finished Goods Account ... „ 

To Manufacturing Account 

(Being profit on the above accounts transferred to Man¬ 
ufacturing Account.) 


Rs. 

5,000 


1,638 


41,000 


Rs. 

5,000 

1,638 


34,000 

7,000 


12,000 ! 
3,000 I 
24,000 " 
1,440 j 
9,600 ! 
5,004 


| 55,044 


2,914 

1,638 


4,552 


Job Cost Ledger 
JOB NO. 1 ACCOUNT 




JH 

2 

w 

V 

CO 

<u 

00 

i § 

Works 

On¬ 

cost 

Office 

On¬ 

cost 

I 

! 



rt 

s 

£ 

8. 

<-> u 


(1) 

(2) 

(3) 

(4) 

To Direct Wages 
„ Direct Materials 
„ Stores (Materials) 

„ Chargeable Expenses ... 

Rs. 

800 

5,600 

~Rsi 

3,200 

j Rs. 

400 

Rs. 

RsT 

By Completed 
Jobs A/c. 

Rs. 

15,000 (7) 

j 



6,400 

3,200 

400 


. 


| 

(5) 

Prime Cost ... 
„ Works Oncost 80% on 
Wages 


10,000 


2,560 



j 




10,000 


2,560 




(6) 

Works Cost ... 
„ Office Oncost 10% on 
Works Cost 



12£60 


1,256 



(9) 

Gross Cost ... 
„ Profit and Loss on Jobs 
Account 

(profit transferred). 





13,816 

1,184 







Rs. 

15,000 

Rs. 

15,000 

— 
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JOB NO. 2 ACCOUNT 


— 

Materials 

Wages 

Charge¬ 

able 

Expenses 

Works 

On¬ 

cost 

Office 

On¬ 

cost 

— 


( 1 ) 

(2) 

( 3 ) 

( 4 ) 

To Direct Wages 
„ „ Materials 

„ Stores (Materials) 

„ Chargeable Expenses ... 

Rs. 

1,000 

7,000 

I 

Rs. 

4,000 

f 

Rs. 

500 

Rs. 

Rs. 

By Complet¬ 
ed Jobs A/c. 

Rs. 

19,000 (7) 



8,000 

4,000 

500 





(5) 

Prime Cost ... 
„ Works Oncost 80% 
on Wages 


12,500 

1 | 

3,200 




(6) 

Works Cost ... 
„ Office Oncost 10% 
on Works Cost 

• 

i 

15,700 

V_ 

j 

! 1,570 


1 

(9) 

Gross Cost ... 
„ Profit and Loss on 

Jobs Account 
(profit transferred) 




i 

i 

17,270 

I 1,730 

1 






j 


Rs. 19,000 

Rs. ! 

19,000 











JOB NO. 3 ACCOUNT 


— 

Materials 

Wages 

1 

Charge¬ 

able 

Expenses 

Works 

On¬ 

cost 

Office 

On¬ 

cost 

— 

1 

1 

j 

(1) To Direct Wages 

(2) „ „ Materials 

(3) „ Stores (Materials) 

(4) „ Chargeable Expenses ... 

Rs. 

600 

4,200 

Rs. 

2,400 

Rs. 

300 

Rs. 

Rs. 

By Finished 
Goods A/c. 

Rs. 

10,362 (8) 


4,800 

2,400 

300 




* 

Prime Cost ... 
(5) M Works Oncost 80% 
on Wages 


7,500 


1,920 




Works Cost ... 
(6) „ Office Oncost 10% on 

Works Cost ... 



9,420 

i-.. 


942 



Gross Cost ... 





10,362 







Rs. 

10,362 

R8. 

10,362 
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JOB NO. 4 ACCOUNT 



CO 

3 

CO 

O) 

Charge¬ 

able 

Expenses 

Works 

Office 




Wi 

V 

"cs 

s 

bO 

C9 

& 

On¬ 

cost 

On¬ 

cost 




Rs. 

Rs. 

Rs. 

Rs. 

Rs. 


Rs. 

(1) To Direct Wages 

(2) „ Direct Materials 

400 

1,600 




By Work-in- 
Progress A/c. 

6,960 (11) 

(3) „ Stores (Materials) 

(4) „ Chargeable Expenses ... 

4,800 


160 






5,200 

1,600 

160 







*v 







Rs. 

6,960 




Rs. 

6,960 










JOB NO. 

5 ACCOUNT 




in 

CO 

<u 

CO 

u & 
bO i> c 

Works 

Office 




u 

O) 

ns 

s 

bo 

ns 

£ 

ss & 

U W 

On¬ 

cost 

On¬ 

cost 


i 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

n 

Rs. 

(1) To Direct Wages 


800 




By Work-in- 

* 

(2) „ Direct Materials 

200 





Progress A/c. 

3,480 (11) 

(3) „ Stores (Materials) 

(4) ,, Chargeable Expenses ... 

2,400 


80 






2,600 

800 

80 


* 












Rs. 

3,480 




Rs. 

3^480 

_ _ . . 

_ 


— 



_ . 1 



Cost Ledger 

DIRECT (PRODUCTIVE) WAGES ACCOUNT 


(17) To Manufacturing Account .. 

! Rs. 

12,000 

By Sundry Job Accounts 

Rs. 

12,000 (1) 

DIRECT MATERIALS ACCOUNT 

(17) To Manufacturing Account ... 

Rs. 

3,000 

|| Rs. 

By Sundry Job Accounts ...jj 3,000 (2) 

STORES ACCOUNT 

(17) To Manufacturing Account ... 

1 Rs. 

! 24,000 

1 

i 

By Sundry Job Accounts ...j 

Rs. 

24,000 (3) 

CHARGEABLE EXPENSES ACCOUNT 

(17) To Manufacturing Account ... 

i 

Rs. 

1,440 

By Sundry Job Accounts 

Rs. 

: 1,440 (4) 
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WORKS ONCOST ACCOUNT 


(17) To Manufacturing Account ... 

Rs. 

9,600 

By Sundry Job Accounts 
„ Office Oncost on Work-in- 
Progress 

' Rs. 

7,680 (5) 

1,920 (12) 

Rs. 

9,600 

Rs. 

9,600 


_ 

... 



OFFICE ONCOST ACCOUNT 



i Rs. 

"" " ■ 

Ks. 

(17) To Manufacturing Account ... 

5,004 

By Sundry Accounts 
„ Office Oncost on Work-in- 

3,768 (6) 



Progress 

1,236 (13) 

Rs. 

5,004 

Rs. 

5,004 


COMPLETED JOBS ACCOUNT 



!| Rs. 

r Rs. 

(7) To Sundry Job Accounts 

... i 34,000 By Manufacturing Account 

:l 

... 34,000 (16) 


FINISHED GOODS ACCOUNT 


i 

(8) To Job No. 3 ... ...' 

(15) „ Profit on Sale of Stock 

Rs. 

10,362 

1,638 

By Sales from Stock ... 

„ Stock of Finished Goods 

!| Rs. 
i 7,000 (10) 
5,000 (14) 

rs.; 

i 12,000 

Rs. 

12,000 

1 




PROFIT AND LOSS ON COMPLETED JOBS ACCOUNT 


(18) To Manufacturing Account ... ! 

Rs. 

2,914 

i 

By Sundry Job Accounts 

Rs. 

2,914 (9) 

SALES 

FROM STOCK ACCOUNT 


(10) To Finished Goods .. | 

1 Rs. 

7,000 

By Manufacturing Account 

'I Rs. ^ 
7,000 (16) 


WORK-IN-PROGRESS ACCOUNT 


! 

(11) To Sundry Job Accounts 

Rs. 

10,440 

By Balance c/d. 

Rs. 

j 10,440 

To Balance b/d. 

10,440 


j 


WORKS ONCOST ON WORK-IN-PROGRESS ACCOUNT 


(12) To Works Oncost 

Rs. 

_1,920 

By Balance c/d. 

... 

Rs. 

1,920 

To Balance b/d. 

1,920 





OFFICE ONCOST ON WORK-IN-PROGRESS ACCOUNT 


(13) To Office Oncost 

Rs. 

1,236 

By Balance c/d. 

Rs. 

1,236 

To Balance b/d. 

1,236 


' 
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STOCK OF FINISHED GOODS ACCOUNT 


(14) To Finished Goods 


Rs. 

5,000 

By Balance c/d. 

Rs. 

5,000 

To Balance b/d. 

... 

5,000 


* 


PROFIT AND LOSS ON SALE OF FINISHED GOODS ACCOUNT 


(18) To Manufacturing Account 

1 Rs. 
1,638 

By Finished Goods 

Rs. 

1,638 (15) 

MANUFACTURING ACCOUNT 



Rs. 


Rs. 

(16) To Completed Jobs 

34,000 

By Direct Wages 

12,000 (17) 

(„) „ Sales from Stock 

7,000 

„ „ Materials ...; 

3.000 <„) 

„ Balance c/d. 

18,596 

„ Stores (Materials) ...i 

„ Chargeable Expenses ..J 

„ Works Oncost ... ...'; 

„ Office Oncost ... ...! 

„ Profit on Completed Jobs 
„ Profit on Sale from Stock 

24,000 („) 
1,440 (,,) 
9,600 („) 
5,004 (,.) 

, 2.914 (18) 

! 1.638 („ 

Rs. 

59.596 

Rs. 

l! 59.596 ' 



By Balance b/d. 

ii 18,5% 


TRIAL BALANCE 


As at 30 th June 1943 




■ 

-- 

i Rs - 

Rs. 

Work-in-Progress Account 




10,440 | 


Works Oncost on Work-in-Progress Account 




1,920 | 


Office Oncost on Work-in- Progress Account 




1,236 


Stock of Finished Goods Account 

• • • 



| 5,000 1 


Manufacturing Account 



Rs. 

! 18,5% 

I 18,596 

! 18,5% 


Note.— The student should very carefully follow up the postings of the Journal 
Entries to the various Ledger Accounts concerned, and in order to facilitate this, every 
item on the Ledger Account is marked with a number representing its corresponding 
Journal Entry number. 

Problem 441 


An article which is used in manufacture and which forms an important item 
in Costing appears in the Stores Ledger as under : — 


1943 


(A) 

Rs. a. 

Rs. 

1 

1943 1 


(A) 

Rs. a. 

Rs. 

Jan. 1 

Stock 

... 2,000 

2 0 

4,000 

Jan. 26 j 

Issues 

... 4,400 

2 0 

8,800 

20 

Received 

... 4,200 

2 4 

9,450 

Feb. 26 1 


... 3,800 

2 4 

8,550 

Feb. 10 

»» 

... 3,600 

2 6 

8,550 

Mar. 23; 


... 4,200 

2 6 

9,975 

Mar. 12 

99 

500 

2 8 

1,250 

1 

Balance 

600 

5 9J 

3,350 

16 

99 

... 2,700 

2 12 

7,425 








13,000 


30,675 



13,000 

. ! 30,675 

1 


Quantities are shown in the column headed (A) on the debit side, at cost per unit; 
on the credit side at the value as charged in the Cost Sheets. 

The practice has been to price the issues at the average cost price of the preceding 
month. Upon preparation of the annual accounts, the valuation of stock in hand is 
adjusted in accordance with the usual principle. State whether, in your opinion, the 
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method adopted in preparation of costing statements is correct, and, if not, what modifi¬ 
cations are required. 

Recast the account accordingly. 

Solution 



— |'Quantity 

Price 

[Amount 

1 



Quantity 

Price 

Amount 

1943 



Rs. a. 

Rs. 

1943 

" 

" 

Rs. a. 

Rs. 

Jan. 1 

Balance b/fd. 

2,000 

2 0 

4,000 

Jan. 26 

Issues 

2,000 

2 0 

4,000 

„ 20 

Received ... 

4,200 

2 4 

9,450 


>» ... 

2,400 

2 4 

5,400 

Feb. 10 


3,600 

2 6 

8,550 

Feb. 26 

»i ••• 

1,800 

2 4 

4,050 

Mar. 12 


500 

2 8 

1,250 



2,000 

2 6 

4,750 

„ 16 | 


2,700 

2 12 

7,425 

Mar. 23 

,i ••• 

1,600 

2 6 

3,800 







it 

500 , 

2 8 

1,250 




i 




2,100 

2 12 

5,775 




i 



Balance c/d. 

600 

2 12 

1,650 



13,000 

Rs. 

_30»675 



13,000 

Rs. 

30,675 

Mar. 24 

Balance b/d. 

600 

2 12 

1,650 

i 


i 




The method adopted in the question, regarding issues, is hardly desirable, as current 
prices are likely to fluctuate considerably. As the receipts are few in number, it would 
be preferable to charge out the issue to jobs or contracts on the principle of “First in, 
first out This is the principle followed in working out the above Account. Stock 
at the close of accounting period must be valued at cost or market price whichever is 
the lower. Marking issues at average price of stores in hand is likely to involve fractions 
and on these grounds alone it would not be advisable to charge them at that price, 
especially if fractions are ignored in calculating amounts—this giving rise to a difference 
on the Stores Account. 

Problem 442 

X and Co. are invited to give their quotation for 60,000 tons of a particular 
commodity. The firm’s total cost of production is ascertained at Rs. 550 per ton, but 
they are informed by the contractees that the Contract cannot be placed at 
more than Rs. 520 per ton. The overhead charges of X and Co. (included in the total 
cost of production) amount to Rs. 50 per ton, and these include Management and Depre¬ 
ciation charges. Would X and Co. be justified in reducing their quotation to Rs. 520 
per ton, and if so, under what circumstances ? 

Solution 

According to the figures given, the acceptance of the contract at Rs. 520 per ton 
would involve the firm in a clear loss of Rs. 30 per ton. As Rs. 550 per ton is the 
cost of production, the profit element of course does not enter. Considering these facts 
only, it would not be advisable for the firm to take the contract &t the price at which 
it is offered to them. Consideration of some further points, however, may justify the 
firm in accepting this order. The points are as follows : — 

(a) If the depreciation charge, included in Rs. 50 for Management and Deprecia¬ 
tion, does not exceed Rs. 20 per ton, then the acceptance will not involve a loss in respect 
of depreciation, but there will arise a loss in respect of management expenses only. 

(b) Following the usual rule that an increased production brings about a lower 
oncost rate, it would be advisable to take the order and keep the factory busy, provided 
it is able to cope with the increased production without any addition to,the overheads. 
This again may have to be done at the sacrifice of more profitable work, and also where 
there is likelihood of more business coming in the (near future, the factory running at 
present at 50 to 60 per cent only of its full working capacity. 

(c) If certain raw materials, which have been carried by the firm since some 
time past, can be profitably used in the 60,000 tons contract, it would be better to accept 
the contract than allow the raw materials to fall considerably in value owing to deteriora¬ 
tion, etc. This would enable the factory to clear their stock on hand, and save the firm 
from a heavy loss, especially if the materials even at present are valued at more 
than their current market price. 
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Problem 443 


On the 30th April 1942, a carpet manufacturer desired to quote for a contract 
for the supply of 2,500 carpets. From the following data, prepare a statement showing 
the price to be quoted to give the same percentage of net profit on turnover as was 
realized during the six months to 31st March 1942: — 

Rs. 


Stock of Materials 1st October 1941 .. * 

Stock of Materials 31st March 1942 
Purchases of Materials six months to 31st March 1942 
Factory Wages „ „ „ 

Indirect Charges „ „ „ 

Sales »> » ft 

Completed Stock in hand 1st October 1941 
„ „ „ 31st March 1942 


.. 50,000 

.. 7,000 

.. 75,000 

.. 1,50,000 
.. 25,000 

.. 2,70,000 
.. Nil 
.. 50,000 


The number of carpets manufactured during the six months was 6,000, including 
those sold and those in stock at the close of the period. The carpets to be quoted for are 
of uniform size and quality and similar to those manufactured during the six months to 
31st March 1942. As from 1st April 1942, the cost of factory labour has increased by 
10 per cent. 


Solution 


COST AND PRODUCTION SHEET 
For 6 Months ended 31st March 1942 
(Output—6,000 Carpets.) 



Cost per 
1,000 

, Total 

I 


Rs. 

To Opening Stock of 

Materials ... 50,000 

„ Materials Pur¬ 
chased ... 75,000 

Rs. a. p. 

Rs. 

By Cost of Output c/d. 

Rs. 

2.93,000 

1,25,000 

Less Closing stock 7,000 

j 

i 




1,18,000 

19,666 10 8 

1,18,000 



t , Factory Wages 

25,000 0 0 

1,50,000 



Prime Cost 
„ Indirect Charges 

44,666 10 8 
4,166 10 8 

2,68,000 

25,000 



asr^ ■‘-K-Rs. 

48,833 5 4 

2,93,000 

Rs. 

2,93,000 

To Cost of Output b/d. 

48,833 5 4 

' 2,93,000 

By Closing Stock of Finished! 

Goods ...j 

„ Cost of Goods sold c/d....! 

50,000 

2,43,000 

Rs. 

48,833 5 4 

2,93,000 

Rs. ! 

2,93,000 

To Cost of Goods Sold b/d. ... 
„ Profit on Turnover (10%) 

... 

2,43,000 

27,000 

i 

By Sales 

2,70,000 > 


Rs. 

2,70,000 

Rs. 

2,70,000 

. , ., 
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ESTIMATE FOR 2,500 CARPETS 


— 

Per 1.000 

Estimated 
cost of 2,500 

' 

Materials Required ... ...! 

Factory Wages (Plus 10%) 

Indirect Charges ~ 

Total Estimated Cost Rs. 

Add Profit l/9th on Cost (to give 10% on Turi 
Z * tu ' ' '' jii'i Amount of Estim 

Rs. a. p. 
19,666 10 8 
27,500 0 0 
4,166 10 8 

Rs. a. p. 
49,166 10 8 
68.750 0 0 
10,416 10 8 

51,333 5 4 

aover) 

ate = Rs. 

1,28,333 5 4 

14,259 4 2 

1,42,592 9 6 


Problem 444 


Below is enumerated expenditure in the manufacture of X: — 

/ Three months ended 

31-12-1941. 
Rs. 

28,000 
6,900 
1,340 
63,500 
2,400 
1,060 
400 
2,000 
300 

LP00 

<&00(p M- 
2,500 


/ Raw Materials 
Fuel 

Electric Power 

v Process and General Wages 
Repairs 
Haulage 

Light and Water 
Rent 

Rates and Insurance 
Salaries and General Expenses 
Administration 
Depreciation 




Rs. 1,20,400 

Tons Manufactured .. .. 17,200 

Prepare a Cost Sheet showing the cost per item and total cost, per ton, for the 
period. 

Solution 

COST SHEET 



Three months ended v 
31-12*41 

Output 17,200 Tons 


■ 


- - - — 

" ■ _ 

Cost per Ton. 

Total. 





Rs. 

a. p. 

Rs. 

Raw Materials 

... 

• •• ••• 

... 

1 

10 0 -5 

28,000 

Process and General Wages 

... 

... 

... 

3 11 0*8 

63,500 



Prime Cost 

Rs. 

5 

5 1 *3 

. 91,500 

Works Expenses:— 







Fuel 

... 

... ... 

... 

0 

6 5 

6,900 

Power 

A • 

... ... 


0 

1 3 

1,340 

Repairs 

... 

... ... 

... 

0 

2 2 7 

2,400 

Haulage 

... 

... ... 

... 

0 

0 11 *9 

1,060 

Light and Water 

... 

• •• Ma 

... 

0 

0 4 *5 

400 

Rent 

• •a 


... 

0 

1 10 '3 

2,000 

Rates and Insurance 

... 

••• ••• 

... 

0 

0 3-4 

300 

Depreciation 


••• vvft 

... 

0 

2 3 *9 ) 

2,500 

Salaries and General Expenses 

... 

... 

0 

f 

6 6 1 

7,000 



Works Cost 

Rs. 

6 11 4 1 

1,15,400 

Administrative Cost 

... 

... ... 

... 

0 

4 7-9 

5,000 



Final Cost = 

Rs. 

1 7 

o 

° 

1,20,400 
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Problem 445 

. Two types of' articles A and B are produced in a factory, in which the mate¬ 
rials used are identical and in which each undergoes two processes, factory and finishing. 
The wages are separately recorded ; mat er i als used and general expenses are divided 
in output ratio; factory and finishing charges are apportioned in the labour ratio of 
each process. 

You are required to prepare a statement of process cost per hundred articles from 
the following particulars, and to show the percentage of profit, if the selling price of 
article A is 4 annas and of article B, 5 annas. 

Output A .. 3,18,600 Output B .. 1,27,440 1 

Rs. 


Factory Materials— 
Opening Stock 
Purchases 
Closing Stock 
Finishing Materials— 
Opening Stock 
Purchases 
Closing Stock 
Factory Wages, Av 

a a B 

Finishing Wages, A 

it it B 

Factory Charges 
Finishing Charges 
General Expenses 


3,800 
, 9,200 
3,200 

15.600 
11,400 

6,400j 
2,400P 
✓ 5,400* 
2,200 

12.600 


Solution 


STATEMENT OF COST 


Factory Process: 

Materials—Opening Stock 
Add Purchases 


Less Closing Stock 


Wages ... 

Factory Charges ... 


Finishing Process : 
Materials—Opening Stock 
Add Purchases 


Less Closing Stock 


Wages 

Finishing Charges 


Total Cost : 

Factory Process ... 
Finishing Process 
General Charges ... 


Rs. a. p. 

9,600 0 0 
27,200 0 0 

36,800 0 0 
7,400 0 0 

A 

Rs. a. p. 

29,400 0 0 
27,000 0 0 
5,400 0 0 

21,000 0 0 
15,600 0 0 
3,120 0 0 

61,800 0 0 

39.720 0 0 

3,800 0 0 
9,200 0 0 

: 

13,000 0 0 

3.200 0 0 

9.800 0 0 

8.800 0 0 

2.200 0 0 

7,000 0 0 
6,400 0 0 
1,600 0 0 

20,800 0 0 

15,000 0 0 

61,800 0 0 

20,800 0 0 

. 12,600 0 0 

39,720 0 0 
15,000 0 0 
9,000 0 0 

95,200 0 0 

63,720 0 0 


600 0 0 










622 


typical problems in advanced accounting 


n/ STATEMENT OF COST— (Continued) 



As. a. p. 
)Y 20 0 0 

Rs. a. p. 

Cost per 100 Articles 

24 11 3 

Selling Price per 100 articles ... 

• ' 25 0 0 

31 4 0 

Profit Rs. 

5 0 0 

6 8 9 

Percentage of Profit on Cost ... 

25 

26*5 


Problem 446 

The following details are extracted from the costing records of an Oil Mill for 
the year ended 31st March 1943 : — 

Purchase of 5,000 tons of Copra, Rs. 2,00,000. 


• 

Crushing Plant. 

Refining Plant. 

Finishing. 


Rs. 

Rs. 

Rs. 

Cost of Labour 

.. 2,500 

1,000 

1,500 

Electric Power 

600 

360 

240 

Sundry Materials 

100 

2,000 

.. 

Repairs to Machinery & Plant 280 

330 

140 

Steam 

.. 600 

450 

450 

Factory Expenses 

.. 1,320 

660 

.220 

Cost of Casks 

•. 

.. Rs. 7,500 



3,000 tons Crude Oil were produced. 2,500 tons of Oil were produced by the refin¬ 
ing process. 2,480 tons of Refined Oil were finished for delivery. 

Copra Sacks sold .. .. .. .. Rs. 400 

1,750 tons of Copra Residue sold .. „ 11,000 

Loss in Weight in Crushing .. .. 250 tons 

450 tons of by-products obtained from refining process Rs. 6,750 

You are required to show the Accounts in respect of each of the following stages 
of manufacture for the purpose of arriving at the cost per ton of each process, and the 
total cost per ton of the finished oil: — 

(a) Copra crushing process, (b) Refining process, (c) Finishing Process, including 
Casking. 

Solution 

(a) COPRA CRUSHING PROCESS ACCOUNT 


1 

j 

To Copra ... ...! 

„ Labour 
„ Electric power 
„ Sundry Materials 
„ Repairs to Machinery 
and Plant 
„ Steam 

„ Factory Expenses 

Tons. 

5,000 

i 

Rs. 

2,00,000 

2,500 

600 

100 

280 

600 

1,320 

By Sales, Copra residue ... 
„ „ Copra Sacks 

„ Balance—being cost of 
Crude Oil produced ... 
„ Loss of weight in process 

Tons. 

1,750 

*3,000 

250 

Rs. 

11,000 

400 

1,94,000 


5,000 

2,05,400 


5,000 

2,05,400 





—_ 

_ . 


Crushing Process Cost per ton = Rs. 64-10-8. 
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(b) REFINING PROCESS ACCOUNT 


1 

To Cost of Crude Oil 
„ Labour 
„ Electric Power 
„ Sundry Materials 
„ Repairs to Machinery 
and Plant 
„ Steam 
„ Factory 

Tons. 

3,000 

Rs. 

1,94,000 

1,000 

360 

2,000 

330 

1 450 

660 

By By-Products 
„ Balance—being cost of 
Refined Oil produced 
„ Loss of weight in process 

Tons. 

450 

2,500 

50 

Rs. 

6,750 

1,92,050 

3,000 

i ——-- 

1,98,800 

3 , 090 ! 

1,98,800 








Cost of Refining Process per ton = Rs. 76-13-1 


(c) FINISHING PROCESS AND CASHING 


To Cost of Refined Oil 
„ Labour 
„ Electric Power 
„ Repairs to Machinery and 
Plant 
„ Steam 

„ Factory Expenses 
„ Cost of Casks 

Tons. 

2,500 

Rs. 

1,92,050 

1.500 
240 

140 

450 

220 

7.500 

By Balance—being cost of 
Finished and casked oil 
„ Loss of weight in Process 

Tons. 

2,480 

20 

I 

Rs. 

2,02,100 

i 

! 


2,500 

2,02,100 


2,500 

12.02,100 


'il 


Total Cost of Finished and Cashed Oil per ton = Rs. jil-7-10 


Problem 447 


The following are the balances, of the Impersonal Ledger of a Colliery, relating 
to revenue at the end of the year: — 



Rs. 

Wages paid for Coal Production 

.. 5,80,000"' 

Coal for Colliery Consumption 

.. 45,000 

Timber used in Coal Production 

.. 64,000 

Ropes do. do. 

.. 12,000 

Stores do. do. 

.. 76,000 

Royalties paid 

.. 42,000 ' 

General Charges chargeable to Coal Production 

.. 70,000/ 

Salaries chargeable to Coal Production 

.. 36,000 ^ 

Coal sold (including Colliery consumption), 1,12,000 tons 8,84,000 

Wages paid for coke-making 

.. 50,000 

Stores used for coke-making 

.. 37,00tf' 

Salaries chargeable to coke-making 

.. 8,000 

Coke sold 43,500 tons 

.. 5,40,000' 


The stock of Coal at the beginning of the year amounted to 7,000 tons valued at 
Rs. 5 per ton, and at the end of the year 15,000 tons valued at a similar rate. The stock 
of Coke at the beginning of the year amounted'to 2,000 tons valued at Rs. 10 per ton, 
and at the end of the year 500 tons valued at a similar rate. 

The total production of the Colliery was 1,85,000 tons of Coal and 42,000 tons of 
Coke; 65,000 tons of Coal being used for coke-makmgr~ . 

Prepare separate Production Accounts for Coal and Coke showing the cost of each 
item of expense per ton of coal and coke respectively, taking Coal used for Coke-making 
at Cost price, working to two places of decimals only. (G. D. A.) 
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Solution 

COAL PRODUCTION ACCOUNT 


— 

i Cost per 
; Ton 

Details 

i 

Cost 

— 



| Ks. 

Ks. 

Ks. 

| 

Rs. 

To Stock 7,000 tons at 




By Sales, (including colliery con-J 


Rs. 5 ... 

i 


35,000 

sumption) 112,000 Tons 

8,84,000 

„ Wages ... 

3T4 

5,80,000 


„ Coke Production 65,000 Tons 

„ Coal for Colliery 



at Rs. 5 per ton 

3,25,000 

Consumption 
„ Timber used in Coal 

•24 

45,000 


„ Stock of coal, 15,000 tons at 
Rs, 5 per ton ... 

75,000 

Production 

•35 

64,000 



„ Ropes „ 

*06 

12,000 




„ Stores „ 

•41 

76,000 




M Royalties paid ...i 

•23 

42,000 




„ General Charges ... 

*38 

70,000 

| 



„ Salaries 

*19 

l 

36,000 




„ Production of 185,000 

j 





tons at 

i 500 


9,25,000 



„ Profit ... 

1 


3,24,000 




: 

Rs. 

12,84,000 

Rs. 

12,84,000 








COKE PRODUCTION ACCOUNT 


1 

Cost per 
Ton j 

1 

! 

Details 

Cost 

— 



Rs. 

I Rs. 

Rs. 


Rs. 

To Stock 2,000 tons at 


i 

j 


By Sales 43,500 Tons 

5,40,000 

Rs. 10 per ton 



20,000 

„ Stock, 500 Tons at Rs. 10 

5,000 

,, Coal Consumed 


i 




65,000 tons at Rs. 5 ... 

774 

3,25,000 




„ Wages 

1*19 

50,000 




„ Stores 

•88 

37,000 




*, Salaries Chargeable 

*19 

8,000 j 




„ Production of 






42.000 Tons at 

1000 


4,20,000 



Profit 



1,05,000 





Rs. 

5,45,000 

Rs. 

5,45,000 


Problem 448 v 


What do you understand by (1) Oncost, (2) Factory Oncost, and (3) General 
Oncost ? 


From the following particulars you are required to prepare a statement showing 
(a) the cost of materials used; (b) the works cost; (c) total cost, (d) the percentage of 
works oncost to productive wages, and ( e) the percentage of general oncost to works 
cost:— 


Rs. 

Stock of Finished Goods, 31st December 1942 .. 56,000 

Stock of Raw Materials, 31st December 1942 .. 25,600 

Purchases .. .. . . .. .. 5 , 84,000 

Productive Wages . . 3 , 97,600 

Sales of Finished Goods .. .. .. 11 , 84,000 













COST ACCOUNTING 


625 


Rs. 

Stock of Finished Goods, 31st December 1943 . . . . 60,000 

Stock of Raw Materials, 31st December 1943 . . .. 27,200 

Works Overhead Charges .. .. .. .. 87,472 

Office and General Expenses .. .. .. .. 71,048 

The Company is about to send a tender for a large plant. The Costing Department 
estimates that the materials required would cost Rs. 40,000 and the wages to workmen 
for making the plant would cost Rs. 24,000. The tender is to be made at a net profit 
of 20 per cent on the selling price. Show what the amount of the tender would be if 
based on the above percentages. 

Solution 

(1) Oncost is a term used in Cost Accounting, which means expenditure incurred 
at works and at office, not being chargeable directly to any Contract or Job. 

(2) Indirect Expenditure incurred at Factory or Works is termed Factory Oncost. 

(3) General Oncost denotes all Establishment Expenses incurred at office. 

STATEMENT OF COST 


Stock of Raw Materials, 31st December 1942 

Add Purchases 

Rs. 

25,600 

5,84,000 

Rs. 

Less Stock of Raw Materials, 31st December 1943 

6,09,600 

27,200 


(a) Cost of Materials Used . 

Add Productive Wages 

Works Overhead Charges ... ... ... 

- 3,97,600 
87.472 

5,82,400 

4,85,072 

(b) Works Cost 

Add Office and General Expenses ... 

9 y ' 

10,67,472 
j! 71,048 

(c) Total Cost 

Rs/ 

11,38,520 

(d) Percentage of Works Oncost to Productive Wages is 22 0. 

(e) Percentage of General Oncost to Works Cost is 6*6. 




STATEMENT SHOWING THE AMOUNT OF TENDER 



Cost of Materials ... ... ... ... ... 40,000 

Productive Wages ... ... ... ... .... 24,000 

Prime Cost ... ... ... ... ... 64,000 

Works Oncost 22% of Productive Wages ... ... ... 5,280 

Works Cost ... ... ... ... ...; 69,280 

Office Oncost 6*6% of Works Cost ... ... ... ...' 4,572 


Total Cost 

Add net profit being 20% on selling price, 
Cost Price 


equivalent to 25% on 


Amount of Tinder 


73,852 
j 18,463 
| 92,315 


Problem 449 


The Accounts of Zenith Manufacturing Company for the year ended 31st December 


1943, show the following: — 

Drawing Office Salaries ^ 
Counting House Salaries 
Cash discounts allowed 


Rs. 
6,500 
12,600 
2,900 u 


40 
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i. Hs. 

Carriage and Cartage outwards .. .. .. 4,300 

C- „ „ inwards .. .. .. 7,150 

IB Bad Debts written off .. .. .. 6,500 

n Repairs of Plant, Machinery and Tools .. .. 4,450 

g Rent, Rates, Taxes and Insurance, Factory .. .. 8,500 

/(. „ „ „ Office .. .. 2,000 

y Sales .. .. .. 4,61,100 

? Stock of Materials, 31st December 1943 .. .. 62,800 

J „ „ 1st January 1943 .. .. 48,000 

Materials Purchased .. .. .. 1,85,000 

h Travelling Expenses .. .. .. 2,100 

/ Travellers’ Salaries and Commission .. .. 7,700 

* Productive Wages .. .. .. 1,26,000 

—' Depreciation written off Plant, Machinery and Tools .. 6,500 

/'** Depreciation written off Office Furniture .. .. 300 

Directors’ Fees .. .. .. 6,000 

^ Gas and Water, Factory .. .. .. 1,200 

' ? „ „ Office .. .. .. 400 

— 10 Manager’s Salary (Jths Factory, ith Office) .. .. 10,000 

7 General Expenses .. .. .. 3,400 

Prepare a Statement giving the following information : — 

(a) Materials Consumed. 

(b) Prime Cost. 

(c) Factory Oncost and the percentage on Wages. 

(d) Factory Cost. 

(e) General Oncost, and the percentage on Factory Cost. 

(/) Total Cost. 


(g) Net Profit. 


(B. Com.) 


Solution 


STATEMENT SHOWING COST 





Rs. 

Rs. 



Stock of Materials—1st January 1943 

... 

... 

48,000 




Purchases 

... 

... 

1,85,000 







2,33,000 




Less Stock—31st December 1943 


... 

62,800 1 




• 



-: 

1,70,200 

Materials Consumed 

(a) 

Productive Wages 

... 

... 

: 

1,26,000 


Carriage Inwards 

... 

... 

i 

; 

7,150 







3,03,350 

Prime Cost 

(b) 

Drawing Office Salaries 

... 

... 

6,500 




Repairs to Plant and Machinery 

... 

... 

4,450 




Factory Rent, Rates, etc. ... 

... 

... 

8,500 




Depreciation on Plant and Machinery and fools ... 

6,500 i 




Factory Gas and Water 

... 


1,200 ; 




Manager’s Salary (iths share) 

... 

... 

7,500 








(34,650 

Factory Oncost 

(C) 





3,38,000 

Factory Cost 

(<*) 

Discount 



2,900 




Carriage Outwards 



4,300 




Bad Debts 



6,500 




Office Rent, Rates, Taxes ... 



2,000 




Travelling Expenses 



2,100 




Traveller’s Salaries and Commission 



7,700 




Depreciation on Office Furniture 



300 

1 ! 



Counting House Salaries ... 



12,600 




Directors' Fees 



6,000 




Gas and Water (Office) 



400 

| 



Manager's Salary (1th share) 



2,500 




General Expenses 


... 

3,400 ! 

50,700 

General Oncost 

M 

- 



Rs. ! 

3,88,700 

Total Cost 

i 

if) 
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Rs. 

Sales .. .. 4,61,100 

Less Total Cost .. 3,88,700 


( g ) Net Profits Rs. 72,40 0 

Percentage of Factory Oncost to wages is 27.5. 
Percentage of General Oncost to Factory Cost is 15. 

Problem 450 


From the following information, prepare Pig Iron Production Account showing 
cost per ton of each class of expenditure and of the Pig Iron produced: — 


— 

Coal 

Coke 

Limestone 

Iron Ore 

Sundries 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Stock on 1st January, 1943 

4,720 

3,580 

1,450 

3,930 

2,700 

Purchases during the year 

21,880 

29,470 

5,080 

18,690 

7,810 

Stock, 31st December 1943 

3,600 

2,050 

1,530 

3,620 

I 

3,010 


The total production of Pig Iron amounted to 32,000 tons ; Sales of Slag, Rs. 10,500 ; 
General Works Charges, Rs. 4,500, Wages Rs. 17,000. 


Solution 

PIG IRON PRODUCTION ACCOUNT 


(Output 32,000 tons) 


_ 

Cost per 
Ton 

Total 

Cost 

- 

Cost per 
Ton 1 

I 

Total 

Cost 

Rs. f 

To Coal consumed:— 

Stock, 1-1-1943 4,720 

Purchases 21,880 j 

Rs. 

Rs. 

By Sale of Slag 

„ Cost of Production ... 

Rs. j 

0-5-3 I 

3-0-3 

Rs. 

10.500 

96.500 

26,600 

Less— Stock, 

31-12-1943 3,600 

„ Coke consumed:— 

Stock, 1-1-1943 3,580 ! 

Purchases 29,470 | 

0-11-6 

23,000 

; 



33,050 ! 

Less— Stock, 

31-12-1943 2,050 

0-15-6 

31,000 




„ Limestone consumed:— 
Stock, 1-1-1943 1,450 

Purchases 5,080 

|i 

1 

i 


6,530 

Less— Stock, 

31-12-1943 1.530 

i 

0—2-6 

5,000 

| 

i 


„ Iron Ore consumed:— 
Stock, 1-1-1943 3,930 

Purchases 18,690 




22,620 

Less— Stock, 

31-12-1943 3,620 

0-9-6 

19,000 




Carried over Rs . 

2-7-0 

78,000 

Carried over Rs, 

3-5-6 

1,07,000 
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PIG IRON PRODUCTION ACCOUNT— Contd. 


— 

Cost per 
Ton 

Total 

Cost 


Cost per 
Ton 

Total 

Cost 

Brought over ! 
To Sundries:— Rs. 

Stock, 1-1-1943 2,700 

Purchases 7,810 

Rs. I 
2—7-0 

Rs. 

78,000 

Brought over 

Rs. 

3-5-6 

Rs. 

1,07,000 

10,510 ! 

Less— Stock, 

31-12-1943 3,010 

„ Wages | 

„ General Works Charges .... 

0-3-9 

0—8-6 | 
0—2-3 

1 

i 

7.500 
17,000 

4.500 


i ! 

f 

j 

| 

1 

Rs. 

3-5-6 

1.07.000 

Rs. 

3-5-6 i 

1,07,000 


i - 


ii _ _1 

___ 


Problem 451 

In a factory two types of Pianos are manufactured, viz. No. 1 and No. 2. 
From the following particulars, prepare a statement showing cost per Piano and profit 
per Piano sold. There is no opening or closing stock. 

No. 1 No. 2 

Rs. Rs. 

Materials .. .. 36,000 48,400 

Labour .. .. 63,000 83,600 

Works Oncost is charged at 100% on Labour and Office Oncost is taken at 25% 
on Works Cost. 

No. 1 Pianos sold during the period are 180 at Rs. 1,450 each, and No. 2 Pianos 
sold were 220 at Rs. 1,600 each. Ascertain the total profit as per Cost Books from 
the above particulars. 

Also prepare a Profit & Loss Account for the period in the Financial Books, the 
actual Works Expenses being Rs. 1,42,000 and Office Expenses being Rs. 95,700. Prepare 
a reconciliation statement to explain the difference in profits as per the two sets of 
books. 

Solution 


STATEMENT SHOWING COST PER PIANO AND PROFIT PER PIANO SOLD 


— 

No. 1 

No. 2 

Pianos manufactured and sold 

... 

... 

. Jj 

‘*1 

180 

220 




!: 

1' 

Rs. 

i‘ Rs. 

Average cost of materials 

... 

... 

...! 

200 

220 

tt „ of labour 

... 

... 

... 

350 

380 





550 

600 

Works Oncost—100% on labour 

... 

... 

... 

' 350 

380 

Works Cost 



• •• 

900 

950 

Office Oncost—25% on Works Cost 

... 

... 

• t« 

225 

245 

Total Cost ... 


• •• 


1,125 

1,225 

Sale Price per Piano 

... 

• •• 

... 

1,450 

1,600 

Profit per Piano ... 

-a_ - -_ 

... 

... 

Rs. 

_325 

375 
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TOTAL PROFIT AS PER COST BOOKS : — i 
No. 1 180 X 325 = 58,500 . 

„ 2 220 X 375 = 82,500 


Rs. 1,4JL,000 


PROFIT AND LOSS ACCOUNT 


(Financial Books) 



Rs. 

Rs. i! Rs. 

To Materials ... 

84,400 

By Sales ... ... ...ji 

„ Wages ... 

1,46,600 

180 x 1,450 = 2,61,000 !| 

„ Works Expenses 

1,42,000 

220 x 1,600 = 3,52,000 ?! 

„ Office Expenses 

95,700 

- jj 6,13,000 

„ Net Profit 

1,44,300 

ii 

Rs. 

6.13,000 

Rs. 6,13,000 


RECONCILIATION BETWEEN PROFITS AS SHOWN BY THE COST BOOKS 
AND FINANCIAL BOOKS 


Profit as per Cost Books 
Add Excess of Works Oncost over 
Works Expenses:— 
Works Oncost No. 1 
No. 2 


Works Expenses 


Rs. j; Rs. 

I 1,41,000 

63,000 1 
83,600 ji 

-il 

1,46,600 I 
1,42,000 !| 

-ji 4,600 


Less Excess of Office Expenses over Office Oncost 
Office Expenses 
Office Oncost:— 

No. 1 180 x 225 = 40,500 
No. 2 220 x 245 = 53,900 


Profit as per financial books 


ji 1,45,600 

95,700 


94,400 ! 

-j 1,300 

Rs. | 1,44,300 


Problem 452 

* The following particulars are extracted from the books of Alpha Manufacturing 


Company, Ltd., for the year ended 31st December 1943 : — 

Rs. 

Stock of Materials, 31st December 1943 / .. 31,400 

„ „ 1st January 1943 y/ .. .. 24,000 

Materials Purchased / ., .. .. 92,500 

Carriage and cartage outwards .. .. .. 2,150 

,, „ inwards*/ .. .. .. 3,575 

^ Drawing Office Salaries .. .. .. 3,250 

Counting House Salaries .. .. 6,300 

Cash discounts allowed .. .. .. 1,450 

Bad Debts written off .. .. .. 3,250 

^Repairs of Plant, Machinery and Tools .. .. 2,225 

✓ Rent, Rates, Taxes and Insurance—Factory .. .. 4,250 

„ „ „ „ —Office .. .. 1,000 

Sales .. .. .. 2,30,550 

' Travelling Expenses .. .. .. 1,050 

Travellers' Salaries and Commission .. .. 3,850 

Productive Wages - .. .. * 63,000 

^Depreciation off Plant, Machinery and Tools .. 3,250 

„ „ Office Furniture .. .. 150 
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Rs. 

Directors’ Fees .. .. .. 3,000 

+ Gas and Water, Factory .. .. .. 600 

„ „ Office .. .. .. 200 

^ Managers’ Salary (fths Factory ; Jth Office) .. .. 5,000 

General Expenses .. .. .. 1,700 

Prepare a Statement giving the following information: — 

(a) Materials Consumed. 

(b) Prime Cost. 

(c) Factory Oncost and percentage on Wages. 

(d) Factory Cost. 

(e) General Oncost and percentage on Factory Cost. 

(/) Total Cost. 

(g) Net Profit. 


Solution 


STATEMENT SHOWING COST 


Stock of Materials, 1-1-1943 



Rs. ! 
24,000 i 

Rs. 

Purchases 


##| 

92,500 


Add—Carriage Inwards 

... 

... 

3,575 ! 


Less— Stock, 31-12-43 

. 

... 

1,20,075 ‘ 
31,400 


{a) Materials Consumed 


= Rs. 

: 

88,675 

Productive Wages 

... 

... 

1 

.63,000 

(b) Prime Cost 


= Rs. 


1,51,675 

Factory Gas and Water 

••• ••• 

... 

600 

Factory Rent, Rates and Insurance 



4,250 


Drawing Office Salaries 

... ... 

... 

3,250 i 


Repairs to Plant and Machinery 

... 


2,225 1 


Depreciation on Plant and Machinery 

... 

... 

3,250 i 


Manager’s Salary (3/4ths) 

... 

... 

3,750 


(c) Factory Oncost 27’5% on 

Wages {J 

= Rs. 


17.325 

(d) Factory Cost 


= Rs. 


; 1,69,000 

Counting House Salaries 

... ... 

... 

6,300 

Office Rent, Rates, Taxes, etc. ... 

... ... 


1,000 


Gas and Water (Office) 

... ... 

... 

200 ; 


Directors* Fees 

... ,,, 

... 

3,000 

| 

General Expenses 

•«• ... 

... 

1,700 j 

j 

Manager’s Salary (l/4th) 

... 

... 

1,250 ! 

j 

Depreciation of Office Furniture 

... 

... 

150 i 


Carriage Outwards 

... 

... 

2,150 


Discount 

... ... 

... 

1,450 


Travellers' Salaries and Commission 

... ... 

... 

3,850 


Travelling Expenses 

... 

... 

1,050 

- 

Bad Debts 

... 

... 

3,250 

i 

(«) General Oncost—15% on Factory Cost X 

= 

Rs. 

25,350 

(/) Total Cost 



Rs. 

1,94,350 

(g) Net Profit 

... 

= 

Rs. 

36,200 




Rs. 

2,30,550 







Problem 453 

The following figures are disclosed by the books of a Contractor for the year 
ending 31st December 1943: — 
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Rs. 

Work-in-Progress as on 31st December 1942 .. 1,70,000 
Less Advances from Contractees as on 31st 

December 1942 .. .. 1,10,000 


Rs. 


60,000 


TRANSACTIONS DURING THE YEAR 

/ Rs. 

Materials supplied to contracts directly by merchants .. V 12,000 
Materials issued from Stores .. .. .. \/21,000 

Wages .. .. .V 17,000 

Working Expenses .. .. .. v/ 3,000 

Administration expenses (of which Rs. 500 are chargeable , 

to general Profit and Loss Account) .. .. v^,500 ( 

Plant issued .. .. .. ^,000 

Materials returned from contracts directly to merchants 900^- 
Materials returned to Stores .. .. .. 1,100 

Contracts finished .. .. .. 45,000 

Work certified .. .. .. 30,000 

Profit taken upon contracts .. .. ..^23,000 

Advances from contractees .. .. .. 80,000 


Prepare the Contract Ledger Account (as in the General Ledger) and the Total 
Contractees’ Account and show how the Work-in-Progress would appear in the Balance 
Sheet as on 31st December 1943. (B. Com.) 


Solution 


CONTRACT LEDGER ACCOUNT 


To Balance being work-in-progress 
on 1-1-1943 

„ Materials supplied:— Rs. j 

Direct from merchants 12,000 j 
from Stores 21,000 

Rs. 

, 1,70,000 

33,000 

17,000 

3,000 

2,000 

5,000 

23,000 

Rs. 

By Materials returned to 

merchants 900 

„ Do. returned to Stores 1,100 

1 „ Contractees* A/c. — Contracts 
finished 

,, Contractees* A/c.—work certified 
,, Difference, being the value of 
work-in-progress and depre¬ 
ciated value of plant issued | 
and materials at site 

Rs. 

2,000 

45,000 

30,000 

i 

1,76,000 

„ Wages ... 

„ Working Expenses ... 

„ Administrative Expenses 
„ Plant issued 

„ Profit transferred to P. & L. A/c. 

Rs. 

2,53,000 

Rs. 

2,53,000 

To Balance b/d. 

1,76,000 

! 


CONTRACTEES’ ACCOUNT 



l Rs. 


Rs. 

To Contract A/c.—Contracts finished 

1 45,000 

By Balance b/fd. ... ...I 

1,10,000 

„ „ Work certified 

„ Balance c/d. 

30,000 
|! 1,15,000 

„ Bank ... 

80,000 

i 

i 

Rs. 

j 1,90,000 

Rs. 

1,90,000 


'j 

jl 

By Balance b/d. 

1 1,15,000 

1 

. _ - 


- - . - - - 



Work-in-Progress will appear on the Assets side of the Balance Sheet as follows : — 

Rs. Rs. 

Work-in-Progress at end .. .. .. 1,76,000 

Less advances from Contractees against same .. 1,15,000 ^ 

- 61,000 ' 
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Problem 454 


The following 

details appear 

in the 

Contract Ledger of the 

National Building 

Company, Limited 

Stores 

issued. 

Plant 

issued. 

Wages. 

Dr. Total. 

Cr. Works 
Certified. 

Contract No. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

1 

.. 12,000 

7,000 

6,000 

25,000 

20,000 

2 

.. 17,000 

9,000 

8,000 

34,000 

28,000 

3 

.. 11,000 

6,000 

5,000 

22,000 

16,000 

4 

.. 19,000 

12,000 

11,000 

42,000 

36,000 

5 

.. 14,000 

10,000 

9,000 

33,000 

24,000 


The following Balances are extracted from the General Ledger: — 


Rs. 

General Wages (including Rs. 1,000 for Improvement to 
Business Premises) .. .. .. 3,000 

Salaries (including Rs. 800 for salaries of a new draftsman 

chargeable to a new customer, Messrs. Nelson & Co.) 3,540 
Repairs to Plant at Works (including Rs. 500 chargeable 
to the suppliers of a new plant, under a letter of 

Guarantee, Messrs. Napoleon & Co.) .. .. 2,250 

Office Expenses (including Rs. 10 paid as Income-tax on 
the Fees of a Director, Mr. Kitchner) .. .. 1,110 

Fuel, Light and Water .. .. .. 1,200 

Office Rent, Rates and Taxes .. .. .. 700 

Rent, Rates and Taxes of Works .. .. .. 1,100 

Travelling Expenses .. .. .. 1,700 

Carriage on Stores purchased .. .. .. 1,800 

Depreciation of Plant on Work .. .. 1,900 


All the Contractees have paid 75 per cent of the work certified. Draft the Journal 
Entries, to transfer the above items to proper accounts, opening separate accounts for 
Works Expenses and Administrative Expenses and allocating the same over the various 
contracts on the basis you think best for the allocation of such Indirect Expenses with a 
view to ascertain the exact cost of each contract. 


Show also how the “ Work-in-Progress ” would appear in the Balance Sheet 
(Rs. 17,000 being the amount of profit to be taken credit for, on the abovesaid contracts). 

(G. D. A.) 


Solution 


JOURNAL ENTRIES 


1 

Business Premises Account ... ... ... Dr. 

To General Wages Account 

(Being transfer of wages for improvement to Business 
Premises from General Wages Account.) 

L.F.| 

Rs. 

1,000 

Nelson & Co. ... ... ... ... Dr. 

To Salaries Account 

(Being salaries of a new draftsman, chargeable to the former 
account, transferred from the latter account.) 


800 

Napoleon & Co. ... ... ... ... Dr. 

To Repairs to Plant Account 

(Being repairs chargeable to Napoleon & Co., under the 
letter of guarantee.) 

| 

500 

Kitchner's Account ... ... ... ... Dr. 

To Office Expenses Account 

(Being Income-tax on Mr. Kitchner's fees as director 
transferred to his account from the latter account, it 
being presumed that the fees of Directors are not free of Tax.) 

1 

i 

1 

10 
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Problem 478 

A Life Assurance Company allows as Surrender Value 40 per cent of the 
premiums paid on policies in force for three years or more, no such value being allowed 
on those of less than three years’ duration. The policy contracts provide that if the 
premiums due be not paid before the expiry of the days of grace, the policies will 
lapse subject to the Non-Forfeiture clause whereby it is provided that “ If a policy has 
acquired a surrender value and such surrender value has an uncharged balance sufficient 
to cover the premium due, that policy will not be allowed to lapse by reason of non¬ 
payment of such premium but will be kept automatically in force subject to the charge 
of the unpaid premium with interest at 6 per cent per annum.” 

The following information is extracted from the books of the Company and you 
are required to make the necessary adjusting entries as at 31st December 1943 in respect 
of the same giving explanatory narration for each : — 


Policy 

No. 

Sum 

Assured 

Date of 

Commencement 
of policy 
risk 

Number 
of Pre¬ 
miums 
paid 

Annual 

premium 

Debt on 
policy 
on 31st 
Decem¬ 
ber 
1942 

Remarks 

10 

Rs. 

1,000 

1- 7-29 

10 ; 

Rs. 

W 50 ✓ 

Ks. 

“ 200 

1943 premium due. 

370 

5,000 

7-10-30 

11 

{ 150 ^ 

300 1 

Do. 

1030 

1,000 

6- 5-32 

9 

I 40 •' 

80 

Do. 

1507 

6,000 

7- 8-37 

6 

260 

Nil 

1943 premium due and claim 

2010 1 

7,000 ^ 

2- 2-42 

U 1 

300 

Nil 

on 22nd August 1943. 
i 1943 premium due. 


N.B.—Interest on the debt against the respective policies is paid as it became due. 


Solution 

_JOURNAL ENTRIES 

i Loans on Policies Account 
To Premiums Account 

(Being premiums on Policies Nos. 10. 370 and 1030 paid by 
advancing Loans against Surrender Values, as per State¬ 
ment given hereunder.) 

Claims Account 

To Outstanding Claims Account 
„ Premiums Account 

(Being provision for claim outstanding under Policy No. 

1507, after deducting the premium due for the current 
I year.) 

STATEMENT SHOWING THE AMOUNTS AVAILABLE AS LOANS 

ON POLICIES 



Policy 

j Number 

1 of Pre- 

i 

Number 
of Pre-1 

Total 

Number 

Annual 

Total 
| amount 

Surren- 

Debt on 

j miums 

miums 

of Pre- 

Pre- 

of Pre- 

der 

Policy 

No. 

paid in 

paid out 

miums 

mium 

i miums 

Value on 

to 


Cash 

i 

of loan 

I 

paid 

i 

j paid 

31 *12*43 

30-12-42 


! 



Rs. 

Rs. 

Rs. 

Rs. 

10 

10 

4 

14 

50 

700 

280 

200 

370 

i 

11 

2 

13 

150 

1,950 

780 | 

300 

1030 

9 

2 

11 

40 

440 

176 

80 1 

1507 

6 

Nil 

6 

260 

1 

1,560 | 

624 

Nil 

2010 

i 1 

Nil 

1 

| 300 

300 i 

Nil 

Nil \ 


Further 
amount 
avail- - 
able as j 
loan | 


Remarks 


80 'Policy continues 
! under non-for- 
I feiture clause. 
480 
96 

624 Policy becomes 
due 

Vi/ Policy lapses. 


Note. —The above statement is prepared with a view to show how the figures of 
the Journal entries are arrived at. 
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FIRE CLAIM ACCOUNTS 


Problem 479 

State briefly what you understand by “ Loss of Profits Insurance.” What is its 
main advantage and what items would normally be covered by such an insurance ? 

Solution 

Loss of Profits Insurance is a mode of insurance under which provision is made 
against the fall in, or entire loss of, profits for a period following the damage to or the 
destruction of premises, etc., by fire. 

The ordinary Fire Insurance covers the loss of property, machinery or stock, and 
under such insurance the insured is only able to recover the value of the assets des¬ 
troyed. He is, however, unable to recover the additional loss, which necessarily arises, 
due to the stoppage of work, entire or partial, until' the time the Factory premises* are 
reconstructed and work is resumed. During the period of such reconstruction there will 
be no income earned, if the work has stopped altogether, or the income will drop down, 
if the working capacity of the factory is curtailed. Besides, certain standing expenses 
like Rent, Salaries, Wages, cost of removal, debenture- interest, directors’ fees, etc., will 
have to be paid. To cover all these, and to maintain the dividends to shareholders, or 
to allow the partners to make their usual drawings, the Loss of Profits Insurance is taken 
out. It will thus be seen that this Insurance is not only for the purpose of getting the 
net profit lost, but is also for the purpose of securing a business against the expense of 
running the same. 


Problem 480 


Dawson, Ltd., suffered loss by fire. Following is a statement of claims made 
against and admitted by the Progressive Insurance Co., Ltd., and of expenditure incurred: — 

Claimed. Admitted. 



Rs. 

Rs. 


Loss of Profits 

.. 60,000 

40,000 


Stock damaged 

.. 40,000 

20,000 


Stock destroyed 

.. 50,000 

40,000 


Building damaged 

.. 12,000 

10,000 

repairs cost Rs. 11,000. 

Fittings destroyed 

.. 10,000 

9,000 

renewal cost Rs. 9,500. 

Fire expenses 

800 

800 

cost Rs. 800. 


The amounts claimed and admitted for loss of Profits were half in respect of loss 
of Profits in 1941 and 1942, and half in respect of advertising expenditure put to suspense 
in 1940, which it was proposed to write off equally during the 3 years 1941, 1942 and 1943, 
and which had been rendered partly useless. 

Renewals of Fittings (which originally cost Rs. 8,000 and had not been written down) 
and repairs to Buildings were completed by and paid for on 31st December 1941 ; on that 
date the expenses also were paid. The amount admitted was paid by the Insurance 
Company on 1st November 1941. 

Journalise the above in the books of Dawson, Ltd. 


Solution 


JOURNAL ENTRIES 


Stock Destroyed Account 
| Stock Damaged Account 
| To Trading Account 

• (Being value of Stock transferred to the latter Account.) 


L.F. Rs. 
Dr. 50,000 

40,000 


Progressive Insurance Co., Ltd* ... ... ... Dr. 1,19,800 

To Profit and Loss Account 

„ Profit and Loss (Suspense) Account j 

„ Advertising Suspense Account | 

„ Stock Damaged Account j 

„ Stock Destroyed Account I 

,, Buildings Account ! |l 

„ Fittings Account I ij 

„ Fire Expenses Account lj 

(Being the amount of claims admitted by the Insurance i 

Company.) [ j| 


il Rs * 

j| 

j 90,000 


10,000 

10,000 

20,000 

20,000 

40,000 

10,000 

9,000 

800 
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__ _ JOURNAL ENTRIES. — (Contd. ) 

Profit and Loss Account ... ... ... Dr 

To Stock Destroyed Account 
,, Stock Damaged Account 
; f , Buildings Account 

j (Being the amounts of claims not admitted by the Insurance 
| Company.) 

I 

Note.— (1) The damaged (and salvaged) stock may be valued and an entry passed 
debiting Salvaged Stock Account and crediting Profit and Loss Account. On the sale of 
such stock, the former account can be credited. 

(2) The Profit and Loss Suspense Account relates to the year 1942, and should be 
taken to that year’s Profit and Loss Account. 

(3) Advertising Suspense Account must be properly adjusted in accordance with 
the facts of the case. 

(4) Cash received from the Insurance Company will be credited to the Company’s 
Account, and that paid for repairs and renewals would be debited to Buildings and 
Fittings Account respectively. It will be advisable to ignore the profit on Fittings 
Account. 

Problem 481 

A severe fire occurred on the 1st March 1944, at the factory of Byramji & Co., 
Ltd., by which practically the whole of the buildings and contents were destroyed, with 
the exception of the offices. 

The Insurance Company paid a lump sum of Rs. 1,00,000 in respect of the Buildings, 
Rs. 15,000 for the Machinery and Plant, and Rs. 1.20,000 for the Stock, the Salvage being 

sold to Byramji & Co., Ltd., for Rs. 10,000 and deducted from the insurance money on 

settlement. Byramji & Co., Ltd., realised Rs. 20,000 from the Salvage. 

In Byramji & Co.’s books. Land and Buildings stood at Rs. 1,75,000 and the value 

of the buildings not destroyed was Rs. 10,000. the land being valued at Rs. 50,000. 

Machinery and Plant stood at Rs. 16.000 and war. all destroyed. The Stock at the date of 
the last Balance Sheet, 30th June 1943, stood at Rs. 1,35,000. 

The sales for the eight, months amounted to Rs. 3,00,000 and the purchases and 
expenses for that period to Rs. 2,60,000. Expenses in connection with the fire claim 
were Rs. 2,000. 

Show how the above matters should be dealt with in the books of Byramji & Co., 

Ltd. 

Solution 

Messrs. Byramji & Co., Ltd. 

TRADING AND PROFIT & LOSS ACCOUNT 
For the Eight Months ended 1st March 1944. 


Rs. 

To Opening Stock ... ... 1,35,000 

„ Purchases and Expenses ... ;2,60,000 

„ Cost of Salvage taken over ... j 10,000 

„ Net Loss on Land and Buildings ... 15,000 

„ Net Loss on Machinery and Plant ... 1,000 

„ Expenses in connection with Fire 

Claim ... ... ... 2,000 

„ Balance, being net Profit ... 17,000 

Rs. 4,40,000 

Note.— Alternatively, the net Loss on Land and Buildings and Machinery and Plant 
may be treated as a Capital Loss, or written off over a period of years. 

Problem 482 

J. Karaka was fully insured against all loss by fire. A fire occurs on part of the 
premises, and the Insurance Company settles the claim for Rs. 19,400 as follows: — 


Rs. 4,40,000 


| Rs. 

By Sales ... ... ... 3,00,000 

„ Gross Amount allowed for stock 1,20,000 
„ Sales—Salvage ... ... 20,000 
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Plant and Machinery 


Rs. 

5,000 

Buildings 

.. 

7,000 

Stock Destroyed 


3,000 

Stock Damaged 50% of value 


1,800 

Consequential loss: 

Rs. 


Wages paid to retain men 

700 


Incidental outlay 

400 


Loss of Profit 

.. 1,500 



2,600 


Rs. 19,400 


The Plant and Machinery lost was old, and had been entirely written off. Karaka 
decided not to replace it, as his other machinery was ample for his trade. The Buildings 
were repaired at a cost of Rs. 4,500. By expending Rs. 500 on the Damaged Stock, he 
was able to sell it at the full price. Set out the accounts to record the above, showing 
how you would finally deal with the various differences. 

Solution 


FIRE CLAIM ACCOUNT 


To Bank—Wages paid to retain men .. 
„ ,, Incidental Outlay 

„ t p Repairs to Buildings 

M „ Expense on damaged stock 

„ Capital Reserve Account 
„ Profit and Loss Account 


Rs. 
700 
I 400 
4,500 
500 
" 7,500 

; 5,800 


Rs. 


!!- 

j| 19,400 


i Rs. 

By Bank (from the Insurance Co.) ... 19,400 


Rs. 19,400 


It would be prudent to take Rs. 5,000 recovered for Plant and Machinery, as also 
Rs, 2,500 the difference between the amount received on account of damage to Buildings 
and the amount spent for repairing it to Capital Reserve Account, and not treat the same 
as revenue profit, as this is not a profit arising out of the ordinary course of business. 


CONTRACT ACCOUNTS 


Problem 483 

Mr. Richardson undertook a contract for Rs. 75,00,000 on an arrangement that 
80 per cent of the value of the work done, as certified by the architects of the Contractee 
should be paid immediately, and that the remaining 20 per cent be retained until the 
Contract was completed. 

In 1942 the amounts expended were:—Materials Rs. 9,00,000, Wages Rs. 8,50,000, 
Carriage Rs. 30,000, Cartage Rs. 5,000, Sundry Expenses Rs. 15,000. The work was 
certified for Rs. 18,75,000 and 80 per cent of this was paid as agreed. 

In 1943 the amounts expended were :—Materials Rs. 11,00,000, Wages Rs. 11,50,000, 
Carriage Rs. 1,15,000, Cartage Rs. 10,000, Sundry Expenses Rs. 20,000. Three-fourths of 
the Contract was certified as done by the 31st December and 80 per cent of this was 
received accordingly. The value of the unused stock and Work-in-Progress uncertified 
was ascertained at Rs. 1,00,000. 

In 1944 the amounts expended were:—Materials Rs. 6,30,000, Wages Rs. 8,50,000, 
Cartage Rs. 30,000, Sundry Expenses Rs. 15,000, and on 30th June the whole contract 
was completed. 

Show how the Contract Account, Work-in-Progress Account and the Contractee's 
Account would appear each of these years in the books of the Contractor, assuming that 
the balance due to him was received on completion of the Contract. 
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Solution * 

CONTRACT ACCOUNT 


1942 

To Materials 
„ Wages 
,, Carriage 
„ Cartage 
„ Sundry Expenses 


Rs. 

9,00,000 

8,50,000 

30,000 

5,000 

15,000 

1 

1942 j By Balance c/fd. 

i 

i 


Rs. 

18,00,000 



Rs. 

18,00,000 



Rs. 

18.00,000 

1943 

To Balance b/fd.... 

„ Materials 
„ Wages 
„ Carriage 
>» Cartage 
,, Sundry Expenses 
„ Balance c/d. ... 


18,00,000 

11,00,000 

11,50,000 

1.15,000 

10,000 

20,000 

15,30,000 

1943 

By Contractee's Account 
—Work certified 
„ Work-in-Progress Account 
—Unused Stock and 
Work uncertified 

56,25,000 

1,00,000 



Rs. 

57,25,000 



Rs. 

57,25,000 

; To Profit & Loss A/c.—§rds • 
profit taken credit for ... 
i h Balance c/fd.... 

i 

10,20,000 

5,10,000 


By Balance b/d. ... 

... 

15,30,000 



Rs. 

15,30,000 



Rs. 

15,30,000 

1944 

To Work-in-Progress Account 
—transfer 
„ Materials 
,, Wages 
„ Cartage 
„ Sundry Expenses 
„ Profit and Loss Account... 

1,00,000 

6,30,000 

8,50,000 

30,000 

15,000 

7,60,000 

1944 

By Balance b/fd. > 

„ Contractee's Account— 
Work certified 

5,10,000 

18,75,000 

| 



Rs. 

23,85,000 



Rs. 

23,85,000 




i 







CONTRACTED ACCOUNT 






Rs. 


! 


Rs. 

1942 

To Balance c/fd.... 

... 

15,00,000 

1942 

By Bank 

... 

15,00,000 



Rs. 

15,00,000 


1 

Rs. 

i 15,00,000 

1943 

To Contract A/c.—Work 
certified 


56,25,000 

1943 

By Balance b/fd. 

„ Bank 

! „ Balance c/fd. 

... 

15,00,000 

1 30,00,000 
, 11,25,000 



Rs. 

56,25,000 



Rs. 

j 56,25,000 

1944 

! 

To Balance b/fd. 

,, Contract A/c.—Work 
certified 

... 

11,25,000 

18,75,000 

iim 

June 30 By Bank 

... 

i 30,00,000 



Rs. 

30,00,000 

""" 



Rs. 

30,00.000 


--- — 



— _ 

'... ___ 

__ 



Note.— In the first year, as less than one-fourth of the contract is worked, no profit 
on the work done is brought into account. The debit balance on the Contract Account 
will appear as an asset in the Balance Sheet under the heading of Work-in-Progress. In 
the second year, as three-fourths of the contract is worked, and as it is now desirable to 
bring into account profit on portion of the work done, the total work certified, viz, 
Rs. 56,25,000 will be brought into account by debiting Contractee’s Account and crediting 
the Contract Account. The work uncertified and materials lying at site arc brought into 
account by debiting Work-in-Progress and crediting the Contract Account. As one- 
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fourth of the contract is yet to be worked, only two-thirds of the profits have been 
brought into credit, and the balance is carried forward to third year’s account. The 
amount received from the Contractee will be shown as a deduction from the item Work- 
in-Progress in the Balance Sheet each year, after adding to Work-in-Progress Account 
the amount of work certified. 

Problem 484 

The following was the expenditure on a Contract for Rs. 6,00,000 commenced 
in February 1943:— Rs. 

Materials .. .. .. .. 1,20,000 

Wages .. .. .. .. 1,64,400 

Plant .. .. 20,000 

Business Charges .. .. .. 8,600 

Cash received on account to 31st December amounted to Rs. 2,40,000, being 80 per 
cent of the work certified ; the value of materials on hand at 31st December was Rs. 10,000. 
Prepare an account showing the position at the end of the year and the proportion of the 
profit which might reasonably be taken to Profit and Loss Account after allowing 10 per 
cent depreciation on plant. 

Solution 


CONTRACT ACCOUNT 


1 

Rs. 

Rs. 

! Rs. 

To Materials 

1,20,000 

By Contractee's A/c.—Work 


„ Wages 

11,64,400 

Certified 

1 3,00,000 

„ Plant 

20,000 

„ Work-in-Progress A/c. 

! 

„ Charges 

8,600 

Materials on hand 10,000 


„ Balance, being Profit, c/d. 

15,000 

Plant less Depreciation 18,000 





i 28,000 

Rs. 

3,28.000 

Rs. 

; 3,28,000 

To Profit and Loss Account—3rds 

10,000 

By Balance b/d. 

15,000 

„ Work-in-Progress Account—jrd ...j 

5,000 



Rs. 

15,000 

Rs. 

15,000 


Note.—A s only half the Contract has been completed, it is advisable to take credit 
only for two-thirds of the profit shown in relation to the work certified for, leaving the 
balance to be carried forward against contingencies. 


Problem 485 

Manufacturers, Ltd., began to trade on 1st January 1943. During 1943 the 
Company was engaged on only one contract, the contract price of which was fixed at 
Rs. 1,50,000. Of the plant and materials charged to the contract, plant which cost 
Rs. 1,500 and materials which cost Rs. 1,200 were lost. 

On 31st December 1943, plant which cost Rs. 1,500 was returned to the stores ; the 
cost of work done but uncertified was Rs. 600 and materials costing Rs. 1,200 were in 
hand on site. 

Charge 10% depreciation of plant, reserve one-third of profit received and prepare 
Contract Account and Balance Sheet from the following Trial Balance as at 31st 
December 1943: — Rs. Rs. 

Share Capital .. .. .. .. .. 36,000 

Creditors .. .. ,. .. ,. 3,000 

Cash received on Contract (80% of work certified) .. 60,000 

Land and Buildings .. .. .. .. .. 12,900 

Bank Balance .. .. .. .. .. 7,500 

Charged to Contract: — 

Materials .. .. .. .. .. 27,000 

Plant .7,500 

Wages .. .. .. .. .. 42,000 

Expenses .. .. .. .. .. 2,100 

Rs. 99,000 99,000 
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Solution 


CONTRACT ACCOUNT 
For the year ended 31st December 1943. 



f 

Rs. 

To Materials ... 

J 

27,000 

„ Plant 

... 

7,500 

„ Wages 

... 

42,000 

„ Expenses ... 

...j 

2,100 

To Profit & Loss Account— 

i 

/ 

§rds Profit received ... 


v 3,360 

„ Balance c/fd.— 

Rs. 


ird Profit received ... 

1,680 


Profit Reserved 



(20% of Rs. 6,300)... 

1,260 

2,940 

v v 



' 

Rs. 

84,900 



Rs. 

Rs. 

By Profit & Loss Account— 



Plant Lost 

1,500 


Materials Lost 

1,200 




i 2,700 

„ Plant and Machinery Account— 

) 

Plant returned 

1,500 

i 

Less Depreciation 

150 

1 



1,350 

By Contractee's A/c.—Work certified! 

1 75,000 

„ Work-in-Progress Account 

:— 


Materials on site 

1,200 


Work uncertified 

600 


Plant less Depreciation 

4,050 




5,850 


Rs. 

84,900 

By Balance b/fd. 

... 

! 2,940 


Manufacturers, Ltd. 
BALANCE SHEET 


, As at 31st December 1943. 


Capital and Liabilities 

|i Rs. 

Property and Assets 


Rs. 

Share Capital ... 

...:i 36,000 

Land, Buildings, etc. 

... 

12,900 

Creditors 

... 3,000 

Plant (in Store) less Depreciation 

1,350 

Profit & Loss A/c. 

Rs. 

Work-in-Progress 

Rs. 


Profit on Contract 

3,360 

Materials on site 

1,200 


Less Plant and 


Work uncertified 

600 


Materials lost 

2,700 

Plant less Depreciation 

4,050 

i 

— 

- 660 





i 


5,850 



I, 

Less Profits Reserved 

2,940 

! 



- 


j 2,910 



Contractee's Account:— 





Work Certified 

75,000 

1 



Less Cash received ... 

60,000 




- 


1 15,000 



Balance at Bank 

... 

7,500 


Rs. ;; 39,660 


Rs. 

j 39,660 


Note. —Immediately at the commencement of the succeeding year, the debit balance 
on Work-in-Progress Account will be transferred to the Contract Account. 


Problem 486 

Three Contracts, beginning on 1st January, 1st July and 1st October respectively, 
were undertaken by the Contractors, Ltd., in 1943. Their Accounts on 31st December, 
showed the following position : — 
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— 

Contract 
No. 1 

Contract 
No. 2 

Contract 
No. 3 


Rs. 

Rs. 

Rs. 

Contract Price 

4,00,000 

2,70,000 

3,00,000 

Expenditure—Materials 

72,000 

58,000 

20,000 

Wages 

1,10,000 

1,12,400 

14,000 

General Expenses 

4,000 

2,800 

1,000 

Plant Installed 

20,000 

16,000 

12,000 

Materials on Hand 

4,000 

4,000 

2,000 

Wages accrued 

3,400 

3,600 

1,600 

General Expenses accrued 

600 

400 ! 

200 

Work certified 

2,00,000 

1,60,000 1 

36,000 

Cash received in respect thereof 

1,50,000 

1,20,000 

27,000 

Work finished but uncertified 

6,000 

8,000 

2,100 


On respective dates of the Contracts, the plant was installed, depreciation thereon 
being taken at 10% per annum. You are required— 

(a) to prepare accounts in the Contract Ledger ; and 

(b) to give suitable entries in the Company’s Balance Sheet. Use Columnar 
Forms and omit dates. 

Solution 


[For Contract Ledger and Plant installed on Contracts, see next page. 
ESTIMATED PROFIT ON CONTRACTS NOS. 1, 2 & 3 
To 31st December 1943 


i 


—■ 


Total 

No. 1 

No. 2 

No. 3 

Work certified ... 

„ completed but uncertified 

... 

Rs. 

3,96,000 

16,100 

Rs. 

2,00,000 

6,000 

Rs. 

1,60,000 

8,000 

R8. 

36,000 

2,100 

Expenditure on work per Contract Ledger 


4.12.100 

3.97.100 

2,06,000 
1,88,000 ’ 

1,68,000 

1,74,000 

38.100 

35.100 


Rs. 

15,000 

Profit 

18,000 

Profit 

6,000 

Loss 

3,000 

Profit 


Contract No. 2 shows to date of accounts a Loss of 

To this it would be desirable to add Jrd for contingencies 

... 

i Rs. 

1 6,000 
2,000 

Loss to be brought into Account 

= Rs. 

8,000 

Contracts Nos. 1 and 3 show profits respectively of ... 

Less Reserve for contingencies (say l/3rd) 

No. 1 
*Rs. 

... 18,000 
... 6,000 

No. 3 
Rs. 
3,000 
1,000 

Profit to be taken into Account this year = 

Rs. 12,000 

2,000 


Hie items relating to the Contracts will appear in the Balance Sheet as under: — 


Assets side Rs. 

Rs. 

Contractees' Accounts— 


Work Certified 3,96,000 


Less Received on A/c. 2,97,000 



99,000 

Work-in-Progress including estimated 


Profit ana Plant in use 

i 

62,000 












CONTRACT LEDGER 


CONTRACT ACCOUNTS 


667 









668 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


The Work-in-progress Account will appear as under: — 
WORK-IN-PROGRESS ACCOUNT 


.. 

Rs. 

I Rs. 


Rs. 

To Contract No. 1 


S 

Contract No. 1 


Materials 

4,000 


Profit c/fd. ... ...j 

6,000 

Uncertified Work 

6,000 


Contract No. 2 1 


Plant 

18,000 


Loss provided 

2,000 


-- 

| 28,000 

Contract No. 3 


„ Contract No. 2 



Profit c/fd. 

1,000 

Materials 

4,000 




Work uncertified 

8,000 


- 

9,000 

Plant 

15,200 


Balance c/d. ... ...! 

62,000 


— 

27,200 



„ Contract No. 3 





Materials 

2,000 




Work uncertified 

2,100 



j 

Plant 

11,700 ! 






15,800 




Rs. 

: 71,000 

Rs. ! 

71.000 

To Balance bid. 

... 

62,000 




Problem 487 


The following particulars are drawn out from the Costing books of a Contractor, 
for the month of March 1944 : — 


(1) Stores Abstract: — 


Rs. Rs. 


Balance, 28th February 

Purchases 

From Job 751 

To Job 755 


52,865 

10,900 

855 

- 64,620 

5,280 


Balance, 31st March 1944 Rs. 59,340 


(2) Wages Abstract: — 
Job 751 .: 

Job 755 .. 

Establishment 


575 

7,190 


7,765 

640 


Rs. 8,405 


The respective Job Accounts showed the following balances in the Contract Ledger 
on 28th February : — 

Rs. 

Job 751 . 3,21,580 

Job 755 . 1,41,865 


A certificate of completion was obtained for Job 751; of the balance on this account 
standing on 28th February, Rs. 61,500 was in respect of Plant and Machinery, the remain¬ 
der consisting of Wages and Materials. A machine costing Rs. 5,500, specially bought for 
this contract, was sold during March for Rs. 2,000. Of the remainder of the balance on 
Plant and Machinery, Rs. 40,000 worth had been utilised on the Job for eight months 
and the rest for six months. Of the former, half was transferred to Job 755, and the 
balance thereof returned to Stores. The Contract price for Job 751 was fixed at 
Rs. 3,75,000. 

• 

Prepare Contract Accounts and state the profit made on Job certified as com¬ 
pleted, allowing depreciation on machinery at 15% per annum. Assume 10% for 
Establishment Charges on Wages and Materials. 





REVISIONAL PROBLEMS 


m 


Solution 


CONTRACT NO. 751 


1944 


Rs. 

1944 

- - - - 

Rs. 

Feb. 28 

To Balance b/fd. . J 

3,21,580 

Mar. 31 

By Finished Contracts 


Mar. 31 

„ Wages ... ...] 

575 


A/c.—Contract Price 

3,75,000 


„ Establishment Charges, | 



„ Stores Returned 

855 


10% on Rs. 2,59,800, Cost 



„ Proceeds, Sale of Ma- 



of Wages and Materials 

25,980 


chine, Cost Rs. 5,500 

2,000 


„ Balance—Profit 

80,520 


„ Plant cost Rs. 40,000, 




| 

valued at Rs. 36,000 
To Contract 755 18,000 

i 


1 



„ Stores 18,000 

1 


’ 




j 36,000 





„ Plant cost Rs. 16,000, 


1 



valued at 

14,800 


Rs. 

4.28,655 


Rs. 

4,28,655 


ii 





CONTRACT NO. 755 


1944 
Feb. 28 
Mar. 31 


Mar. 31 


To Balance b/fd. 

„ Wages 
„ Stores 

„ Plant from Contract 751 

Rs. 

1,41,865 

7,190 

5,280 

18,000 

1944 
Mar. 31 

By Balance c/d. 

1 Rs. 

...|j 1,72,335 

j 

Rs. 

1,72,335 



R s. 1,72,335 

To Balance b/d. ...j 

1,72,335 





RE VISIONAL PROBLEMS 

RECTIFICATION OF ERRORS 
Problem 488 

The Trial Balance of the Hopeful Co., Ltd., having disagreed, the difference was 
temporarily placed on a Suspense Account. Subsequently, the following errors were 
discovered, and you are requested to pass the necessary rectifying entries : — 

(1) A sale of Rs. 30 was wrongly entered in the Sales Returns Book, but the 
posting therefrom was correctly made to the debit of the customer’s account. 

(2) A sale of Rs. 12-9-6 was posted to the customer’s account as Rs. 9-12-6. 

(3) The additions of the Sales Day Book for the month of June were undercast 
by Rs. 100. 

(4) An item of Rs. 40 was wrongly credited to the supplier’s account from the 

Returns Outwards Book. 

(5) An item of Rs. 105-10-0 was posted as Rs. 110-5-0 from the Purchases Book. 

(6) A Cash discount of Rs. 20 had remained unposted to the Customer’s Account 
from the receipts side of the Cash Book. 

Solution 


The following will be the rectifying Entries: — 

JOURNAL ENTRIES 


.. -- - ■ - " " . . ’ 

L.F. 

Rs. a. p. | 

Rs. a. p. 

(1) Suspense Account ... ... ... ... Dr. 


60 0 0 

i 

To Sales Returns Account 



: 30 o o 

„ Sales Account 



j 30 0 0 

(Being the rectification of Sales wrongly entered in 



i 

Sales Returns Book.) 




(2) Customer’s Account ... ... ... Dr. 


2 13 0 


To Suspense Account 



2 13 0 

(Being the under-debit given to the Customer’s Account 




rectified.) 


_____ 
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JOURNAL ENTRIES— Contd. 


(3) Suspense Account ... 

To Sales Account 

(Being the rectification of undercast in Sales Book.) 

(4) Supplier's Account ... 

To Suspense Account 

(Being an item of Return Outwards of Rs. 40 wrongly 
credited to supplier, now rectified.) 

(5) Supplier's Account 

To Suspense Account 

(Being the rectification of over-credit given to 
Supplier's Account.) 

(6) Suspense Account ... 

To Customer's Account 

(Being the entry for the discount allowed to customer 
omitted to be posted, now rectified.) 


Rs. a. p. 
100 0 0 


4 11 0 


Rs. a. p. 
100 0 0 


80 0 0 


4 11 0 


20 0 0 


SELF-BALANCING SYSTEM 

Problem 489 

In the absence of Self-Balancing System, you are requested to compile Total 
Debtors' and Total Creditors’ Accounts from the following information : — 

Dr. Cr. 

Balances on 1st October 1942 Rs. Rs. 

Debtors’ Ledger .. .. 35,700 500 

Creditors’ „ .. .. 300 27,800 

Figures for the year ended 30th September 1943 : — 


Cash received from Customers 

Discount and Allowances allowed to them .. 

Bad Debts written off 

Transfers from Debtors’ Ledger to Creditors’ 
Ledger to settle Customers’ Accounts 
Payments to creditors 
Discounts and Allowances by them 
Payments to customers 
Credit Purchases 
Credit Sales 
Purchase Returns 
Sales Returns 
Bills Receivable received 
Bills Payable granted 


Rs. 

1,60,400 

4.500 
6,000 

4,000 

95,000 

2,700 

125 

1,10,000 

1,85,000 

1,400 

2,600 

7.500 
5,000 


Solution 


TOTAL DEBTORS’ ACCOUNT 


To Balance b/fd. on 
1st Oct 1942 
„ Sales 

„ Bank—Payment to Customers 


To Balance b/d. 


j Rs. 

By Balance b/fd. 

I 35,700 

on 1st Oct. 1942 ... 

1,85,000 

„ Cash received 

125 

„ Discounts and allowances 
„ Bad Debts written off 
„ Transfers to Creditors’ Ledger 
„ Bills receivable 
„ Returns Inwards ... 

„ Balance c/d. 

2,20,825 

Rs. 

35,325 



500 

1,60,400 

4.500 
6,000 
4,000 

7.500 
2,600 

35,325 

2,20,825 
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TOTAL CREDITORS’ ACCOUNT 


To Balance b/fd. 

on 1st October 1942 
„ Bank—-Amount paid 
„ Discount and allowances 
,, Returns outwards ... 

„ Bills Payable 

„ Transfer from Debtors’ Ledger ... 
„ Balance c/d. 

Rs. 

300 

95,000 

2,700 

1,400 

5,000 

4,000 

29,400 

By Balance b/fd. 

on 1st Oct. 1942 ... 

„ Purchases 

| 

j 

i 

Rs. 

27,800 

1,10,000 

Rs. 

! 1,37,800 


i 

Rs. 

1,37,800^ 


1 _ 

By Balance b/d. 

...j 

i 

29,400 


Problem 490 

Assuming that the system >f Self-Balancing has been introduced, show how the 
General Ledger Adjustment Account will appear in the Debtors’ as well as the Creditors’ 
Ledgers, from the same figures as given above. 


Solution 

GENERAL LEDGER ADJUSTMENT ACCOUNT 
(In the Debtors’ Ledger) 



!, Rs. 

Rs. 

To Balance b/fd. on 1st Oct. 1942 

500 

By Balance b/d. on 1st Oct. 1942 ... 35,700 

„ Cash Received 

... 1,60,400 


„ Discounts & Allowances 

... 4,500 

„ Sales ... ... ... 1,85,000 

„ Bad Debts written off 

... 6,000 

„ Bank—payments to customers ... 125 

„ Transfers to Creditors’ Legder 

4,000 

„ Bills Receivable 

... 7,500 


„ Returns Inwards 

2,600 


„ Balance c/d. 30-9-43 ... 

... 35,325 

1 


Rs. 2.20,825 

Rs. |i 2,20,825 


li 

II 

By Balance b/d. on 1st Oct. 1943 ... 35,325 


GENERAL LEDGER ADJUSTMENT ACCOUNT 


(In the Creditors’ Ledger ) 




Rs. 


Rs. 

To Balance b/fd. on 1st Oct. 1942 

... 

27,800 

By Balance b/fd. on 1st Oct. 1942 ... 

„ Amount paid 

300 

95,000 

„ Purchases ... 


1,10,000 

„ Discounts & Allowances 
„ Returns Outwards ... 

„ Bills Payable 

„ Transfers from Debtors’ Ledger...; 
», Balance c/d. on 30-9-43 ... 

2,700 

1,400 

5,000 

4,000 

29,400 

To Balance b/d. on 1st Oct 1943 

Rs. 

1,37,800 

29,400 

Rs. j 

1,37,800 


CONSIGNMENT ACCOUNTS 

Problem 491 

The Perfect Sound Boxes, Ltd. of Calcutta, dispatched 1,000 Radio Sets costing 
Rs. 60 each to Ramlal & Co. of Bombay, on 25th March 1943. The following expenses 
were paid by the Company on the consignment: — 
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Freight Rs. 750, Cartage Rs. 45 and Insurance Rs. 250. The Pro-forma Invoice to 
the Agents was for Rs. 90,000 and the remuneration was fixed at 5% on the gross Sale 
Proceeds. The Agents accepted a Bill for Rs. 20,000 drawn on them as an advance. 

On 30th June 1943, 100 sets were totally destroyed by fire and Rs. 900 were duly 
received by the Consignors from the Insurers in full settlement of the claim. On 31st 
December 1943, the Company received an Account Sales from the Agents as under: — 


Rs. Rs. 

Sale Proceeds 600 Sets 60,000 

less Custom Duties .. .. .. .. •. 10,000 

Dock dues and clearing .. .. .. .. 500 

Warehousing and Insurance .. .. .. 450 

Sales Expenses .. .. .. .. 600 

Agents* Commission .. .. .. .. 3,000 

- 14,550 


Net Proceeds = Rs. 45,450 


They remitted a Sight Draft for the balance after deducting the amount of the 
Bill already accepted. It was reported by the Agents that some of the Sets had got 
damaged and the cost of putting them in repairs was estimated at Rs. 600. 

Show the Ledger Accounts as they would appear in the books of the consignors as 
also the consignees. 


Solution 


CONSIGNORS’ BOOKS 
CONSIGNMENT TO BOMBAY ACCOUNT 


1943 

Rs. ! 

Rs. 

1943 

il 

Rs. 

Mar. 25 

To Goods sent out on Con* 


June 30 

By Bank:— 



signment 

90,000 


From Insurance Co. 



„ Bank—Freight ... 750 



(for 100 sets destroyed , 


Cartage ... 45 



by fire) 

900 

Insurance ... 250 


Dec. 31 

„ Ramlal and Co. 

60,000 


! -j 

| 1,045 

>» 

„ Consignment Stock Acc- 



I „ Ramlal & Co. for 



ount 300 Sets valued atj 



1 Expenses:— 



pro forma price ...! 

27,000 


1 Custom duties ... 10,000 


» 

„ Goods sent on Consign-; 



Dock dues and clear- 

i 


ment Account (pro forma 


ing charges ... 500 



price adjusted.) 

30,000 

Warehousing and 





Insurance ... 450 





Sales Expenses ... 600 





Commission ... 3,000 





Cost of Repairs ... 600 

1 1 


j 



15,150 




Dec. 31 

„ Consignment Suspense Acc- 

!i 




ount (excess value in clos- 





ing stock adjusted.) 

9,000 




„ Profit—Transferred to P. & 





»» 

Loss Account 

2,705 


i 


! Rs. 

i 

suwo 


Rs. 

1,17,900 


GOODS SENT OUT ON CONSIGNMENT ACCOUNT 



Rs. 


Rs. 

To Consignment Account ... 

„ Trading Account—Transfer 

30,000 

60,000 

By Consignment to Bombay 

90,000 

Rs. 

90,000 

1 

Rs. 

90,000 
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RAMLAL & CO.’s ACCOUNT (CONSIGNEES) 



Rs. 

Rs. 

Rs. 

To Consignment Account (sale of 600 


By Bill Receivable 

20,000 

radios) 

60,000 

1 

„ Consignment Account 

Custom duties 10,000 

Dock dues and 

clearing charges ... 500 

Warehousing and 

Insurance ... 450 

Sales Expenses ... 600 

Commission ... 3,000 

Cost of Repairs ... 600 

„ Bills Receivable 

15,150 

24,850 

Rs. 

60,000 

Rs. 

60,000 


CONSIGNMENT STOCK ACCOUNT 


1943 


Rs. 

Dec. 31 

To Consignment Account— 
300 sets at pro forma 



value 

27,000 


CONSIGNMENT SUSPENSE ACCOUNT 



1943 


Rs. 


Dec. 31 

By Consignment Account— 




adjustment of Excess 



i 

] 

Value in closing stock ...j 

9,000 


Note.— The Consignment Stock will be shown in the Balance Sheet after deduction 
of Rs. 9,000, appearing on the credit of Consignment Suspense Account. At the com¬ 
mencement of the succeeding period, whereas the Consignment Stock Account will be 
transferred to the debit of the Consignment Account, at pro forma price, the Consign¬ 
ment Suspense Account will be closed by transfer to the credit of Consignment Account. 
This will result in bringing the opening stock of Consignment Account at its proper 
value, and no further adjustment will be needed in this behalf, at the close of the period. 


Consignees' Books 

PERFECT SOUND BOXES, LTD., OF CALCUTTA ACCOUNT (CONSIGNORS) 



i 

Rs. 

i Rs. 



- 

Rs. 

To Bills Payable Account 


20,000 

By Bank 



i 

„ Bank:— 



(Sale proceeds) 

... 


, 60.000 

Custom duties 

10,000 





f 

Dock dues and 







clearing charges ... 

500 

1 





Warehousing and 







Insurance 

450 






Sales Expenses 

600 






Commission 

3,000 








14,550 





„ Cost of Repairs 


600 





„ Bills Payable Account ... 

• •• 

24,850 






Rs. 

60,000 



Rs. 

60,000 


43 
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INCOME AND EXPENDITURE ACCOUNT 

Problem 492 lAs 

From the following Trial Balance of the Swadeshi Education Society as at 
31st December 1943, prepare an Income and Expenditure Account and a Balance Sheet: — 


Furniture & Fittings 

„ „ „ —Additions during 

Library Books 

„ „ —Additions during the 

Society’s Building 
General Investments 
Investment Fluctuation Fund 
Sundry Debtors & Creditors 
Entrance Fees 
Examination Fees 
Subscriptions received 
Certificate Fees 
Hire of Society’s Hall 
Interest realised on Investments 
Sundry Receipts 

Rent from subletting of Building 
Staff Salaries 

Printing, Stationery & Advertising 
Taxes & Insurance 
Examination Expenses 
Subscriptions to Periodicals 
Prize Trust Fund 
„ „ Investment 

„ „ Income 

Prizes awarded 
Prize Trust Fund. Bank Balance 
Donations received (to be capitalised) 
General Expenses 
Capital Fund , 

Cash at Bank 
Cash in Office 


the year 


year 


Rs. 

10,000 [A 

2,500p 
15,700 . 
3,500 ^ 
75,000 ' 
2,00,000 

A 3,000 


Rs. 


.C>vl2,800 

,Dv 1400 
0v 900 
Pv 750 
Pv 1,200 

17,875 


20,000 
12,500 L 
4,600; v. 

2,200Cv 
18,0000. 
600<^v 

5.600 
7 , 3000 *, 

400c* 

3.600 Gy 


18,000 L 


375|k 


850 


J>V475 

* 7,500 
fV 200 


L 16,000 
2,43,825 L 


Rs. 3,53,475| 3,53,475 


The following further information is supplied to enable you to make the necessary 
adjustments:- 


Rs. 

Subscriptions to be received .. 2,400 A 

„ received in advance .. 350 L 

Interest on General Investment accrued 450 ^ 

Taxes & Insurance paid in advance .. 250 ft 

Staff Salaries outstanding . . .. 1,200 1 

Library Books to be depreciated by 15% ! 

Furniture & Fittings „ „ 5% 

Building „ „ Vt% 


ax-C 

The market value of General Investments on 31-12-1943 was Rs. 1,70,000, but you 
are not required to bring down the book value to this level. Ignore Income-tax. 
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Solution 


The Swadeshi Education Society 
INCOME AND EXPENDITURE. ACCOUNT 
For the year ended 31st December 1943 


Expenditure 

Rs. 

Rs. 

Income 

Rs. 

Rs. 

To Staff Salaries 

12,800 


By Entrance Fees . ... 


4,600 

Add Outstanding 

1,200 


„ Examination Fees 


2,200 

- 


14,000 

„ Subscriptions Received 

18,000 


„ Printing and Stationery 



Add Subs, due 

2,400 


and Advertisement 


1,100 

— 

- 


„ Taxes and Insurance 

900 



20,400 


Less paid in advance 

250 


Less Received in 



- 


650 

Advance 

350 


„ Examination Expenses 


750 

- 


20,050 

„ Subscriptions to Periodicals 


1,200 

„ Certificate Fees 


600 

„ General Expenses 


475 

Jt Hire of Society's Hall 


5,600 

,, Depreciation:— 



„ Interest from Investments 

7,300 


Library Books at 15% 

2,355 


Add Interest accrued 

450 


Furniture and Fittings 

i 


- 


7,750 

at 5% 

500 


„ Sundry Receipts 

,,, 

400 

Building at 1J% 

1,125 j 


„ Rent from sub-letting 



- 

— 

3,980 

of Building 

••• 

3,600 

„ Excess of Income over 

' 





Expenditure 


22,645 





Rs. 

! 44,800 
I;——* 


Rs. 

j 

| 44,800 

i 


Note.—D epreciation of the Fixed Assets has been calculated on the opening balances 
for the whole year and has been ignored on the additions for want of dates. 


The Swadeshi Education Society 
BALANCE SHEET 
As at 31st December, 1943 


Liabilities 


Rs. 

Assefs 


Rs. 

Sundry Creditors 

.. 

12,500 

Cash in office ... 

... 

200 

Subscriptions received in advance 

350 

„ at Bank ... 

... 

7,500 

Outstanding for Salaries ... 

... 

1,200 

Prize Trust Fund—Bank balance ...i 

375 

Investment Fluctuation Fund 

... 

20,000 

Sundry Debtors 

... 

3,000 

Prize Trust Fund 

... 

18,000 

General Investments (the market 


Donations received 

... 

16,000 

value of these at the date of 



Rs. 


Balance Sheet was Rs. 1,70,000) 

2,00,000 

Income from Prize Fund ... 

850 


Prize Trust Fund Investments 

...j 

17,875 

Less Prizes awarded 

600 


Subscriptions outstanding 

...j 

2,400 



250 

Interest Accrued 

... 

450 

Capital Fund ... 

2,43,825 


Taxes and Insurance pre-paid 

... 

250 

Add excess of Income 

i 



Rs. 


over Expenditure 

22,645 


Library Books 

15,700 i 




2,66,470 

Additions during the year 

3,500 | 






19,200 ! 

I 




Less Depreciation (§ 15% 

2,355 





- 


16,845 




Furniture 

10,000 





Additions during the year 

2,500 






12,500 





Less Depreciation @ 5% 

500 





- 


12,000 




Land and Buildings 

75,000 





Less Depreciation @ l\% 

1,125 





- 


73,875 


Rs. 

n 

CO 

. 

Rs. 

3,34.770 
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SINGLE ENTRY 

Problem 493 


The books of Swan and Simpson showed the following figures: — 

31-12-42 31-12-43 



Rs. 

Rs. 

Cash at Bank and in hand .. 

3,400 

19,950 

Stock-in-Trade 

.. 22,000 

25,000 

Sundry Debtors 

.. 30,000 

35,000 

„ Creditors 

.. 23,400 

18,500 

Fixtures & Fittings 

.. 2,000 

Office Car 

.. 1,000 



The Capital of Swan on 31-12-1942 was more than that of Simpson by Rs. 2,000. 
On 31-12-1943 an analysis of the Cash Book for the year showed as under: — 

Rs. 


Rs. 


Receipts from Customers .. 1,35,000 

„ from Cash Sales .. 16,000 

Discount allowed to Customers 1,400 

Further Capital brought in by 
Simpson on 1-7-43 .. .. 2,000 

Salaries to 30-11-43 .. 11,000 

Office Rent to 30-11-43 .. .. 2,200 

Advertising .. .. .. 900 

Motor up-keep .. 1,350 


Printing & Stationery 

800 

Drawings—Swan 

3,600 

„ Simpson 

.. 3,000 

Payments to Trade Creditors 

.. 1,12,000 

Discount allowed by them 

.. 1,200 

Travelling Expenses 

700 

Samples 

300 

General Expenses 

600 


There were bills outstanding for Petrol Rs. 25, Advertising Rs. 75 and Printing 
Rs. 45. Reserves of 5% on Debtors for Doubtful Debts and 2J% on Creditors for Discounts 
are to be provided, and Motor Car and Fixtures are to be depreciated by 20% and 5% 
respectively. 5% Interest is to be calculated on the Capital of each partner. 


From the above information, you are required to construct a Cash Statement, a 
Trading and Profit & Loss Account and a Balance Sheet as at 31st December 1943. 


Solution 


Swan & Simpson 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ending 31st December 1943 


To Opening Stock 
„ Purchases 
„ Gro9B Profit c/d. 

... 

1 

Rs. 

! 22,000 

1 1,08,300 
52,100 

Rs. 

By Sales Credit ... 1,41,400 

„ Cash ... 16,000 

Rs. 

1,57,400 

25,000 


„ Closing Stock 


Rs. 

1,82.400 

Rs. 

1,82,400 

To Salaries ... 

„ Office Rent 
„ Advertising 

Outstanding 

900 

75 

12,000 

2.400 

975 

845 

700 

1.400 
600 
300 

By Gross Profit b/d. ... 

„ Discount earned ... 

„ Reserve for Discount 
on Creditors 

52,100 

1300 

462-8 

„ Printing & Stationery 
Outstanding 

800 

45 



„ Travelling Expenses ... 

„ Discount allowed 
„ General Expenses ... 

„ Samples ... 

„ Motor up-keep 

Petrol BiU 

1,350” 

25 

i 

1 

j 


„ Reserve for Doubtful Debts 

... 

XfDtO 

1,750 



Carried over Rs, 

22345 

Carried over Rs. 

53,762-8 
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TRADING AND PROFIT & LOSS ACCOUNT—Contd. 




Rs. 

Rs. 

Brought over 

22,345 

Brought over 53,762-8 

To Depreciation on:— 

Rs. 


I 1 

Motor Car @ 20% 

200 


i 

Fixtures @5% 

100 





300 


„ Interest on Capitals 




Swan on 18,500 

925 



Simpson on 16,500 

825 


1 

„ on 2,000 



j 

for 6 months 

50 





i 1,800 


„ Net Profit transferred to 




Swan's Capital A/c. 

14,658-12 



Simpson’s ,, „ 

14,658-12 





29,317-8 

j 


Rs. 

53,762-8 

Rs. I 53,762-8 

f 1 


Swan and Simpson 
BALANCE SHEET 
As at 31st December 1943 


Liabilities and Capital Rs. Rs. 

Creditors ... 18,500 

Less Reserve for Discounts 462—8 

-1 18,037-8 

Creditors for Outstanding 
Expenses and Bills:— 

Salaries ... 1,000 

Rent ... 200 

Motor up*keep ... 25 ii 

Advertising ... 75 j 

Printing ... 45 • 

-1 1,345-0 

Capital Accounts— I 

Swan's Balance ... 18,500 

Add Interest ... 925 

Profit ... 14,658-12 

34,083-12;| 

Less Drawings ... 3,600— 0 j 

- 1 30,483-12 

Simpson's Balance ... 16,500 

Addition during the year 2,000 

18,500 

Add Interest on Capital 875 
Profit ... 14,658-12 

34,033-12 

Less Drawings ... 3,000 

-i 31,033-12 

l ; - 

Rs. i 80,900-0 


Property & Assets 

Rs. Rs. 

Cash at Bank and in hand 

19,950 

Sundry Debtors 

35,000 

Less Reserve for Doubtful I 

Debts 

1.750 | 


-j 33,250 

Stock-in-trade 

25,000 

Office Car ... 

1,000 

Less Depreciation ... 

200 


-800 

Fixtures & Fittings ... 

2,000 

Less Depreciation ... 

100 


-1,900 


Rs. II 80,900 


STATEMENT OF CASH TO ASCERTAIN CLOSING BALANCE OF CASH 

Rs. Rs. 

Cash at Bank and in hand: Opening Balance 3,400 

Add Received form Customers .. 1,35,000 

Cash Sales .. 16,000 

Capital .. .. .. 2,000 

- 1,53,000 

1,56,400 
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STATEMENT OF CASH— Contd. 

Less Expended Rs. Rg. 

11,000 

2,200 

900 

1,350 

800 

3,600 

3,000 

1,12,000 

700 

300 

600 

-* 1,36,450 


Balance at close .. = Rs. _19,950 

Notes. — (1) The Partners’ Capitals at the Commencement of the period are arrived 
at thus: — 


Cash at Bank and on hand 



Rs. 

3,400 

Stock 



.. 22,000 

Debtors 



.. 30,000 

Fixtures 



2,000 

Car 


•• 

.. 1,000 

Less Creditors 

,. 

,, 

58,400 
.. 23,400 




Rs. 35,000 


Therefore Swan’s Capital at commencement is Rs. 18,500 and Simpson’s Capital at 
commencement Rs. 16,500. 

(2) The figures for Credit Purchases and Sales are arrived at as under: — 


Purchases Rs. 

Payments made to creditors .. .. 1,12,000 

Discounts earned .. .. .. 1,200 

Creditors at end .. .. .. 18,500 


1,31,700 

Less Creditors at commencement .. 23,400 


Credit Purchases .. Rs. 1,08,300 


Sales Rs. 

Received from customers .. .. .. 1,35,000 

Discounts allowed .. .. .. 1,400 

Book Debts at close .. .. 35,000 


1,71,400 

Less Book Debts at commencement .. .. 30,000 


Credit Sales .. .. Rs. 1,41,400 

Problem 494 

The following facts and figures have been obtained from the books of Ramji 
Bhagwan, which were maintained under Single Entry, and you are required to prepare 
the necessary statements to show his business position, as on 30th June 1943 : — 

(1) The Sales Receipts were all banked after meeting business and personal expenses, 
and all business payments were made through the bank. There were no cash 
pipchases and cash sales. 

(2) His Bank Pass Book showed that he had paid in Rs. 80,500 and withdrawn 
Rs. 65,700 during the year ended 30th June 1943. 

(3) He had placed Rs. 5,000 at Fixed Deposit on 1st August 1941, at 6% interest 
which he realised on 31st July 1942. 

(4) He had bought 5% Free of Tax Bonds of Rs. 10,000 on 1st October 1942, at 
10% premium, Interest on same being receivable on 31st March and 30th 
September. 
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(5) The Office Rent paid by cheques for the year amounted to Rs. 1,200. 

(6) On inquiry, the assets and liabilities on 30th June 1943, were ascertained as 


Bank Balance 



Rs. 

.. 15,500 

Stock-in-Trade 

. # 

m . 

.. 12,400 

Sundry Debtors 


.. 

.. 20,500 

„ Creditors 

# # 

, # 

7,800 

Freehold Property 



.. 35,000 


You are further given to understand that: — 

(1) The Sundry Creditors on 1st July 1942 were Rs. 4,500, the Sundry Debtors 
Rs. 16,000, Stock Rs. 10,000, and Cash at Bank Rs. 700. 

(2) The Business Expenses amounted to Rs. 4,500 and Personal Expenses to 
Rs. 3,600 during the year, and 

(3) The Net Rent from Freehold Property Rs. 1,500 was also utilized by him to¬ 
wards his Personal Expenses in addition to the above amount. 


Solution 

BALANCE SHEET 
As at 30th June 1942 


Liabilities 

Rs. 

i 

Asse/s 

Rs. 

Sundry Creditors 

4,500 

Cash at Bank 

700 

Capital 

62,475 

Deposit Account 

Interest Accrued thereon 

Debtors 

Stock 

Freehold Property 

5,000 

275 

16,000 

10,000 

35,000 

Rs. 

i 

66,975 

Rs- ii 

ii 

66,975 


TRADING & PROFIT & LOSS ACCOUNT 


For the Year ended 30 th June 1943 


.. 7 

Rs. 

i| 

Rs. 

To Opening Stock 

10,000 

By Sales 

87,550 

„ Purchases (credit) 

56,800 



„ Gross Profit c/d. 

33,150 

„ Closing Stock ... ..J 

12,400 

Rs. 

99,950 

Rs. | 

99,950 

To Office Rent 

1,200 

By Gross Profit b/d. 

33,150 

„ Business Expenses 

4,500 

,, Interest on Fixed Deposit 300 


„ Net Profit ... ... ...; 

29,350 

Less Accrued Interest 275 

i 

! 


— 

25 

j 


„ Interest on 5% Bonds 250 




Add Interest accrued 125 1 




I 

375 



„ Rent from Property ... ...j 

1,500 

Rs. 

35,050 

Rs. ; 

35/)50 


BANK ACCOUNT 


j 

To Opening Balance 
„ Total amount deposited during 

Rs. 

700 

By W ithdrawals 

Payments to Creditors 

Rs. 

1 

53,500 | 

Rs. 

theyear 

80,500 

Rent ... 

Investments ..* 

„ Closing Balance 

I, 200 I 

II, 000 | 

i 

65,700 

15,500 

Rs. 

81,200 

i— 


Rs. : 

81,200 
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BALANCE SHEET 
As at 30 th June 1943 


Liabilities 

i 

Rs. 

Assets 

Rs. 

Creditors 

• •• 

7,800 

Bank Balance 

15,500 

Capital 

Rs. 

Debtors 

20,500 

Opening Balance 

62,475 


Investments at Cost 

11,000 

Add Net Profit 

29,350 


Accrued Interest ... 

125 



Stock-in-Trade 

12,400 


91.825 


Freehold Property ... ...! 

35,000 

Less Withdrawals 

5,100 

86,725 

! 




I 

i 



Rs. 

94,525 

Rs. ; 

94,525 

__ .. 

_ 

1 

_ __ __ - . — 

_ 


Notes.—T he following working serves to indicate how the relevant items have been 
ascertained. 


(a) Ascertainment of Total Amount received from Debtors: — 


Rs. 


Rs. 


(b) 


Total Amount banked 


80,500 

Less Deposit and Interest 

5,300 


Interest on Investments 

250 




5,550 



74,950 

Add Personal Expenses 

3,600 


Business „ 

4,500 




8,100 

Total Amount received from Debtors 

— Rs. 

83,050 

Ascertainment of Total Payments to Creditors: — 

Rs. 

Rs. 

Total amount drawn from Bank 


65,700 

Less 5% Free of Tax Bonds 

11,000 


Rent Paid 

1,200 




12,200 

Total of Payments to Creditors 

= Rs. 

53,500 

Credit Purchases : — 





Rs. 

Creditors at close 


7,800 

Amount paid to them 


53,500 



61,300 

Less Opening Creditors 


4,500 

Credit Purchases 

= Rs. 

* 

56,800 


( d) Credit Sales : — 

Debtors at close 
Amount received 


Less Opening Debtors 
Credit Sales 


Rs. 

20,500 

83,050 

1,03,550 

16,000 


= Rs. 87,550 


JOINT VENTURES 

Problem 495 

A and B entered into a joint venture for the purchase and aale of Rs. 20,000 
worth of hosiery goods. Profits and losses were to be shared equally. A financed the 
venture and B undertook the sales on a commission of 7£% on the sale proceeds. A paid 
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for the goods, less 3}% cash discount, and advanced Rs. 400 to B for expenses. He 
received from B cheques on account for Rs. 5,000, Rs. 10,000 and Rs. 3,000. B expended 
for Travelling Expenses Rs. 1,450, Packing & Carriage Rs. 516, Storage Rent Rs. 300, 
Advertising Rs. 1,140, and Sundries Rs. 128. He sold the whole of the goods for Rs. 16,000 
and placed the proceeds in his bank account. Show how the transactions would be 
recorded in the books of both the parties. 


Solution 


In A's Books 

JOINT VENTURE ACCOUNT WITH B 



Rs. |{ 

Rs. 


Rs. 

To Bank 

Goods 

... 20,000 | 


By B's Account—Sale Proceeds 
„ Profit and Loss Account—Loss £ 

16,000 

Less Discount 

750 p 

19,250 

share transferred 

„ B's Account—Loss J share trans- 

3,992 

„ B's Account—Expenses* 
Travelling Expenses 
Packing Charges 
Storage Rent 
Advertising ... 
Sundries 

Commission 7£% on 
Rs. 16,000 

... 1,450 || 

516 
300 i 

... 1,140 

128 

... 1,200 

4,734 

ferred ... 

3,992 


Rs. 

23,984 

Rs. 

23.984 


B’S ACCOUNT 



1 

Rs. 


Rs. 

Rs. 

To Bank 

.. ...' 

400 

By Joint Venture Account:- 

_ 


„ Joint Venture Account—Sale 


Travelling Expenses 

1,450 1 


Proceeds ... 

.. ... ! 

16,000 

Packing Charges 

516 


„ Joint Venture Account 

—£ Share 


Storage Rent 

300 i 


of Loss transferred 

... 

3,992 

Advertising 

1,140 


„ Balance c/d. 

.. ... 

2,342 

Sundries 

128 





Commission 

1,200 


• 





4,734 




„ Bank 


5,000 


i 


M 99 ••• 

... 

10,000 


1 


»* ,i ... ... 

... 

3,000 


Rs. 

22,734 


Rs. | 

22,734 




By Balance b/d. 


2,342 



In B’s Book* 




JOINT VENTURE ACCOUNT WITH A 




Rs. 

Rs. 


f 

Rs. 

To A's Account 

... ...j 

19,250 

By Bank 


16,000 

„ Bank:— 



„ Profit & Loss Account— 

-J share 


Travelling Expenses 

1,450 


of Loss ... 


3,992 

Packing Charges 

516 


„ A's Account —h share of Loss ... 

3,992 

Stoipge Rent 

300 i 





Advertising 

1,140 l 





Sundries 

128 





Commission at 

: 





7j% on Rs. 16,000 . 

1,200 






- 1 

4,734 





Rs. j 

23,984 


Rs. 

23.984 


~ 


— --.rv-vrv -_.-v-rr.-r- - . • r - r 


— 
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A’S ACCOUNT 



1 

! Rs. 


Rs. 

To Bank 

5.000 

By Joinit Venture Account 

19,250 


10,000 

„ Bank 

400 


3,000 

„ Balance c/d. 

2,342 

„ Joint Venture Account 




—J Loss transferred 

I 3,992 

| _ _ 



Rs. 

| 21,992 

Rs. 

21,992 

1 

To Balance b/d. 

2,342 




^-y^roblem 496 

P. Krishna bought fancy goods for Rs. 23,000 which he consigned to S. Sitaram 
for sale, the profits to be shared equally. Krishna spent Rs. 400 for carriage and insur¬ 
ance on the goods. He drew a three months’ Bill on Sitaram for Rs. 10,000 and discounted 
the same for Rs. 9,880. 

On receipt of the goods, Sitaram paid Rs. 200 for freight and Rs. 50 for storage. 
He sold the whole of the goods for Rs. 30,000, his disbursements in connection therewith 
being Rs. 150. Immediately on realization of the sale proceeds, he rendered an Account 
Sales to Krishna enclosing a sight draft for the amount due to him. 

Write up the accounts in the books of both the parties. 


Solution 


P. Krishna’s Books 

JOINT VENTURE ACCOUNT WITH S. SITARAM 



Rs. 

Rs. 



Rs. 

To Bank 

... 

23,000 

By S. Sitaram's Account—Sale 



„ „ —Carriage & Insurance 


400 

Proceeds 

... 

30,000 

„ Discount on B. R. 

... 

120 




„ S. Sitaram's Account:— 






Freight 

200 





Storage 

50 





Petty disbursements 

150 






— 

400 



! 

„ Profit & Loss Account —J share 

3,040 




„ S. Sitaram’s Account —\ share 

... 

3,040 





Rs. 

30,000 


Rs. 

30,000 


S. SITARAM’S ACCOUNT 





' Rs. 



! Rs. 

To Joint Venture Account 

|#| | 

: 30,000 

By Bills Receivable Account 

... 

| 10,000 




„ Joint Venture Account:— 

Rs. 





Freight 

200 





Storage 

50 





Petty Disbursements ... 

150 







400 




„ Joint Venture Account 






—J Profit transferred 

... 

3,040 




„ Bills Receivable Account 


16,560 


Rs. 

30,000 


Rs. i 

1 , 

30,000 

_ 
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In S. Sitaram’s Books 

JOINT VENTURE ACCOUNT WITH P. KRISHNA 



i 

Rs. 




Rs. 

To P. Krishna—Cost of Goods ..J 

23,000 

By Bank 

... 

... 

30,000 

„ P. Krishna—Carriage & Insurance 1 

400 




„ Discount on B. R. 

„ Bank:— 

..J 

Rs. 

120 





Freight 

200 






Storage 

50 






Disbursements 

150 







-— 

400 





„ Profit and Loss Account— 

-£ Profit 






transferred 

3,040 





„ P. Krishna—i Share ... 

... 

3,040 






Rs. 

30,000 



Rs. 

30,000 

^_ 




— 

._’ 

_ . 


P. KRISHNA’S ACCOUNT 


. ^ > ' 

To Bills Receivable Account 


i 

Rs. 


Rs. 

... 

10,000 

By Joint Venture A/c.—Cost of Goods 

23,000 

... 16,560 

,. ,, „ tr —Carriage and 



Insurance ... 

400 



„ „ „ „ —Discount on 




B.R. 

120 



„ „ ,» »» —i Profit 




transferred 

3,040 

is. 

26,560 

Rs. 

* 26,560 






Problem 497 

Messrs. P and Q agreed to enter upon joint venture to promote and under¬ 
write a public issue of shares in connection with a limited company to be called the 
Investment Trusts, Ltd. 

The Company was formed and duly registered on the 1st of January 1943, with a 
Share Capital of Rs. 14,00,000, divided into 1,25,000, 6 per cent Cumulative Preference 
Shares of Rs. 10 each and 15,000 Ordinary Shares of Rs. 10 each. It was agreed between 
the partners that they should share the Profits or Losses of the venture as to three- 
fifths and two-fifths respectively. 

Messrs. P and Q contracted with the company. 

(1) To bear all expenses of registration of the company, 

(2) To bear all expenses of the public issue of the Preference Share Capital except 

the underwriting commission due to them, 

(3) To underwrite the whole of that issue, 

the consideration for such services being an allotment to the partners of 15,000 Rs. 10 
Ordinary Shares as fully paid at par, and an underwriting commission of 8 annas per 
Share in connection with the Preference Share issue. The Ordinary Shares were duly 
allotted to the partners on 2nd January 1943, and the underwriting commission was 
paid to them on 15th March 1943. 

As between themselves the partners agreed to finance the partnership as follows : — 

P provided the cash necessary to meet the expenditure entailed by the public 

issue as follows : — 

1943. Rs. 

Feb. 1 Printing and Despatch of Prospectuses .. .. 3,500 

„ 1 Advertising Prospectus .. .. .. .. 30,000 

„ 26 Professional Charges re : Expert's Report and Valuation 7,500 

Mar. 1 Printing Allotment Letters and Share Certificates .. 450 

„ 5 Solicitors’ Charges re: Prospectus and Public Issue of 

Capital .5,250 

„ 5 Brokerage of 4 annas per share on 75,000 of the Preference Shares. 
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Q provided the cash for all other expenses as follows: — 


1943. 

Jan. 1 Capital Duty .. .. .. .. 14,000 

„ 1 Solicitor’s Charges re : Formation of Company .. .. 1,050 

„ 1 Printing Memorandum and Articles .. .. 350 

„ 20 Printing Books of Accounts and Statutory Books .. 950 

Mar. 31 Office Kent and Hates to 31st March 1943 .. .. 500 

„ 31 Salaries of Office Staff to 31st March 1943 .. .. 2,500 

„ 31 Sundry Petty Expenditure to 31st March 1943 .. .. 350 


The issue of Preference Shares was under-subscribed by the public and Messrs. 
P and Q were called upon, under the terms of their Underwriting Agreement, to take 
up the balance of 5,000 Preference Shares in respect of which on the 1st of March 1943 
P provided cash for the payment of 3,000 of the Shares and Q paid for the balance. The 
5,000 Preference Shares and 15,000 Ordinary Shares held by the partners were sold at 
Rs. 8 and Rs. 9 each respectively, and the sale expenses amounted to Rs. 500. Prepare 
Joint Venture Account, Cash Account, and the Capital Accounts, assuming that the 
venture terminated on 31st March 1943. 

Solution 


JOINT VENTURE ACCOUNT 


1943 


Rs. 

Jan. 1 

To Q’s Capital Account 


Capital Duty 

Solicitors' Charges re: 

14,000 

t* 



formation of Company 

1,050 


Printing Memorandum 



and Articles ... j 

350 

Jan. 20 

Printing Books of A/cs. 


and Statutory Books ...| 

950 

Feb. 1 

To P's Capital Account :— 
Printing & Despatch of 

3,500 


Prospectuses 


Advertising Prospectus ... 

30,000 

Feb. 26 

Professional Charges re: 
Expert's Report and 



Valuation ... 

7,500 

Mar. 1 

Printing Allotment 
Letters and Share 



Certificates 

450 

ft 

3,000 Pref. Shares taken 
up under Under- 



writing Agreement 

30,000 

tf 

To Q’s Capital Account 

2,000 Pref. shares taken 
up under Under- 



writing Agreement 

20,000 

Mar. 5 

To P's Capital Account :— 
Solicitors' Charges re: 
Prospectus and Public 

5,250 


Issue of Capital 
Brokerage—4 as. per 


share on 75,000 shares... 

18,750 

Mar. 31 

To Q’s Capital Account :— 



Office Rent and Rates ... 

500 


Salaries to Staff 

2,500 


Sundry Petty Expenses ... 

350 

»» 

, To Net Profit Rs. 

! P—3/5ths ... 61,110 

p 


Q—2/5ths ... 40,740 

I 1,01,850 



• Rs. 

2,37.000 


1943 


By Bank :— 

Underwriting Commis¬ 
sion 8 annas per 
share on 1,25,000 
Preference Shares ... 

„ Bank—Proceeds of 
5,000 Prefer¬ 
ence Shares Rs. 

@ Rs. 8 each 40,000 
Proceeds of 
15,000 Ordi¬ 
nary Shares 
@ Rs. 9 each 1,35,000 

1,75,000 
Less Expenses 500 


Rs. 


62,500 


1,74,500 


Rs. j 2.37,000 
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BANK ACCOUNT 


1943 1 


Rs. 

1943 

r 

i 

Rs. 

Mar. 15 

To Joint Venture Account— 


Mar. 31 

By Joint Venture Account—j 



Underwriting Com- 



Expenses on Sale of 



mission 

62,500 


20,000 Shares ...; 

500 

Mar. 31 

„ Joint Venture Account— 



„ P's'Capital Account ... 

1,56,560 


Proceeds of 5,000 Pref. 



•» Q s ,, ,, •••' 

80.440 


Shares at Rs. 8 per Share 

40,000 




Mar. 31 

„ Joint Venture Account— 






Proceeds of 15,000 Ord. 






Shares at Rs. 9 per Share 

1,35,000 


; 



Rs, 

2,37,500 


. s. 

237,500 

P’S 

CAPITAL ACCOUNT 


1943 


Rs. 

1943 i 


Rs. 

Mar. 31 

To Bank 

1,56,560 

Feb. 1 i 

By Joint Venture Account— 





I 

Printing and Despatch of 





! 

Prospectuses 

3,500 




„ 

Advertising Prospectus 

30,000 




Feb. 26 

„ Professional Charges re. 






Expert’s Report and : 





i 

Valuation ... 

7,500 




Mar. 1 

„ Printing Allotment Let- 





* 

ters & Share Certificates 

450 





,, 3,000 Preference Shares 






taken up under Under- 






writing Agreement 

i 30,000 




Mar. 5 | 

„ Solicitors’ Charges re. 






Prospectus and Public 






Issue of Capital 

5,250 




, t i 

„ Brokerage—4 annas per 

1 




i 

Share on 75,000 Prefe- 


i 



rence Shares 

i 18,750 



Mar. 31 

,, Share of Profit 

; 61,110 


Rs. 

1,56,560 


Rs. 

11.56,560 


Q’S 

CAPITAL ACCOUNT 


1943 


Rs. 

1943 


Rs. 

Mar. 31 

To Bank 

80,440 

Jan.31 

By Joint Venture Account :— 






Capital Dairy 

14,000 




» 

„ Solicitors’ Charges re: 






Formation of Company 

i! 1,050 




M 

„ Printing Memorandum 

i 





1 and Articles 

1 350 





„ Printing Books of Ac- 

!i 





counts and Statutory 

, 





Books 

'j 950 




Mar. 1 

„ 2,000 Preference Shares 

i; 





taken up under Under- 






writing Agreement .. 

! 20,000 




Mar. 31 

„ Office Rent and Rates .. 

500 





„ Salaries to Staff 

i! 2,500 




»* 

„ Sundry Petty Expenses.. 

| 350 




»> 

; „ Share of Profit 

40,740 


Rs. 

80,440 


Rs. 

1 

j 80,440 
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PARTNERSHIP ACCOUNTS 
Problem 498 

P, Q and R were partners in a firm, the Trial Balance of which on 31st 
December 1943, was as follows: — 






Rs. l 

Rs. 

Sales 


.. 


.. 

82,000 

Purchases 




.. 38,000 

Wages 




.. 16,000 


Salaries 




.. 4,000 


Rent, Rates & Taxes 




1,600 


General Expenses 




.. 3,400 


Discounts 




600 


Stock, 1st January 1943 




.. 36,000 


Life Policy (Surrender Value 

31st 

December 

m2) 

2,800 


Life Premium 




240 


Office Fixtures, etc. 




.. 1,200 

Bank 




4001 

Cash 




100 


Sundry Creditors 




.. 

15,940 

Sundry Debtors 




.. 11,280 
.. 2,400 


Drawings Account (P) 





(Q) 




1,600 


(R) 




2,320 


Capital Account (P) 





8,000 

„ „ (Q) .. 



., 


8,000 

>» it (R) 




Rs. 1,21,940 

8,000 

1,21,940 


Interest on Capital and drawings, taking six months as an average, is to be 
calculated at 5% per annum. 

Stock in hand, 31st December 1943, was Rs. 38,000. 

Surrender value of Life Policy, 31st December 1943, was Rs. 2,960, and Profits and 
Losses were divided equally. 

You are required to prepare Trading and Profit and Loss Account for the year, 
Interest Account, Drawings Account of each partner, and Balance Sheet at 31st 
December 1943. 


Solution 


[For Trading and Profit & Loss Account see next page. 


P, Q AND R 
BALANCE SHEET 
As at 31st December 1943 



Rs. 

! Rs. 


Rs. | 

Rs. 

Sundry Creditors 

... ... 

15,940 

Cash in hand 

100 


Current Accounts:— 



Cash at Bank 

400 


P 

... 4366 


— 


500 

Q 

... 5,186 


Sundry Debtors 

• # • 

11,280 

R 

... 4,448 


Stock-in-Trade 

... 

38,000 



14.000 

Life Policy at surrender value 

... 

2,960 

Capital Accounts:— 

i 


Office Fixtures, etc. 

... 

1,200 

P 

... 8,000 ! 





Q 

... 8,000 : 





R 

... 8,000 







24,000 





Rs. 

53,940 


Rs. 

53,940 
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TRADING AND PROFIT & LOSS ACCOUNT 
_ For the year ended 31st December 1943 



i 

Rs. 

■■ -- " 

:- 

1 RS. 

To Stock, 1st January 1943 


36,000 

By Sales 


82.000 

„ Purchases 

... 

38,000 

„ Stock, 31st December 1943 


I 38,000 

„ Wages 

...j 

16,000 




„ Gross Profit c/d. 

i 

30,000 





Rs. 

1,20,000 


Rs. 

1,20,000 

To Rent, Rates and Taxes ... 

... 

1,600 

By Gross Profit b/d. 


30,000 

„ Salaries 

... 

4,000 

„ Interest on Drawings:— 

Rs. 


„ General Expenses 

... 

3,400 

P 

60 

* 

„ Discount 

... 

600 

Q 

40 


„ Joint Life Policy:— 



R 

58 


Book value on 1st 

Rs. i 




158 

January 1943 

2,800 1 





Add Premium 

240 






3,040 



i 


Less Present surrender 


j 


i 


value 

2,9, 




i 



80 



j 

„ Interest on Capital 





1 

P 

400 ; 





Q . 

400 





R 

400 







1,200 




„ Net Profit 





j 

P 

6.426 

il 



i 

Q . 

6,426 

ij 



i 

R 

6,426 

j 





— 

1 19,278 





Rs. 

30,158 


Rs. 

30,158 


INj 

lEREST 

ACCOUNT 


: - 


Rs. 

Rs. 


Rs. 

Rs. 

To Current Accounts 



By Current Accounts:— 



Interest on Capital 



Interest on Drawings 

i 


P 

400 


P 

60 ; 


Q 

400 


Q . 

40 


R 

400 


R 

58 j 

t 



1 200 




,» Profit and Loss Account—transfer 

*158 

„ Profit and Loss Account—transfer 

! IDO 

i 1,200 


Rs. 

1 

1 1,358 


Rs. : 

; 1,358 


P'S CURRENT ACCOUNT 





! Rs. 



Rs. 

To Bank 

... 

2,400 

By Interest on Capital ... 


400 

„ Interest on Drawings ... 

... 

60 

„ P. & L. A/c. —Profit transferred ...I 

i 6,426 

„ Balance c/d. 

... 

4,366 


1 

!! 


Rs. 

6,826 


Rs. 

! 6,826 


Q’S CURRENT ACCOUNT 





Rs. 

- - 


Rs. " 

To Bank 

... 

1,600 

By Interest on Capital ... 


400 

„ Interest on Drawings ... 

... 

40 

I „ P. & L. A/c.—Profit transferred... 

6.426 

„ Balance c/d. 

... 

5,186 





Rs. 

6,826 


Rs. 

6,826 
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R’S CURRENT ACCOUNT 




Rs. 


Rs. 

To Bank 


2,320 

By Interest on Capital ... 

400 

„ Interest on Drawings . 


58 

„ P. & L. A/c.—Profit transferred... 

6,426 

„ Balance c/d. 


4,448 




Rs. 

6,826 

Rs. 

6,826 


Note. —As the Capitals of the Partners, in this case, are evidently fixed, the other 
account of each partner would more appropriately be styled “ Current Account 


Problem 499 

A, B and C were in partnership, and towards the end of 1943 most of their 
books and records were destroyed in a fire. The Balance Sheet at 31st December 1942 


was as follows : — 





Liabilities 

Rs. 

Rs. 

Assets 

Rs. 

Sundry Creditors 


11,000 

Cash at Bank 

4,800 

Capital Accounts: — 



Sundry Debtors 

.. 7,200 

A. 

9,000 


Stock-in-Trade 

.. 13,000 

B .. 

6,000 


Machinery & Plant 

2,880 

C. 

3,000 


Fixtures & Fittings 

1,200 



18,000 

Advance Payments 

70 

Current Accounts : — 



Current Account : — 


A 

290 


C .... 

340 

B. 

200 

t 





490 




Rs. 

29,490 

i 

Rs. 29,490 


The partners’ drawings during 1943 were A, Rs. 2,800 ; B, Rs. 2,000 and C, Rs. 1,300. 
On 31st December 1943, the Cash at Bank was Rs. 6,400 ; Debtors Rs. 8,050; Stock 
Rs. 11,800; Advance Payments Rs. 50 and Creditors Rs. 12,080. Machinery is to be 
depreciated at 10 per cent per annum and Fixtures and Fittings at 7i per cent. Five per 
cent Interest is to be allowed on Capital, and Partners share profits in the respective 
proportions of one-half, one-third and one-sixth. 

You are required to prepare a statement showing the Net Trading Profit for the 
year 1943, and the division of same between the Partners, together with the Balance 
Sheet as at 31st December 1943, and the Partners’ Current Accounts for the year. 


Solution 

STATEMENT OF PROFITS OF A, B AND C 
For the year ended 31 st December 1943 



Rs. 

Rs. | 

Rs. 

To Sundry Creditors on 31-12-1943 ...j 

12,080 

By Cash at Bank ... ...; 

6,400 

„ Opening Capitals :— Rs. i 


„ Debtors ... ...! 

8,050 

A ... ... 9,000 


„ Stock ... ..J 

11,800 

B ... ... 6,000 


„ Advance Payments ... 

50 

C ... ... 3,000 


„ Machinery ... 2,880 



18,000 

Less Depreciation ... 288 


„ Opening Current A/c. 


— - 

2,592 

Balances:— 


„ Fixtures & Fittings ... 1,200 


A (Cr.) ... ... 290 


Less Depreciation ... 90 


B (do.) ... ... 200 

. 


1,110 

. 


„ Drawings during the year:— 


490 


A ... ... 2,800 


Less C (Dr.) ... 340 


B ... ... 2,000 


■ ■■■■— 

150 

C ... ... 1,300 


„ Trading Profit c/d. 

5,872 

— 

6,100 

Rs. 

36,102 

Rs. 

36,102 
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STATEMENT OP FROFITS-Contd. 


To Interest on Capital- 
A ... 

B ... 

C ... 


Rs. 

450 

300 

iso 


„ Net Profits transferred to:— Rs. a. p 
A’s Current Account— h 2,486 0 0 

B's „ ,, —Jrd 1,657 5 4 

C's „ „ —l/6th82810 8 


Rs. 


Rs. 



By Net Trading Profit b/d. 

900 


4,972 


5,872 

Rs. 


Rs. 

5,872 


5,872 


Note. —The above Trading Profit of Rs. 5,872 is arrived at by setting off the 
Opening Capitals and the Net Credit balance on Partners’ Current Accounts against the 
present Assets and Liabilities as also the withdrawals by the Partners during the year. 


A’S CURRENT ACCOUNT 


To Bank—Drawings 
„ Balance c/d. 


i 

Rs. 


Rs. 


2,800 

By Balance b/fd. 

200 


426 

„ Interest on Capital ... 

450 

! 

\ 


„ Share of Profit—transferred 

2,486 

Rs. j 

3,226 

Rs. 

3,226 

;| 


By Balance b/d. ... _... 

426 


B’S CURRENT ACCOUNT 


To Bank—Drawings ... ...j 

Rs. a. p. 


Rs. a. p. 


2,000 0 0 

By Balance b/fd. 

290 0 0 

„ Balance c/d. 

157 5 4 

„ Interest on Capital 

300 0 0 



„ Share of Profit—transferred 

1,657 5 4 

Rs. 

2,157 5_4 

Rs. 

2,157 5 4 



By Balance b/d. 

157 5 4 


[For C’s Current Account, see next page . 

BALANCE SHEET 
As at 31st December 1943 


Liabilities 



i 

Rs. 

a.p. 

Sundry Creditors 
Current Accounts:— 

Rs. 

a. 

P- 

12,080 

0 0 

A 

426 

0 

0 



B 

157 

5 

4 

583 

5 4 

Capital Accounts 

9,000 



A 

0 

0 



B 

6,000 

0 

0 



C ... 

3,000 

0 

0 

18,000 

0 0 




Rs. 

30,663 

5 4 


Assets 

Rs. 

Rs. 

a.p. 

Cash at Bank 

... 

6,400 

0 0 

Sundry Debtors 

... 

8.050 

0 0 

Stock-in-trade 


11,800 

0 0 

Fixtures & Fittings 

1,200 



Less 7J% depreciation 

90 





1,110 

0 0 

Machinery 

2,880 



Less 10% Depreciation 

288 





2,592 

0 0 

Advance Payments ... 

... 

50 

0 0 

Current Account—C 

... 

661 

5 4 


Rs. 

30,663 

5 4 


44 
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C’S CURRENT ACCOUNT 


i 

Rs. a. p. 


Rs. a. p. 

To Balance b/fd. 

340 0 0 

By Interest on Capital 

150 0 0 

„ Bank—Drawings ... 

1300 0 0 

„ Share of Profit—transferred 

828 10 8 



„ Balance c/d. 

661 5 4 

Rs. 

1,640 0 0 

Rs. 

1,640 0 0 

To Balance b/d. ... ...; 

661 5 4 




Problem 500 


Sen, Das and Roy were in partnership sharing profits in proportions of half, 
one-third and one-sixth respectively. They had taken out a joint-survivorship Policy 
for Rs. 15,000 on 1st January 1942, the annual premium of Rs. 600 on which was charged 
off to Revenue each year. 


The Balance Sheet of the firm on 31st December 1941 was as under:— 


Liabilities 

Rs. 

Rs. 

Assets 

Rs. 

Sundry Creditors 

,, 

22,000 

Cash at Bank .. 

.. 6,000 

Current Accounts : — 



Sundry Debtors 

.. 30,000 

Sen 

2,000 


Stock-in-Trade 

. !*■ -25,000 

Roy 

1,000 


Premises 

.. To,000 



3,000 

Current Account: — 


Capital Accounts: — 



Das 

.. 4,000 

Sen 

40,000 




Das 

30,000 




Roy 

20,000 






90,000 




Rs. 

145,000 


Rs. 145,000 


It wa9 provided by the Partnership agreement that on the death of any of the 


partners, his share of Goodwill was to be computed at twice the average of his share of 
the previous three years* profits as shown by the Profit and Loss Account. The payment 
of the deceased partner’s share to his Executors was to be extended over a period of 
three years as under: —Rs. 12,000 each at the end of the first and second years respect¬ 
ively and the balance at the end of the third year, 5% interest being calculated on the 
unpaid balance in the meantime. The Premises to be revalued on death. 

Roy died on 31st December 1943. The net Profits and the Drawings of the partners 


were as under: — 


Net Profits. 


Drawings. 





Sen 

Das 

Roy 



Rs. 

Rs. 

Rs. 

Rs. 

Year 1941 

,, 

.. 24,000 

10,000 

6,500 

3300 

Do. 1942 

.. 

.. 30,000 

15,400 

9,000 

4,000 

Do. 1943 

.. 

.. 18,000 

8,500 

5,000 

2,500 


On 31st December 1943, the assets other than Bank balance were—Debtors ^ 
Rs. 30,000, Stock Rs. 35,000 and Premises Rs. 50,000. The Creditors were Rs. 27,000. The 
Premises were valued at Rs. 59,000 and the Capitals remained unaltered. 

Show the Balance Sheet of the firm as at 31st December 1943, prior to adjustments 
arising from Roy’s death, Roy’s Capital Account and Roy’s Executors’ Account assuming 
that all the payments were duly made. No interest is to be calculated on Capitals and 
Drawings. . .. . _ 
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Solution BALANCE SHEET OF SEN, DAS AND ROY 


As at 31st December 1943 


■ ..— • .. 

Rs. || Rs. 

- ' ~ - - --' 

Rs. 

Creditors 

27,000 

Cash at Bank 

8,600 

Current Accounts 

n 

Debtors 

30,000 

Sen 

4,100 ; 

Stock 

35,000 

Roy 

3,000 

Premises 

50,000 


-7,100 

Current Account—Das 

500 

Capital Accounts 




Sen 

... 40,000 



Das 

... 30,000 



Roy 

... 20,000 




- 90,000 




Rs. 1,24,100 

Rs. 

1,24,100 


ROY’S CAPITAL ACCOUNT 



, Rs. 


Rs. 

To Roy's Executors' Account 

I 

By Balance b/fd. 

20,000 

—Transfer 

j 23,000 

„ Current Account—Transfer ... 

3,000 

Rs. 

j 23,000 

Rs. 

23.000 


1 1 




ROY’S EXECUTORS’ ACCOUNT 


1944 
Jan. 1 


1944 
Dec. 31 


1945 
Dec. 31 


1946 
Dec. 31 



Rs. 

To Balance c/d. 

35,000 

Rs 

35,000 

To Bank 

12,000 

„ Balance c/d. 

24,750 

Rs. 

36,750 

To Bank 

12,000 

„ Balance c/d. 

13,987—8 

Ra. 

25,987-8 

To Bank 

14,686-14 

Rs. 

14,686-14 


1944 

Jan. 1 By Roy's Capital A/c.— | 

Transfer ...I 

„ Goodwill... ... |j 

„ Life Policy 
„ Premises A/c.— 

Adjustment of increas*j 
ed value of Premises j 


1944 

Jan. 1 j By,Balance b/d. 
Dec. 31 | „ Interest ... 


1945 

Jan. 1 | By Balance b/d. 
Dec. 31 „ Interest ... 


1946 

Jan. 1 By Balance b/d. 
Dec. 31 „ Interest ... 


24,750 
1,237—8 

25.987— 8 

13.987— 8 
699—6 

14,686-14 


Noras.— (1) The closing balances on Current Accounts of the partners are ascer¬ 
tained thus:— 

SEN’S CURRENT ACCOUNT 


To Bank—Drawings 
„ Balance c/fd. 


Rs. 

' ’ " : 

Rs. 

33,900 

By Opening Balance 

••• ... 

4,100 

„ Profits 

... 12,000 


»» » ••• 

... 15,000 


»» » ••• 

9,000 

38,000 


Rs. 

i 




- 36,000 
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DAS’S CURRENT ACCOUNT 



Rs. 

Rs. 

Rs. 

To Balance b/fd. 

4,000 

By Profits ... ... 8,000 


„ Bank-Drawings 

20,500 

„ „ ... ... 10.000 




„ ... ... 6.000 : 




— 

24,000 



„ Balance c/fd. 

500 

Rs. 

24,500 

•Rs. 

24.500 


ROY’S CURRENT ACCOUNT 



Rs. 

Rs. 

Rs. 

To Bank—Drawings 

10,000 

By Balance b/fd. 

1,000 

„ Balance c/fd. 

3,000 

Profits ... ... 4,000 




„ „ ... ... 5,000 




„ „ ... ... 3,000 





12,000 

Rs. 

13,000 

Rs. 

13,000 


(2) The Balance at Bank in the Balance Sheet on 31-12-43 is arrived at by 
placing all the Assets and Liabilities at the figures given. The closing balances on 
Current Accounts having then been set out at the figures ascertained as shown above, 
and the Capitals at the figures which remained unaltered, the difference must be assumed 
to represent the Bank Balance. 

^Problem 501 

L and M are in partnership sharing profits and losses in proportion to their 
Capitals. On 31st December 1943, the following balances stood to the credit of the 
partners: — 

Capital. Current 

Account Account 

Rs. Rs. 

L . 12,000 720 

M . 6,000 360 

P was admitted into partnership, and a new partnership deed was executed which 
provided that:— 

(a) At 31st December in each year the following partnership Salaries were to 
be credited : — 

M .. Rs. 800; P .. Rs. 500. 

(b) P was to be entitled to one-twelfth of the profits after charging salaries and 

interest, such share to be borne by L. 

(c) Interest at 5% per annum was to be allowed on Capital and Current 
Accounts. 

On 1st January 1944, L paid Rs. 6,000 further Capital into the business. The 
partners' drawings were:—L, Rs. 1,600 (Interest to be charged thereon Rs. 80) ; M, 

Rs. 1,000 (Interest to be charged thereon Rs. 20) ; P, Rs. 300 (Interest Nil). The net 

profit for the year 1944, before charging interest on Capital and partnership Salaries, 
was Rs. 5,744. 

Prepare an account showing the division of profits among the partners as at 31st 

December 1944. 

Solution 

PROFIT AND LOSS APPROPRIATION ACCOUNT 
For t he ye ar ended 31st December 1944 


To Salaries:— 

M 

P 

Rs. | 

800 
. 500 

Rs. 

1,300 

By Net Profit for the year 
„ Interest on Drawings:— 

L «M •• 

M 

Ks. j ' 

. 80 ji 
. 20 

Rs; 

5,744 



100 

Carried aaer 

Rs. 

1,300 

Carried over 

Rs. , 

5,844 
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PROFIT AND LOSS APPROPRIATION ACCOUNT— Contd. 
Rs. I Rs. I 

Brought over \ 1,300 I Brought over 


Brought over j 

To Interest on Capitals 

L ... ... 900 

M ... ... 300 

„ Interest on Current A/c. at 5% :— 

L ... ... 36 

M * ... ... 18 

„ Net Profit:— j 

L's Capital Account:— Rs. 

Jths Share 2,468 

Less l/12th to P 274 

-2,194 I 

M's Capital Account:— 
ith Share ... ... 822 

P's Capital Account 
l/12th Share ... ... 274 


Problem 502 


Jayker, Gupte and Modi are partners, sharing profits in the proportions 2 : 
respectively. At 31st December 1943, they decided to dissolve partnership, 
Balance Sheet at that date appearing as under : — 


Liabilities. Rs. 

Sundry Creditors 
Bank overdraft (Guaranteed 
by Jayker) 

Capital Accounts : — 

Jayker .. 4,800 

Gupte .. .. 6,000 

Modi .. 4,000 


Assets 

Freehold Property 
Plant & Machinery 
Stock-in-Trade 
Debtors 

Current Accounts : — 
Gupte 
Modi 


Jayker’s Current Account 


Rs. 44,000 


The Freehold Property realised Rs. 5,600, the Plant and Machinery Rs. 10,800, the 
Stock-in-Trade Rs. 6,000 and the Debtors Rs. 2,400. Jayker paid off the Bank Overdraft. 
Expenses of realisation amounted to Rs. 480 ; Gupte and Modi both become bankrupt, 
the estate of the former paying 4 annas in the rupee and of the latter 1 anna in the rupee. 

Make the necessary entries in the books of the partnership in respect of the 
transactions referred to, including the closing entries of the partnership. 

Solution REALIZATION ACCOUNT 



Rs. 


Rs. j! 

To Sundries 


By Bank 

1 

Freehold Property ... 

8,000 

Freehold Property ... 

5,600 1 

Plant and Machinery 

14,400 

Plant & Machinery ... 

10,800 * 

Stock-in-trade 

9,600 

Stock-in-Trade 

6,000 

Debtors 

2.400 

Debtors ... 

2,400 

Bank—Expenses of Realisation 

; 480 

», Loss on Realisation 
—transferred 

Jayker ... 

Gupte 

Mcdi 

i; 

ii 

3,360 ; 
5,040 i( 
1,680 


10,080 
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JAYKER’S CAPITAL ACCOUNT 


Rs. 

To Realisation Account 

—Loss transferred ... 

Rs. 

; 3,360 

I 

By Balance b/fd. 

R8. 

4,800 

„ Capital Deficiency transferred— 

Gupte's Capital A/c.... 2,580 ! 

„ Current Account—tranferred 

3,200 

Modi's „ „ ... 2,700 

5,280 

„ Bank Overdraft 

8,000 

„ Bank 

7,360 



Rs. 

16,000 

Rs. 

16.000 


GUPTE’S CAPITAL ACCOUNT 


To Current Account—transfer 
„ Realisation Acfcount — Loss 
transferred 


Rs. 


Rs. 

4,400 

By Balance b/fd. 

! 

i 

...i 

i Rs. 

| 6,000 

„ Bank—Dividend of 4 annas in ! 

5,040 

the rupee 

J 

860^ 

i 


„ Balance to Jayker's 

Capital 


Accou nt—transferred 

... 

; 2,580 

9.440 

•3^0 

Rs. 

9,440 



... . 

i . . . 


MODI’S CAPITAL ACCOUNT 


To Current Account—transfer 
„ Realisation Account — Loss 
transferred 

Rs. 

Rs. 

5,200 

1,680 

I 

By Balance b/fd. 

„ Bank—Dividend ... ...j 

„ Balance to Jayker's Capital 
Account 

Rs. j 

IS 

Rs. 

4,000 

180 

2,700 

6,880 

6,880 



BANK ACCOUNT 


1 

Rs. 


Rs. 

To Jayker’s Capital Account—Over- 


By Balance b/fd. 

8,000 

draft paid off 

8,000 

„ Creditors 

18,000 

„ Realisation Account—S ale of 


„ Realisation Account—Expenses 


Assets ... 

24,800 

of realisation 

480 

„ Gupte's Capital Account—Divi- 


„ Jayker's Capital Account ...j 

7,360 

dend of 4 annas in the rupee 

860 

j 


„ Modi's Capital Account—Dividend 



i 

of 1 anna in the rupee 

180 



Rs. 

33,840 

Rs. j 

33,840 

..,. 

1_ —. 

i 



Problem 503 

P, Q and R were partners in a Radio business with Capitals of Rs. 4,800, 
Rs. 2,400 and Rs. 1,600 respectively and sharing profits in proportions to Capitals. They 
agreed to amalgamate their business with M and N, Wireless Dealers, with a total 
Capital of Rs. 3,200 and sharing profits equally. 

In order to equalise the future position of all the partners in every respect, P 
agreed to transfer to R, M and N each one-sixth of his share in P, Q and R, on the basis 
of three years’ purchase of his share of the firm’s average profits calculated*n those of 
the four previous years. R, M and N, on their part agreed to bring in Cash equally in 
order to pay P, for the sale of a part of his share to them. 

The profits of P’s firm for the previous four years were Rs. 15,000, Rs. 12,500, 
Rs. 16,000 and Rs. 14,008. The profits of the new firm at the end of the first year were 
Rs. 20,000 and the drawings of each partner during the period amounted to Rs. 2,500. 
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You are required to prepare Capital and Current Accounts of each partner, assum¬ 
ing that the required Cash passed through the new firm’s books. 


Solution 


P’S CURRENT ACCOUNT 



Rs. 

| 

Rs. 

To Drawings ... 

2,500 

By Profit & Loss Account 

4,000 

„ Balance c/d. 

1,500 



Rs. 

i 

1 4,000 

Rs. 

i 4,000 

i 

t 

i 


By Balance b/d. 

i 1.500 


Q’S CURRENT ACCOUNT 


To Bank—Drawings 
„ Balance c/d. 

i 

i 

...1 

Rs. 

2.500 

1.500 

By Profit & Loss Account 

... 

Rs. 

4,000 


Rs. 

4.000 


Rs. 

4,000 




By Balance b/d. 


1,500 


R’S CURRENT ACCOUNT 


To Bank—Drawings 
„ Balance c/d. 


To Bank—Drawings 
„ Balance c/d. ... 


To Bank—Drawings 
,, Balance c/d. 


| 

! Rs. 


i 

Rs. 

# 

2,500 

By Profit & Loss Account 

4,000 

i 

“*’i 

1,500 



Rs. 


Rs. 

4,000 

| 

i 


By Balance b/d. 

1,500 


M’S CURRENT ACCOUNT 


i 

i 

Rs. 

1 

Rs. 

.. i 

2,500 

By Profit & Loss Account . J 

4,000 

...| 

1,500 

| 


Rs. 

4,000 

Rs. j 

4,000 

j 


By Balance b/d. 

1,500 

N’S CURRENT ACCOUNT 


1 

Rs. 


Rs. 

J 

2,500 

By Profit & Loss Account ...j 

j 4,000 

i 

... i 

1,500 



Rs. ; 

4,000 

Rs. 

L000 


1 By Balance b/d. ... ...f 1,500 

P’S CAPITAL ACCOUNT 


To Bank 
„ Balance c/d. 


Rs. 


| Rs. 

14,163 

By Balance b/fd. 

j 4,800 

2,400 

„ Sale of Goodwill to R, M & N ... 

11,763 

16,563 

Rs- j 

j_16,563 

i 

By Balance b/d. ... ...i 

2,400 


Rs. 
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Q’S CAPITAL ACCOUNT 


To Balance c/d. 


Rs. 

_2. 400 

By Balance b/fd. 


Rs. 

2,400 




,, Balance b/d. 

... 

2.400 

R’S CAPITAL ACCOUNT 

To Purchase of Goodwill ... 
n Balance c/d. 

... 

Rs. 

3,921 

2,400 

By Balance b/fd. 

„ Bank 

... 

Rs. 

1,600 

4,721 


Rs. 

6,321 


Rs. 

6,321 




By Balance b/d. 


2,400 


M’S CAPITAL ACCOUNT 



To Purchase of Goodwill ... 

» Balance c/d.... 

j Rs. 

•Ji 3,921 

..4 2,400 

1 

By Balance b/fd. 

„ Bank 

... 

Rs. 

1,600 

4,721 


Rs. 

! 

6,321 


Rs. 

6.321 



By Balance b/d. 


2,400 

N’S CAPITAL ACCOUNT 

To Purchase of Goodwill ... 

„ Balance c/d.... 

" 

1 

! Rs. 

| 3,921 

2,400 

By Balance b/fd. 

,, Bank 

•• 

i 

i Rs 
: 1.600 
! 4,721 


Rs. 

6.321 


Rs. 

6,321 




By Balance b/d. 


2,400 


Notes.—(1) It is assumed that Q’s Capital is to be taken as the basis for each 
Partners future Capital in the firm. 

(2) The amount to be credited to P in respect of Goodwill is arrived at thus : — 


Firm’s profits 


Average Annual Profit 
ff X 14,377 


Rs. 

15,000 

12,500 

16,000 

14,008 


4^ 57,508 


= 14,377 


= Rs. 7,842 


X3 


Rs. 23,526 

i of Rs. 23,526 = Rs. 11,763 
amount chargeable to R, M and N respectively 


is l|3rd of Rs. 11,763 


504 


V 


\ 


_2 nd Z Partners in a glassware business and shared profits in half, 

M under-— d ° ne " Sixth respectively. On 1st January 1943, their Balance Sheet showed 
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Liabilities 

Rs. Rs. 

Assets 

Rs. 

Sundry Creditors 

3,000 

Goodwill 

10,000 

Capital Accounts : — 


Sundry Assets 

.. 12,000 

X 

.. 14,000 

Cash at Bank .. 

.. 11,000 

Y 

.. 10,000 



Z 

6,000 




30,000 




Rs. 33,000 


Rs. 33,000 


Immediately after the preparation of the above Balance Sheet, the following 
changes took place : — 

(1) Z retired from the business, and his Share valued at Hs. 8,000 was taken 
over by X and Y who paid the former in their profit-sharing proportions, 
from their personal resources. 

(2) S was then introduced in the business as a one-sixth partner on condition 
that a further sum of Hs. 6,000 is allowed to be credited to X and Y in 
their respective proportions, and that he contributed such a sum as would 
make his Capital equal to one-fourth of the total Capital of X and Y 
after all the above adjustments. 

(3) The new firm was converted into a Company named the Enterprisers, Ltd. 
which took over the whole of the assets except cash and no liabilities for 
Hs. 34,000 payable in fully paid Ordinary Shares of Rupee one each. 

The Bank Balance of the firm was utilised in payment to creditors and the partners. 
You are required to show the Capital Accounts of all the partners. 


Solution 


X’S CAPITAL ACCOUNT 


I 

Rs. 

1 , 

Rs. 

To Z’s Capital Account—Goodwill 


By Balance b/fd. ... .. j' 

14,000 

3/5ths Share ... .J 

1,200 

„ Z's Capital Account—purchase ! 


„ Balance c/d. ... .. i 

21,200 

of his. share ... ...! 

4,800 

! 


„ Goodwill Account—3/5ths Share | 

3,600 

Rs. 

22,400 

Rs. I; 

22,400 

To Shares in the Co. 

16,134 

By Balance b/d. 

21,200 

„ Bank 

8,066 

„ Profit on Realisation ... 

3,000 

Rs. 

24.200 

Rs. 1 

24.200 

Y’S 

CAPITAL ACCOUNT 



Rs. 


~R S r 

To Z's Capital A/c.—Goodwill 2/5ths 

1 

By Balance b/fd. 

10,000 

Share 

800 

„ Z's Capital A/c.—purchase of 


„ Balance c/d. 

14,800 

his share 

3,200 


! 

„ Goodwill A|c.—2/5ths Share 

2,400 

Rs. 

15,600 

Rs. 

15,600 

To Shares in the Co. 

11,200 

By Balance b/d. ... ...! 

14,800 

„ Bank 

! 5.600 

„ Profit on Realisation... 

2,000 

Rs. 

| 16.800 

1 

Rs. 

16,800 


Z’S CAPITAL ACCOUNT 


-— - --- - 

Rs. 

" ' ~ - ■■ "■ ' ‘ , 

) Rs. 

To X's Capital Account 

... 4,800 

By Balance b/fd. 

: 6,000 

„ Y’s. 

... 3,200 

„ X's Capital Account—Goodwill ...! 

i 1,200 



Y'a 

»» 1 ® » »> »* 

800 


Rs. | 8,000 

Rs. 

| 8,000 
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S’S CAPITAL ACCOUNT 



Rs. 


Rs. 

To Shares in the Co. 

j 6,666 

By Bank 

9,000 

„ Bank |... 

3,334 

„ Profit on Realisation... 

1,000 

Rs. 

| 10,000 

Rs. 

10,000 


Notes. — (1) The division of Shares and Cash has been made in proportions to 
Capitals. 

(2) The Goodwill of the firm appeared as under on the date the Partnership was 


converted into a Limited Company : — 

GOODWILL ACCOUNT Rs. 

To Balance brought forward .. .. 10,000 

„ X’s Capital .. .. .. 3,600 

„ Y’s Capital .. .. .. 2,400 

Hs. 16,000 


(3) The profit on Sale of Business to the Limited Company is arrived at thus : — 

Rs. 

Sundry Assets .. .. .. 12,000 

Goodwill .. .. 16,000 


Value of business at date of Sale to Company .. 28,000 

Purchase Consideration .. .. .. 34,000 


Profit on Realisation = Rs. 6,000 


/ 

/ 

/ Problem 505 

X and Y were equal partners as hosiery manufacturers, and they arranged 
to sell their business to X and Y, Ltd., at 31st December 1943, at which date their 
Balance Sheet was as follows : — 


Liabilities 

Rs. 

Rs. 

Assets 

Rs. 

Mortgage on Freehold 



Sundry Debtors 

.. 35,600 

Property 


27,500 

Slock-in-Trade 

8,400 

Trade Creditors 


22,100 

Motor Vehicles 

.. 7,500 

Bank Overdraft 


9,400 

Plant & Machinery 

25,000 

Capitals—X 

26,000 * 


Freehold Building 

.. 30,000 

Y .. 

21,500 

47,500 








Rs. 

1,06,500 


Rs. 1,06,500 


The authorised Capital of X and Y, Ltd., was Rs. 1,20,000 divided into 12,000 shares 
of Rs. 10 each, and the sale agreement provided that the Company should purchase the 
freehold buildings (subject to the mortgage), plant, motors, stock and goodwill for 
Rs. 80,000, to be satisfied by an allotment of 7,500 fully paid shares and Rs. 5,000 in cash. 

The Company undertook on behalf of the vendors to collect the book debts and 
pay the creditors, including the overdraft, the net proceeds to be applied in taking up 
shares. The Company issued 7J% mortgage Debentures for Rs. 20,000 and 1,000 shares 
to the public. The debentures and shares were fully called and the amount duly received. 

You are required to prepare a Realization Account of the old business and the 
commencing Balance Sheet of the Company, assuming that all the arrangements have 
been completed and that the debtors and creditors are cleared at the figures at 31st 
December 1943. Reserve should be made for expenses amounting to Rs. 2,500 payable 
by the new Company. 

Open also the necessary accounts in the books of the Company dealing with the 
realization of book debts and payments to creditors of the vendors. 
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Solution 


X and Y's Books 


REALIZATION ACCOUNT 


Rs. 1 

To Sundry Assets:— 

Freehold Buildings ... 

Plant ... ... 

Motor Vehicles ... ...j 

Stock-in-Trade 
,, Profit on Realisation 

X ... ... 18,300 

Y ... ... 18,300 

Rs. 

30,000 

25,000 

7,500 

8,400 

36,600 

By Mortgage 
„ X& Y,Ltd. 

(Purchasing C ompany) 

Rs. 

27,500 

80,000 

Rs. 

1,07,500 

Rs. 

1,07.500 





In X and Y Ltd/s Books 

BALANCE SHEET 

As at 1st January 1944 


Capital and Liabilities 

Rs. 

Property and Assets 

Rs. 

Share Capital:— 


Goodwill at cost 

36.600 

Authorised, 12,000 Shares of Rs. 


Freehold Building at cost 

30,000 

10 each ... 

1,20.000 

- 

Plant at cost ... 

Motor vehicles at cost ... 

25,000 

7,500 

Issued Capital:— 


Stock 

8.400 

7,910 Shares issued as fully paid ... 

79,100 

Preliminary Expenses ... 

2,500 

1,000 Shares fully called 

Mortgage on Freehold Property 

7i% Mortgage Debentures 

Creditors for Expenses 

10,000 

27.500 

20,000 

1 2,500 

Cash at Bank 

^29,100 

Rs. 

1,39,100 

Rs. 

| 1.39,100 

1 _ 


Notes. — (1) The debtors* accounts will be credited and X and Y, Ltd. debited with 
the proceeds, in the books of X and Y as and when the book debts are realised. Similarly, 
X and Y, Ltd. will be credited with the cash paid to the creditors, the latter accounts 
being debited. Since the book values are realised and paid respectively, the Realisation 
Account will not be affected. 


(2) In the books of X and Y, Ltd. an account styled X and Y Suspense Account 
will be credited with the realisation of Book Debts and will be debited with the 
payment of Bank Overdraft and Sundry Creditors. In regard to the issue of shares 
for the balance due to X and Y, X and Y Suspense Account will be debited and Share 
Capital Account will be credited. 

(3) The amount paid for Goodwill by the Company is ascertained thus : — 

Assets taken over : — 


Ks. 


Stock 

Motors 

Plant 

Building 


8,400 

7,500 

25,000 

30,000 


70,900 

Less Mortgage 27,500 


Rs. 43,400 = Value of Net Assets 
taken over 
Rs. 

Purchase Consideration = 80,000 

Less Net Assets taken over 43,400 


Goodwill 


= Rs. 36,600 
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Problem 506 


E and F, partners, took out a partnership policy for Rs. 18,000 without profits at 
an annual premium of Rs. 700. The premium was charged against the Firm’s profits, 
which were shared as to E two-thirds and as to F one-third. E died on 31st March 1943. 
Three years’ premiums had then been paid. E’s share of profits from 1st January 1943 
was Rs. 1,500. The Partnership Deed provided for: — 

(a) Interest at 5 % on the balance of Capital at the date of last Balance Sheet 

(E’s Capital was Rs. 12,000). 

(b) Goodwill (in case of death) on basis of two years’ purchase of average profits 

of the last three years, after charging interest on Capital, but excluding 
the insurance premiums. 

The net profits for the three years, after charging interest on Capital and insurance 
premiums, were Rs. 6,000, Rs. 7,600 and Rs. 7,400. E’s drawings for the three months to 
31st March amounted to Rs. 1,800. 


Prepare E’s Capital Account as at the date of death for a settlement with his 
Executors. * , , 

i. <4 $3TS 

Solutioivy’ ^ o q 

- E’S CAPITAL ACCOUNT 

--<«- % -• stf - ,-— - - - - - - ' " 8 


1943 I Rs. a. p, 

Mar. 31 To Drawings ... 1,800 0 0| 

„ Executors of E— 
balance transferred ... 34,116 10 8| 


Rs. 35,916 10 8 


1943 

Mar. 31 By Balance b/fd. 

„ Profit from 1st January 
to date ... 

„ Interest on Capital for 
3 months 

„ Share of Goodwill ... 
„ Life Policy Account— 
3rd Share of Proceeds 


Rs. a. p. 
12,000 0 0 

1,500 0 0 

150 0 0 
10,266 10 8 

12,000 0 0 


Rs. I! 35,916 10 8 


Notes.— (1) It is assumed that E’s share of profits as given for the 3 months to 
31st March 1943, is arrived at after charging interest on his Capital for the period. 

(2) The amount payable for Goodwill is arrived at thus: — 

Rs. 

Net Profits Rs. 6,000 -f Insurance Premium Rs. 700 ^ 6,700 

„ „ 7,600 -f „ „ 700 = 8,300 

„ „ 7,400 + „ „ 700 == 8,100 

3^ 23,100 

Average Profits = 7,700 

X2 


Two year’s purchase = Rs. 15,400 
Rs. 10,266-10-8 represents two-thirds share thereof. 


Problem 507 

Jack and Jones having Capitals of Rs. 16,000 and Rs. 10,000 respectively and 
sharing profits in proportions to Capitals, admit Brown into partnership upon his 
introducing Rs. 8,000 as Capital and paying Rs. 8,000 for his share of goodwill; the latter 
amount is not to be brought into the firm. The profits of the new firm are to be distri¬ 
buted in proportions to the new figures of Capital, and each partner is to receive 4% 
interest on Capital. The profits of the first year (before charging interest on Capital) 
amounted to Rs. 6,800, and the actual drawings were as follows-.—-Jack Rs. 3,200, Jones 
Rs. 2,000 and Brown Rs. 1,600. At the end of the first year Jack retired from the firm 
and was paid his Capital and Rs. 20,000 for his share of goodwill by Jones and Brown, 
who found money in proportions of their respective Capitals. 

Prepare the Distribution Account for the first year and the necessary Journal entries 
for the opening Balance Sheet of the new firm of Jones and Brown at the beginning of 
the second year. 
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Solution 


To Interest on Capital 
Jack 4% on Rs. 16,000 
Jones 4% on Rs. 10,000 
Brown 4% on Rs. 8,000 

„ Profits:— 

Jack 8/17ths ... 

Jones 5/17ths ... 

Brown 4/17ths 


DISTRIBUTION ACCOUNT 


Rs. 

Rs. 

640 

400 

320 

1,360 


2,560 

1,600 

1,280 

5,440 


Rs. 

6.800 




By Profits ... 


JOURNAL ENTRY 


Jack's Capital Account... 

Goodwill Account 
To Jones Capital Account 5/9ths 
„ Brown's Capital Account 4/9ths 
(Being payment to Jack on retirement of his Capital and Rs. 
20,000 for his share of Goodwill.) 


Rs. 

6,800 


Rs. j 

j 6,800 

i L. F. 

i Rs. 

; Rs. 

Dr. ! 

16,000 

; 


1 20,000 

1 


i 

20,000 

i 

■ 

16,000 


Note.— It is assumed that the money contributed by Jones and Brown to pay off 
Jack was not paid through the firm’s account. 


Problem 508 


The Balance Sheet of Gupta and Asar, practising as dentists, at 31st December 
1943 was as under : — 


Liabilities 

Rs. 

Rs. 

Assets 

Rs. 

Sundry Creditors 


800 

Lease (at cost) 

4,000 

Current Accounts : — 



Sundry Debtors 

.. 45,000 

Gupta 

17,200 


Cash at Bank 

4,500 

Asar 

5,650 


Cash in hand 

150 



22^50 



Capital Accounts : — 





Gupta 

. 20,000 




Asar 

. 10,000 

1 

30,000 




Rs. 

53,650 


Rs. 53,650 


Profits are shared in the ratio of 2/3rds Gupta and l/3rd Asar. At that date Gupta 
retired from business and Asar decided to continue with Roy, his assistant, as partner. 

For the purpose of the dissolution, it was decided to adjust the values of the firm's 
assets as under : — 

(a) Reserve Rs. 3,000 for Bad and Doubtful Debts. 

(b) Value Work-in-Progress at 31st December 1943 at Rs. 12,000. 

(c) Value Goodwill at Rs. 30,000. 

Gupta agreed to leave his share in the business for the time being as a loan at 5% 
per annum interest. Roy bought one-quarter share of the profits from Asar for Rs. 10,000 
and die Goodwill Account was adjusted accordingly. He introduced Rs. 5,000 in cash as 
working Capital. They then agreed to eliminate Work-in-Progress from their books. 

Give the Capital Accounts of Gupta, Asar and Roy and the opening Balance Sheet 

of Asar and Roy, 
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Solution 


GUPTA’S CAPITAL ACCOUNT 


To Reserve for Bad Debts 
„ Transfer to Loan Account 

Rs. 

2,000 

63,200 

By Balance b/fd. 

„ Current A/c.—balance transferred 
„ Goodwill ... 

,, Work-in-Progress 

Rs. 

20,000 

17,200 

20,000 

8,000 

Rs.; 

65,200 

Rs. 

65,200 





ASAR’S CAPITAL ACCOUNT 


] 

Rs. 

i 

Rs. 

To Reserve for Bad Debts 

1,000 

By Balance b/fd. ... ... ! 

10.000 

„ Work-in-Progress, jths written back 

9,000 

„ Current A/c. balance transferred 

5,650 

J„ Balance c/d. 

29.650 

„ Goodwill Account for adjustment 
with Gupta 

10,000 



„ Work-in-Progress ... ...i 

„ Goodwill Account for adjustment 

4,000 

i 


with Roy ... .... 

10,000 

Rs. 

_39,650 

Rs. 

39.650 



^By Balance b/d._...__ ... 

29,650 


ROY’S CAPITAL ACCOUNT 


! 

To Work in Progress, Jth written back 
„ Balance c/d. 

Rs. 

3,000 

2,000 

By Bank 

... 

... 

Rs. 

5,000 

Rs. 

5.000 



Rs. 

5,000 



By Balance b/d. 

... 

... 

2,000 


BALANCE SHEET OF ASAR AND ROY 


As at 1st January 1944 


Liabilities 

Rs. 

Assets 

Rs. ! 

Rs. 

Sundry Creditors 

800 

Goodwill 

1 

40,000 

Gupta's Loan Account 

63,200 

Lease at cost 

... ... 

4,000 

Asar's Capital Account ... ...! 

Roy 8 „ ft ... •••; 

29,650 
| 2,000 

Sundry Debtors 

Less Bad Debts 
Reserve 

Cash at Bank 

Cash in hand 

... 45,000 

3,000 

42,000 

9,500 

150 

Rs. 

95.650 


Rs. 

~95.650 


Problem 509 

Shanker and Shiva were equal partners and their partnership deed provided 
for interest on Capital at 5%, and for a valuation of goodwill on death at two years’ 
purchase of the average profit for the last three completed years. 

An Assurance Policy for Rs. 16,000 on their joint lives was taken out for the 
purpose of paying out a deceased partner, and at the date of Shanker’s death on 30th 
November 1943. the surrender value appearing in the Balance Sheet was Rs. 5,800. The 
profits for the three years ended 30th June 1943 were Rs. 6,000, Rs. 7,200 and Rs. 5,700 
respectively. 
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At 30th June 1943 Shanker’s Capital was Rs. 4,800 and his share of profit since was 
ascertained to be Rs. 1,800 and his drawings Rs. 4,000. 

Prepare Shanker’s Capital Account and show the amount due to his Executors. 


Solution 


CAPITAL ACCOUNT OF SHANKER (DECEASED) 


1 

Rs. 

1943 


Rs. 

To Drawings Account 1 


Nov. 30 

By Balance b/fd. 

4,800 

—Transfer 

4,000 


„ Joint Life Policy 


| i 



—i share 

5,100 

„ Balance transferred 



„ Goodwill—i share 

! 6,300 

to the account of 



„ Profit accrued 


Shanker’s Executors 

14,100 


since last accounts ... 

1,800 




„ Interest on Capital j 

| 




for 5 months 

100 

! Rs. 

1 

18,100 


Rs. 

t 18,100 


Note. —It is assumed that Shanker’s share of profit is exclusive of Interest on 
his Capital. 


Problem 510 ^ 


Kumar and Binod sharing profits equally in a sundry manufacturing business, 
wanted to convert their partnership into a Limited Company. Their Balance Sheet, on 
31st December 1942, was as under : — 


Liabilities 

Rs. Rs. 

Assets 


Rs. 

Sundry Creditors 

.. 24,000 

Sundry Debtors 


30,000 

Loan Creditor 

.. 20,000 

Bills Receivable (Exclusive 

of 


Bank Overdraft 

8,000 

Bills discounted amounting 

to 


Reserve Fund 

.. 3,000 

Rs. 1,000) 


5,000 

Capital Accounts: — 


Stock-in-Trade 


18,000 

Kumar 

. 20,000 

Patents 


4,000 

Binod 

. 20,000 

Plant & Machinery 


8,000 


40,000 

Land & Buildings 


30,000 


Rs. 95,000 


Rs. 

95,000 


(1) The goodwill of the firm was to be valued on the basis of twice the average 
profits calculated on the previous three years* profits. 

(2) The Loan Creditor of the firm has agreed to take up 7i% Redeemable Prefer- 
ance Shares to the value of the Loan. 

(3) The Land and Buildings and Plant were taken over at a re-valuation of 
Rs. 50,000 and Rs. 12,000 respectively. 

(4) 8% First Mortgage Debentures of Rs. 1,00,000 were issued to a Syndicate at 
a discount of 4%. 

(5) The past working results of the partnership showed the following profits: — 
Rs. 15,000 in 1940, Rs. 18,000 in 1941 and Rs. 21,000 in 1942, after setting aside 
Rs. 1,000 to Reserve Fund each year and charging Rs. 1,000, Rs. 1,200 and 
Rs. 1,400 respectively in respect of Income-tax. 

(6) Trade Creditors and Bank Overdraft are paid off. 

You are required to give : — 

(a) The statement showing how the purchase consideration is arrived at;. 

(b) The opening Balance Sheet of the Company, assuming that all the transactions 
are duly completed; and 

(c) The Realization Account 
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Solution 

REALIZATION ACCOUNT 




Rs. 


Rs. 

To Sundry Debtors 


30,000 

By Sundry Creditors ... 

24,000 \ 
20,000 

„ Bills Receivable 


5,000 

„ Loan Creditor 

„ Patents ... 


4,000 

„ Bank Overdraft ... 

8,000 1 

„ Stock 


18,000 

„ Ltd. Company's Account 

1,07,400 > 

„ Land and Buildings ... 


30,000 


„ Plant and Machinery 
„ Profit on Realisation 

Rs. 

8,000 



Kumar—£ 

32,200 




Binod—i 

32,200 





— 

64,400 

\ 

i- .. 


Rs. 

1,59,400 

Rs. | 

i 1,59,400 


BALANCE SHEET OF . CO., LTD. 

As at 1st January 1944 


Liabilities 

■ Rs * 

i 

Assets 

ii 

Rs. 

Authorised Share Capital 

1 

Goodwill ... 

... j 

40,400 



Land and Buildings 


50,000 

Issued and Subscribed Capital 

... 

Plant and Machinery ... 


12,000 



Patents 

**’[! 

4,000 

Paid up Capital 

1,07,400 

Stock-in-Trade 

Zi 

18,000 

7-1/2% Redeemable Preference 


Discount on Issue of Debentures 

4,000— 

Shares repayable on or before— ... 

20.000 

Sundry Debtors 

v i 

30,000 

8% Mortgage Debentures 

1 1,00,000 

Bills Receivable 

... 

5,000 

Contingent Liability 


Bank Account 

... 

64,000 

For Bills discounted ... 1,000 

ii 


: 


Rs. 

i 2,27,400 


Rs. 

2,27,400 

.. __ - .. . —— — — -—y 

Jl_ 


11 



BANK ACCOUNT 


To Mortgage Debentures 


!| Rs. 

... 

Rs. 

...: 96,000 

By Overdraft 

8,000 


„ Trade Creditors ... ...! 

24,000 


„ Balance c/fd. 

64,000 . 

Rs. 'j 96,000 

Rs. ! 

96,000 

'I 

____ _ _ 



Statement Showing Purchase Consideration 


Sundry Assets taken over : — Rs. 

Sundry Debtors .. .. .. 30,000 

Bills Receivable .. 5,000 

Stock-in-trade .. .. 18,000 

Patents .. 4,000 

Plant and Machinery .. 12,000 ,T 

Land and Buildings .. .. 50,000 JC 

Goodwill .. .. .. 40,400 

Less Sundry Liabilities taken over: — 

Trade Creditors .. 24,000 

Loan Creditor .. 20,000 

Bank Overdraft .. .. 8,000 


Rs. 


1,59,400 


52,000 


Amount payable to Kumar and Binod in 
Shares by the Company 


Rs. 1,07,400 
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Note. —The amount of Goodwill is arrived at as under: — 


Profits 

Reserve & 
Income-tax 

Rs. 

Rs. 

15,000 

-f 2,000 

18,000 

+ 2,200 

21,000 

+ 2,400 

54,000 

6,600 

6,600 


60,600 



Es. 20,200 =3 Average. 

Therefore Goodwill — Rs. 40,400 (twice the Average). 

Problem 511 

Smith, Kapadia and Chinoy entered into partnership on 1st October 1941, 
sharing profits in proportions of 4, 3 and 2 respectively and with Capitals of Rs. 30,000, 
Rs. 20,000 and Rs. 10,000. 

Their assets and liabilities on 1st October 1942, the date on which they decided to 
wind up their affairs, were as follows : — 

Office Fixtures Rs. 1,000, Debtors Rs. 28,000, Bills Receivable Rs. 5,000 and Stock-in- 
Trade Rs. 45,000. Sundry Creditors were Rs. 30,000. Bills Payable Rs. 4,000. 

Smith agreed to take over the Stock at a discount of 10% and pay off the Bills 
Payable. 

Kapadia agreed to take over the Book Debts at a discount of 20% and pay off 
the Creditors. 

Chinoy took over the Bills Receivable at Rs. 4,877 and Office Fixtures at a 
depreciation of 10%. 

5% interest is to be credited to each partner on his Capital. 

Prepare Realization Account, Bank Account, Capital Accounts of the partners and 
a statement showing adjustment of profit or loss in the business. 


Solution 


BALANCE SHEET 
As at 30th September 1942 


' 

Liabilities 

Rs. 

Assets 

Rs. 

Sundry Creditors 

30,000 

Office Fixtures 

1,000 

Bills Payable 

4,000 

Sundry Debtors 

j 28.000 

Capital on 30th Sept. 1942 

45,000 

Bills Receivable ... ...j 

5,000 

1 


Stock-in-trade 

! 45,000 

Rs. 

79,000 

Rs. | 

! 79,000 


The Trading Loss during the year is ascertained thus: — 

Rs. 

Capital at 1st October 1941 .. 60,000 

„ „ 30th Sept. 1942 .. 45,000 


Loss during the year = Rs. 15,000 


45 
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PROFIT AND LOSS APPROPRIATION ACCOUNT 


To Loss b/d. 

„ Interest on Capital: 
Smith 

Kapadia 

Chinoy 

Rs. , 

1,500 

1,000 

500 

Rs. 

15,000 

3,000 

Rs. | 

By Capital Accounts— j 

Loss transferred:— I 

Smith ... 8,000 

Kapadia ... 6,000 

Chinoy ... 4,000 

Rs. 

18,000 





Rs. 

18,000 

Rs. 

18,000 







REALIZATION ACCOUNT 




Rs. 


Rs. 

To Sundry Assets:— 

Rs. 


By Sundry Creditors ... 

30,000 

Office Fixtures 

1,000 

... 28,000 

„ Bills Payable 

4,000 

Sundry Debtors 

„ Smith's Capital A/c.—Stock ... 
„ Kapadia’s „ „ —Debtors... 

40,500 

Bills Receivable 

5,000 

1 

22,400 

Stock-in-trade 

... 45,000 

79,000 

„ Chinoy’s „ „ —B. R. 

„ „ „ „ —Fixtures... 

„ Loss transferred— Rs. 

4,877 

900 

„ Smith’s Capital A/c. 

-B. P. 

4,000 


„ Kapadia's „ „ 

—Creditors 

30,000 

Smith’s Capital A/c.— 4,588 
Kapadia's „ „ 3,441 

Chinoys „ ,. 2,294 

|| 10,323 


Rs. 

! 1,13,000 

i 

Rs. 

:! 1,13,000 


SMITH’S CAPITAL ACCOUNT 


Rs. 

II 

|| 

Rs. 

To P. & L. A/c.—4/9ths ji 


By Balance b/fd. ... ...i! 

30,000 

loss during the year 

8,000 

„ Interest Account ... ... 

1,500 

„ Realisation A/c.—Stock 

40,500 

„ Realisation Account— B. P. ...j 

4,000 

»• ,, ,, LoSS ... ; 

4,588 

„ Bank ... ... ...| 

17,588 

Rs. 

!i“* 

53,088 

Rs. j 

53,088 

KAPADIA’S CAPITAL ACCOUNT 



Rs. 


Rs. 

ToP. and L. Account—3/9ths loss 


By Balance b/fd. 

20,000 

during the year ... 

6,000 

„ Interest Account ... 

1,000 

„ Real sation Account—Debtors ... 

22,400 

„ Realisation Account—Creditors 

30,000 

m »# *» —Loss ... j 

3,441 


i 

ft Bank ... ... ... j 

19,159 


j 

Rs. ;l 

51,000 

Rs. | 

1 

51,000 

CHINOY’S CAPITAL ACCOUNT 



Rs. 


Rs. 

To P. & L Account—2/9ths loss during 


By Balance b/fd. 

... 10,000 

the year ... ...} 

4,000 

„ Interest Account 

... | 500 

„ Realisation Account—B. R. 

4,877 

„ Bank 

... 1,571 

tt ,t „ —Fixtures ...j 

900 



tt tt tr -Loss •••! 

1 2,294 


! 

Rs. ( 

I 12,071 

l 

Rs. 12,071 
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BANK ACCOUNT 



j Rs. 


Rs. 

To Smith's Capital Account 

1 17,588 

By Kapadia's Capital Account 

19,159 

„ Chinoy's „ „ 

1 1,571 



' Rs. 

j 

Rs. 

19,159 


Problem 512 


_S> 


& 


Sorab and Rustom earried on business as merchants in partnership sharing 
profits and losses in proportions of 2/3rds and l/3rd respectively. They dissolved part¬ 
nership as on 31st December 1943, when their Balance Sheet was as under: — 


Liabilities & Capital 

Rs. 

Rs. 

Trade Creditors : — 

Perfumery Dept. . ry 

8,000 


Drugs Dept. . J 

6,000 

14,000 


Less Reserve for^. 

Discount ^ ^ . 

350 

13,650 

Loan Creditor A 


1,400 

Capitals : — 

Sorab 

26,400 


Rustom 

20,270 

46,670 


Rs. 61,720 


Assets 

Rs. Rs. 

Cash in hand 

60 

„ at Bank 

7,000 

7,060 

Debtors : — 

y Perfumery Dept. 

14,000 

' Drugs Dept. 

. 10,000 


24,000 

Less Reserve for 


Discount ^ . 

600 

23,400 

vP Bills Receivable 

1,000 

Stock : — 

3 Perfumery Dept. 
v Drugs Dept. 

. 16,000 ^ 

. 13,600 H6 t 

29,600 

Fixtures : — 

Perfumery Dept. 
Drugs Dept. 

360 -* ,1 ~ 

300 

660 


Rs. 61,720 


Sorab took over the Perfumery Dept, and Rustom took over the Drugs Dept, along 
with the departmental assets and liabilities respectively. 


The fixtures were reduced by 20% and the stock by 10%. 

The partners had taken out a Joint Life Assurance Policy, the premiums on which 
had been charged to Profit and Loss Account. On 31st December 1943, the total premiums 
paid amounted to Rs. 4,200 of which Rs. 2,400 was attributable to the life of Sorab and 
Rs. 1,800 to that of Rustom. It was agreed that the policy should be valued at Rs. 4,200 
and that each partner should take over his respective proportion on the basis of premiums 
paid. The Assurance Company issued two new policies to cover the position. 

The debtors and departmental creditors were transferred at their full amounts, less 
5% on the gross figures of Debtors to provide for bad debts and allowances. 

The Loan Creditor was paid out of the firm’s bank account. 


Rustom took over the Bills Receivable at their face value less 4%. 

The Goodwill of the Perfumery Dept, was valued at Rs. 3,000 and that of the Drugs 
Dept, at Rs. 1,800, and these figures were adopted for the purpose of dissolution. 

You are required to show by means of Cash, Bank and Ledger Accounts how the 
books of the partnership would be closed. 
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Solution 


REALIZATION ACCOUNT 



Rs. ! 

Rs. 


Rs. 

To Sundries:— 

|| 


By Sundries:— 


Fixtures—Perfumery Dept. 

360 ! 


Trade Creditors— 


Drugs „ 

300 || 

66 0 

Perfumery Dept. 

8,000 




Drugs „ 

6,000 

„ Stock—Perfumery Dept. 

16,000 




Drugs 

13.600 ! 


Loan Creditor 

... 


|j 

29,600 

„ Reserve for Discount on Debtors 

„ Bills Receivable 


1,000 

„ Sorab's Capital Account— 


„ Debtors—Perfumery Dept 

14,000 


Fixtures , • ... 

288 

Drugs 

iu.ooo ; 


Stock c ... 

14,400 



24,000 

Debtors 14,000 


„ Reserve for Discount on Creditors 

350 

Less Reserve 700 V 


„ Bank—Loan Creditor paid 


1,400 


13,300 

,, Sorab's Capital Account 



Goodwill 

3,000 

„ —Trade Creditors 


8,000 

joint life Policy 

72,800 

„ Rustom’s Capital Account 



- 

— 

„ —Trade Creditors 


6,000 

,, Rustom’s Capital Account 


„ Profit on Dissolution 



Fixtures ' 

240 

—transferred to 

Rs. a. p. 


Stock 

12,240 

Sorab's Capital Account 

3.278-10-8 


Debtors 10,000 


Rustom's „ ,, 

1,639-5-4 ; 


Less Reserve 500 



- , 

4,918 


9,500 




Goodwill 

1,800 




Bills Receivable 

960 


] 


Joint life Policy / 1,400 


Rs. 

75,928 


Rs. 


Rs. 


14,000 

1,400 

600 


33,788 


26,140 

75,928 


BANK ACCOUNT 



Rs. a. p. 

j 

Rs. a. p. 

To Balance b/fd. 

7,000 0 0 

By Realisation A/c.-Creditor paid j 

1,400 0 0 

„ Cash transferred ... 

60 0 0 

,, Sorab’s Capital Account ... 1 

3,890 10 8 



„ Rustom's Capital Account 

1,769 5 4 

Rs. , 

i 

7,060 0 0 

Rs. j| 

f 

7.060 0 0 

i " 

SORAB’S CAPITAL ACCOUNT 


1 

Rs. a. p. 


1 

Rs. a. p. 

To Realisation Account—Assets 


By Balance b/fd. 

26,400 0 0 

taken over ... 

33,788 0 0| 

„ Realisation A/c.—Creditors ... 

8,000 0 0 

„ Bank ... 

3,890 10 8 

„ ,, „ —Profits 

3,278 10 8 

Rs. 

37,678 10 8 

R9. 

37.678 10 8 

- 

I- I 



RUSTOM’S CAPITAL ACCOUNT 



Rs. a p. 


Rs. a. p. 

To Realisation Account— 


By Balance b/fd. .. ...i 

20,270 0 0 

Assets taken over 

26,140 0 0 

„ Realisation A/c.—Creditors 

6,000 0 0 

„ Bank 

1.769 5 4 

.. „ ff —Profits ... 

1,639 5 4 

Rs. 

27,909 5 4 

Rs, 

27,909 5 4 
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The Weekly Banner, Ltd, 
TRIAL BALANCE 
As at 31st March . 





£ 

s. 

d.\ 

£ 

s. 

d. 

Cash Sales (Newspapers) 





1 

642 

6 

2 

Agents’ Sales 






4,397 

13 

3 

Advertisements charged 






6,869 

18 

7 

Cash in hand 



53 

5 

5 




Agents’ Returns 



359 

2 

4 




Sundry Printing Sales 

Advertisers’ Prepayments, unexhausted 






12 

15 

3 






37 

9 

0 

Copyright 



2.000 

0 

0 




Machinery and Plant, 1st April 



9,000 

0 

0 




Freehold Property 



4,000 

0 

0 




Office Furniture 



120 

0 

0 




Bank 



3,630 

8 

0 




Revenue Surplus, 1st April .. 






1,530 

7 

1 

£7,000 Consols 2\ per cent at cost .. 



5,869 

0 

4 




Reserve Fund Account 






400 

0 

0 

Discounts allowed 



103 

11 

1 




Paper, Tnk, etc. Account 



2,960 

13 

8 




Trade Expenses 



170 

6 

10 




Wages 



4,845 

13 

0 




Discounts received 






379 

4 

3 

Bad Debts 



90 

17 

6 




Interest on Consols (9 months received) 






123 

11 

11 

Advertisements in other papers 



76 

7 

4 




Fuel, etc. 



157 

2 

4 

i 



Repairs 



206 

16 

5 




Rent of Branches. Rates and Taxes .. 



129 

8 

8 




Correspondents' Fees 



368 

2 

4 




Printing and Stationery 



108 

15 

6 




New Plant bought, 1st October 



400 

0 

0 

i 

1 



Telephone 



78 

8 

11 

1 



Bill posting and Carriage 



225 

16 

9 

! 

1 



Insurance 



48 

10 

0 

1 



Postage and Telegrams 



187 

12 

2 




Travelling Expenses 



195 

16 

10 

23,300 

0 

0 

Share Capital, 4,660 £10 Shares. £5 called up 




| 

Bank Interest 





! 

125 

6 

0 

Creditors 






850 

0 

10 

Agents’ Debit Balances 



579 

1 

5 




Subscribers’ Debit Balances 



38 

4 

4 




Advertisers’ 



2,758 

12 

5 




Sales to Subscribers 






1 84 

1 

7 

Credit Balances 






| 10 

19 

8 

Subscribers’ 10 £1 Shares “Yellow Press 

Co., 

Ltd,’”* 







no value 



2 

0 

0 






£ 

38,763 

13 

7 

38,763 

13 

7 


Wages owing, £95 16s. 4d. 

3 months* interest less Tax at Is. 2d. in £ due on Consols. 

The Stocks at 31st March, are : Paper, Ink, etc., £324 10s.; Fuel £3 10s. Telephone 
£25 is prepaid. Reserve £150 for estimated costs in Libel Action. Reserve £50 for 
Bad Debts. 

Depreciation on Plant 7J per cent per annum. Depreciation on Furniture 5 per 
cent per annum. Provide 10 per cent for Allowances on Advertisers’ Debts. Write down 
Consols to 79J per cent. Provide Manager’s Commission 5 per cent on year’s profits 
before crediting any interest or charging loss on Investments. 

Prepare Balance Sheet and Trading Account for year ending 31sl March - 

(West Riding of Yorkshire.) 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution 


The Weekly Banner, Ltd. 

TRADING AND PROFIT & LOSS ACCOUNT 


Fo r th e year ended 31st March 


jl 

£ s. d. 

£ s. d. ;i 

£ s. d. 

To Paper, Ink 

2,960 13 8 

By Sales:— 


„ Wages 

4,941 9 4 

Cash ... 642 6 2 


„ Fuel, etc. 

157 2 4 

Credit ... 4.038 10 11 


„ Correspondents' Fees ... j 

368 2 4 

i 

4,680 17 1 

„ Bill posting and Carriage ... 

225 16 9 

„ Advertisements 

6,869 18 7 

„ Gross Profit c/d.... 

3,322 8 1 

„ Subscriptions 

84 1 7 



„ Sundry Printing Sales 

12 15 3 



„ Stock on 31st March:— 




Paper, Ink, etc. 324 10 0 




Fuel ... 3 10 0, 


. 


_ 1 

328 0 0 

£ 

11,975 12 6 

£ 

11.975 12 6 

To Travelling Expenses 

195 16 10 

By Gross Profit b/d. 

3,322 8 1 

„ Postage and Telegrams 

187 12 2 

„ Interest on Consols and 


„ Repairs 

206 16 5 

Bank Current Account ... 

290 1 10 

,, Trade Expenses... 

170 6 10 

„ Discount and Allowances... 

4 15 11 

„ Rent of Branches, Rates 




and Taxes 

129 8 8 



„ Advertisements ... 

I 76 7 4 

i 

! 

„ Printing ar.d Stationery 

1 108 15 6 



„ Reserve for Costs in Libel 




action 

150 0 0 



,, Telephone 

53 8 11 



„ Insurance 

48 10 0 



„ Bad Debts 

90 17 6 



„ Reserve for Doubtful Debts... 

50 0 0 



„ Loss on Consols written off... 

304 0 4 



„ Depreciation :— £ 




Plant & Machinery 7£% 690 




Furniture 5% 6 




— 

696 0 0 



„ Shares in Yellow Press Co. ... 

2 0 0 


i 

„ Manager’s Commission 

58 3 2 



„ Net Profit carried to P. & L. 


| 


Appropriation Account 

1,089 2 2 



£ 

j 3,617 5 10 

i 

£ 

! 3,617 5 10 




, 1 B 


BALANCE SHEET 
As at 31st March ... 


Capital & Ltabiitties £ s. d. 

Authorised Capital 

4,660 Shares of £10 each .J 46,600 0 0 

j - —- - —- 

Issued and Subscribed Capital:— 

4,660 Shares of £10 each, £5 j 
per share called up ... 23,300 0 0 

Reserve Fund ... ...i 400 0 0 

Reserve for Coats in Libel action 150 0 0 
Sundry Creditors£ s. d. 

On Open Accounts 850 0 10 
Sundry Balances ... 10 19 8 
Outstanding for Wages 
and Manager's 
Commission ... 153 19 6 

-1,015 0 0 

Carried over £ j 24,865 0 0 


Property & Assets £ s. d. 

Copyright ... ... 2,000 0 0 

Freehold Property 4,000 0 0 

Machinery and Plant: £ s. d. 

Balance 9,000 0 0 

Additions during 
the year 400 0 0 

9,400 0 O 1 ;, 

Less Depreciation 690 0 01 

-j 8,710 0 0 

Office Furniture 120 0 0 

Less Depreciation 6 0 0; 

-114 0 0 


Carried over £! 14,824 0 0 
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BALANCE SHEET— Contd. 


-- - - - 

£ a. d . 

— — . - — - - -- 

| £ s. d. 

Brought over 

24,865 0 0 

Brought over 

! 14,824 0 0 

Advertisements received in 


Stock valued at cost:— £ s. d. 

! 

Advance 

37 9 0 

Ink, Paper, etc. 324 10 0 


Profit and Loss Appropriation 


Fuel ... 3 10 0 


Account 

i 


328 0 0 

Balance on £ $. d. 


Agents* Balances 

579 1 5 

1st April 1,530 7 1 


Sundry Debtors ... 2,796 16 9 


Net Profit this 1 

Less Reserve 

i 

year 1,089 2 2 

for Bad 



2,619 9 3 

Debts 50-0-0 

1 


„ Reserve 

! 


for Dis¬ 

• 


count 270-17-3 



320 17 3 


r 


2,475 19 6 

ij 

Outstanding Interest 

41 3 11 

> 

Expenses prepaid 

25 0 0 


Investments:— 



i, 

£ 7,000 2J% Con¬ 



1; 

sols—at cost ... 5,869 0 4 



1 

Less Written off 304 0 4 

! E CCC f\ 


-j 5,565 0 0 

Cash :— 


At Bank 3,630 8 0 

In hand 53 5 5 


3.683 13 5 



Problem 514 

The Eastern Engineering Company, Ltd., was registered with a nominal capital 
of Rs. 10,00,000 divided into 5,000 Ordinary Shares of Rs. 100 each and 5,000 7 per cent 
Cumulative Preference Shares of Rs. 100 each. The whole of the Preference Shares 
were issued and fully subscribed and paid up. 2,000 of the Ordinary Shares were issued 
as fully paid in payment for the Goodwill of the established business taken over by the 
Company. The balance of the Ordinary Shares were offered to the public and fully 
subscribed. Rs. 75 per share had been called and paid up, with the exception of the 
second call of Rs. 25 per share on 100 shares, which remained unpaid as on 31st 
December 1943. 200 6 per cent Debentures of Rs. 1,000 each had been issued at Rs. 1,050 
and were fully paid. 

In addition to the accounts necessary to record the above transactions, the follow¬ 
ing Ledger Balances were extracted from the books of the Company as on 31st December 
1943: — 

Rs. Rs. 


Machinery & Plant 

.. 1,58,400 

Transfer Fees 

80 

Preliminary Expenses .. 

.. 5,730 

Factory Expenses 

13,840 

Manufacturing Wages .. 

.. 3,78,410 

Bonus io Factory work people .. 

20,000 

Purchases 

. 18,97,420 

Do. to Office Staff 

5,000 

Do. Returns 

.. 11,240 

Office Expenses 

4,720 

Sales 

. 26,08,360 

Office Furniture 

6,000 

Do. Returns 

9,240 

Directors’ Fees 

10,000 

Staff Pension Fund 

.. 95,000 

Discount Account (Cr. Balance) 

1,270 

Investments (Staff Pension 


Stock (1st Jan. 1943) 

3,29,860 

Fund) 

.. 94,950 

Sundry Debtors 

2,29,400 

Advertising .. 

., 37,500 

Sundry Creditors 

2,17,840 

Factory Fuel & Lighting 

.. 28,620 

Bad Debts 

7,240 

Machinery Repairs 

.. 7,410 

Audit Fee 

1,250 

Salaries of Factory Managers 

.. 23,000 

Freehold, Factory & Office 

3,85,000 

Do. of Office Staff 

.. 32,610 

Cash at Bank .. .. # . 

99,900 

Debenture Interest 

.. 12,000 

Cash in hand 

9,860 

Motor Lorries 

.. 28,000 

! Apprentices’ Premiums received 

6,500 

Petrol & Running Expenses 

of 

Apprentices (Salaries and Com¬ 


Lorries 

.. 3,760 

mission) 

33,670 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


You are required to prepare Manufacturing and Profit & Loss Accounts for the 
year ended 31st December 1943 and a Balance Sheet on that date. 

When preparing these accounts, the following adjustments are necessary: — 

(a) Provide depreciation on Machinery & Plant 10%, Motor Lorries 15% and Office 
Furniture 5%. (b) Wages for one week Rs. 7,380 and Office Salaries for one month 

Rs. 2,750 were due and had not been passed through the books, (c) The Vendors were 
liable for one-third of the Preliminary Expenses, (d) A Reserve for Bad Debts is to 
be created amounting to Rs. 14,000. (e) The Stock on hand, as on 31st December 1943 

was valued at Rs. 4,69,420. (/) On 28th December 1943, a claim was received for Rs. 2,500 
for non-delivery of goods in the time specified under a contract. The claim was admitted, 
but no entries had been made in the books, (g) A contribution of Rs. 6,000 is to be made 
from profits to the Staff Pension Fluid. ( h ) Rs. 50,000 is to be carried to Reserve 
Account, (i) Rs. 2,500 of the apprentices’ premiums is to be carried forward to next 
year. 


Solution 


The Eastern Engineering Co., Ltd. 
MANUFACTURING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 


Rs. 

Rs. 

Rs. 

Rs. 

To Stock at Commencement 

3,29,860 

By Sales ... ... 26,08,360 


„ Purchases ... 18,97,420 


Less Returns Rs. 9,240 


Less Returns ... 11,240 


Less claim 



18,86,180 

admitted ,, 2,500 


„ Manufacturing Wages 

3,85,790 

- 11,740 


„ Bonus to Factory workmen 

20,000 

-1 

25,96,620 

„ Fuel and Lighting 

28,620 

„ Stock at end ... ...j 

4,69,420 

„ Salaries (Factory Managers) 

23,000 

1 


„ Machinery Repairs 

7,410 

1 


„ Factory Expenses 

13,840 

| 


„ Gross Profit c/d. 

3,71,340 



Rs. 

30,66,040 

Rs. 

30.66,040 

To Salaries ... 

35,360 

By Gross Profit b/d. ... 

3,71,340 

„ Apprentices' Salaries & Commis- 


„ Transfer fees 

80 

sion 

33,670 

,, Discounts 

1,270 

„ Advertising 

37,500 

„ Apprentices’ Premiums 

! 4,000 

„ Directors' Fees 

10.000 



, f Bonus to Office Staff ... ...i 

5,000 


: j 

„ Office Expenses ... ...i 

j 4,720 


1 

„ Petrol and Running Expenses of 

1 


1 

Lorries 

!' 3,760 



„ Audit Fee 

| U50 



„ Bad Debts 

1 7,240 


i| 

„ Debenture Interest ... 

; 12,000 


1 

„ Reserve for Doubtful Debts 

! 14,000 



„ Preliminary Expenses 

3,820 


|j 

pt DepreciationRs. 

I 



Machinery & Plant @ 10% 15340 

1 



Motor Lorries @ 15% 4,200 




Office Furniture @ 5% 300 




— 

j 1 20340 



„ Net Profit carried to P. & L. Ap¬ 




propriation Account 

1,88,030 



Rs. 

j 3,76.690 

Rs. 

3,76,690 


Notes. — (1) The amount of Preliminary Expenses may be temporarily capitalised 
and a portion thereof debited to Profit and Loss Account each year, the balance being 
shown on the Assets side in the Balance Sheet, but as this course is not very desirable 
the whole qjnount has been debited to Profit and Loss Account. 

(2) Bonus payable to employees is assumed to be in addition to Wages and 
Salaries and payable irrespective of the profits earned by the business, and hence it is 
charged to Manufacturing Account, but if such bonuses are payable under a profit- 
sharing scheme, the same should be charged to Profit and Loss Appropriation Account. 
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The Eastern Engineering Co., Ltd. 
BALANCE SHEET 
As at 31 st December 1943 


Capital and Liabilities 
Authorised Capital:— 

5,000 Ordinary Shares of Rs. 100 
each 

5,000 7% Cumulative Preference 
Shares of Rs. 100 each 

Rs. 

Issued & Subscribed Capital:— 

5,000 Ordinary Shares of Rs. 100 
each 

5,000 7% Cumulative Preference 
Shares of Rs. 100 each 


Called and Paid up Capital:— 

5,000 7% Cumulative Pre 
ference Shares of Rs. 

100 each fully paid ... 5,00,000 

2,000 Ordinary Shares of 
Rs. 100 each issued to 
Vendors as fully paid 2,00,000 
3,000 Ordinary Shares of 
Rs. 100 each, Rs. 75 
per share called up .. 


Less Calls in arrears 


Rs. 

5,00,000 

5,00,000 


10,00,000 


5,00,000 

5,00.000 


Rs. 10.00,000 


2,25,000 

9,25,000 

2,500 


200 6% Debentures of Rs. 1.0UU each 
Reserve Account 
Staff Pension Fund 
Reserve for Doubtful Debts 
Premium on Issue of Debentures ... 
Creditors:— Rs. 

On Open Accounts 2,17,840 

For Expenses & claim 12,630 
„ Apprentices' Premiums 2,500 


Profit & Loss Account 
Net Profit this year 1,88,030 
Less Contribution to Staff 
Pension Fund 6,000 

Less Amount Trans¬ 
ferred to Reserve 
Account 50,000 

- 56,000 


9,22,500 

2,00,000 

50,000 

1,01,000 

14,000 

10,000 


2,32,970 


Property and Assets Rs. 
Fixed Capital Expenditure :— 
Goodwill at Cost 
Freehold Factory and Office 
Machinery and Plant 1,58.400 

Less Depreciation 15,840 


1,32,030 


Rs. 


16,62,500 


Motor Lorries 
Less Depreciation 


28,000 

4,200 


In hand 
At Bank 


Office Furniture 6,000 

Less Depreciation 300 


Stock-in-trade 
Sundry Debtors on Open 
Accounts 2,29,400 

Vendors for Preliminary 
Expenses 1,910 


Investments (Staff Pension Fund) 
Cash Balance:— 


9,860 

99,900 


Rs. 

2,00,000 

3,85,000 


1,42,560 

23,800 

5,700 

7,57,060 

4,69,420 


2.31,310 

91,950 


1,09,760 


r s . i 16,62,500 


Problem 515 

From the balances and other information given below, prepare Manufacturing, 
Trading and Profit & Loss Accounts for the year ended 31st December 1943, and a 
Balance Sheet as at that date of X, Y Manufacturing Company, Ltd. 

The nominal Capital of the Company is Rs. 10,00,000 divided into 90,000 Ordinary 
Shares and 10,000 6% Preference Shares of Rs. 10 each. 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Balances at 31st December 1943 


Called up Share Capital : — 

Rs. 

Directors’ Fees 

Rs. 

10,000 

Rs. 7|8 per share on 76,000 

, 

Dividends paid : — 


Ordinary Shares 

5,70,000 

Final for the year 1942— 

3,000 

Rs. 10 per share on 10,000 

i 

Preference 

Preference Shares .. 

1,00,000 

Final for the year 1942— 


5% Debentures 

2,00,000 

Ordinary 

14,250 

Debenture Discount Account .. 

4,000 

Interim for the year 1943— 


Sundry Debtors (including 


Preference 

3,000 

Rs. 15,000 owing by Directors) 

1,42,000 

Interim for the year 1943— 

28,500 

Sundry Creditors 

92,100 

Ordinary 

Reserve for Doubtful Debts 

5,450 

Purchases of Raw Materials 

7,08,800 

Stocks, 1st January 1943: — 

Sales 

14,31,600 

Finished Goods 

1,03,300 

Manufacturing Wages 

4,49,300 

Raw Materials 

1,30,000 

Fuel and Lighting (Factory) .. 

9,750 

Stores 

4,000 

Fuel and Lighting (Offices) .. 

1,300 

Loose Tools 

9,400 

Stores purchased for use in 

8,400 

Work-in-Progress 

39,600 

Manufacture 

Machinery and Plant 


Office Expenses 

14,200 

(1st January 1943) 

3,57,400 

Office and Travellers’ Salaries .. 

32,100 

Machinery and Plant, additions 

Cash Discounts 

21,600 

during 1943 

10,000 

Carriage Outwards 

7,800 

Machinery and Plant Sales 

8,000 

Carriage Inwards 

5.200 

Profit & Loss Account (1st Janu¬ 


Commission on Sales 

15,200 

ary 1943) (Cr. Balance) 

45,700 

Motor Delivery Vans (1st Janu¬ 

12,800 

Bank Overdraft 

31,750 j 

ary 1943) 

Goods on Consignment 

22,700 i 

Rates and Insurance (three- 

15,100 

Investments at Cost 

37,000 

fourths Factory) 

Land and Buildings (1st Janu¬ 


Taxes 

5,900 

ary 1943) . 

2,40,000 

Motor Running Expenses 

14,000 

Debenture Interest 

5,000 




The Stocks on hand on 31st December 1943 were : Raw Materials Rs. 1,57,200 ; 
Finished goods Rs. 1,31,800 ; Stores Rs. 5,500 ; Work-in-Progress Rs. 44,000 ; Loose tools 
Rs. 8,700. Reserve against loss on consignment Rs. 1,300, and against Doubtful Debts 
a further Rs. 2,000, and provide for discount on the Debtors’ accounts Rs. 3,500. Rates 
are paid in advance to the amount of Rs. 1,500. Ignore Income-tax. 

Write off Rs. 1,000 from the Debenture Discount Account, make provision for one 
half year’s interest accrued on the Debentures and write off depreciation on the book 
values as at 1st January 1943 of the following assets, viz.:—Land and Buildings at the 
rate of 2%, Machinery and Plant at the rate of 5%, Motor Vans at the rate of 20% per 
annum. 


Solution 


\ 


X, Y Manufacturing Co., Ltd. 
MANUFACTURING ACCOUNT 


For the year ended 31 st December 1943 


Rs. 

Rs. 

Rs. 

Rs. 

To Stocks, 1st January 1943:— 


By Stock at end 


Raw Materials ... 1,30,000 


Raw Materials ... 1,57,200 


Stores ... 4,000 i 


Stores ... 5,500 


Work-in-Progress... 39,600 


Work-in-Progress 44,000 



| 1,73,600 

— 

2,06,700 

„ Purchases of Materials 7,08,800 


„ Cost of Manufactured goods 


„ „ of Stores ... 8,400 


transferred to Trading 



i 7,17,200 

Account 

11,58,550 

„ Manufacturing Wages 

1 4,49,300 



„ Fuel and Lighting ... 

9,750 



„ Rates and Insurance... 

10.200 



„ Carriage 

5,200 



Rs. 

13,65,250 

Rs. 

13,65,250 
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TRADING AND PROFIT & LOSS ACCOUNT 


For the year ended 31st December 1943 



— 

—- - - — * — 

1 

1 

Rs. 

Rs 

To Opening Stock of Finished Goods ! 

1,03,300 

By Sales ... ... ... 14,31,600 

„ Cost of Finished Goods, as per 1 

„ Stock of Finished Goods at end 1,31,800 

Manufacturing Account 

11,58,550 


„ Gross Profit c/d. 

3,01,550 


Rs. 

15,63.400 

Rs. 15.63,400 

To Office and Travellers' Salaries ... 

32,100 

By Gross Profit b/d. ... ... 3,01,550 

„ Office Expenses 

14,200 


„ Motor running Expenses 

14,000 


„ Carriage Outwards ... 

7,800 


„ Taxes ... ..; 

1 5,900 


„ Rates and Insurance ... 

3,400 


„ Fuel and Lighting 

1,300 


„ Commission on Sales 

15,200 


„ Directors'Fees 

• 10,000 


„ Cash Discounts 

25,100 

■ 

„ Reserve against Loss on Con¬ 
signments 

1,300 


„ Debenture Interest ... 

10,000 


„ Reserve for Doubtful Debts 

2,000 


„ Debenture Discounts—p art 
written off 

! 1,000 


., Depreciation:— Rs. 

Land & Buildings @ 2% 4,800 

Machinery & Plant® 5% 17,870 

Motor Vans @ 20% 2,560 

Loose Tools ... 700 

„ Net Profit transferred to Balance 

i| 

1 

25,930 


Sheet ... 

, 1,32,320 


Rs. 

3,01.550 

Rs. 3.01.550 


X, Y Manufacturing Co., Ltd. 
BALANCE SHEET 
As at 31st December 1943 


Capital & Liabilities i 

Authorised Capital:— ( 

90,000 Ordinary Shares 
of Rs. 10 each 

10,000 6% Preference 
Shares of Rs. 10 each 

! 

Rs. 

Rs. 

Property & Assets 
Land and Buildings 

Less Depreciation 

Rs. 

2,40,000 

4,800 

Rs. 

2,35,200 

9,00,000 

1 ,00,000 

Machinery and Plant ... 
Additions during the 
year 

3,57,400 

10,000 , 

Rs.| 

10 ,00.000 

Less Sales thereout 

Less Depreciation 

Motor Delivery Vans ... 
Less Depreciation 

3,67,400 ! 

| 8,000 , 

i i 

1 3,59,400 

1 17,870 ! ! 

12,800 ii 
2,560 j; 


1 

Issued and Subscribed 
Capital:— 

76,000 Ordinary Shares 
of Rs. 10 each 

10,000 6% Preference 
Shares of Rs. 10 each 

7,60,000 

1 ,00,000 


3,41,530 

10,240 

Rs. 

8.60,000 





Carried over Rs. 

ii" 

5.86.970 
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BALANCE SHEET—Contd. 



Rs. | 

' Rs. 


Ks. ; 

Rs. 

Called & Paid up Capital 



Brought over 


5,86,970 

76,000 Ordinary Shares 



Discount on Issue of 



of Rs. 10 each, Rs. 7/8 



Debentures 

4,000 


per share called up ... 

5,70,000 


Less written off 

1,000 i 


10,000 6% Preference 





3,000 

Shares of Rs. 10 each, 

■ 


Loose Tools 

9,400 ! 


fully called 

1,00,000 


Less Depreciation 

700 




6,70,000 


— 

8,700 

Reserve for Doubtful 



Stock on hand 



Debts 


7,450 

Raw Materials 

1,57,200 


Reserve for Discount on 



Finished Goods 

1,31,800 


Debtors ... 


3,500 

Stores 

5,500 


5% Debentures 


2,00,000 

Work-in-Progress 

44,000 


Interest accrued on same 


5,000 


-- 

3,38,500 

Sundry Creditors: — 



Goods on Consignment ... 

22,700 


For goods supplied ... 

92,100 


Less Reserve against 



Bank Overdraft 

31,750 

1,23,850 

Loss on same 

1,300 

21,400 

Profit and Loss Appro¬ 


Sundry Debtors 

1,27,000 

priation Account:— 



Debts owing by Directors 

15,000 , 


Balance from last year 

45,700 




1,42,000 

Net profit this year ... 

1,32,320 


Prepaid Fxpenses 


1,500 


- . - 


Investments at cost 


37,000 


1,78,020 





Less Dividends paid 






Rs. 






Pref. Final 1942 3,000 






Ord. Final 1942 14,250 






Pref. Interim 1943 3,000 






Ord. „ ,, 28,500 







48.750 







1,29,270 





Rs. 

1 f 

11,39.070 


Ks. 

11.39,070 


Problem 516 


The following is the Trial Balance 
Ltd., as at 31st March 1944 : — 

Rs. 


Authorised Capita 1—1,00,000 

shares of Rs. 2 each, of which 
50,000 shares are issued and 
fully paid up 
Reserve Fund 
Goodwill 

8 % Debentures, 1st April 1943 
Freehold Land and Buildings, 
1st April 1943 

Machinery and Plant, 1st April 

1943 . 

Stocks : — 

Materials and partly Rs. 

manufactured goods 30,000 
Manufactured goods .. 16,000 


Debtors 

Creditors 

Bills Receivable 

Bills Payable 

Union Bank 

6 % Government Bonds 

Purchases, Raw Materials 

Sales 

Returns (Sales) 


1,00,000 

20,000 

20,000 

30,000 

47,000 

30,000 


46,000 
45,000 
16,000 ; 
8,000 | 
5,490 ‘ 

6,000 
8,000 | 
88,000 1 
,1,83,700 I 
2,400 1 


of the Acme Manufacturing Company, 



Rs. 

Returns (Purchases) 

1,000 

Discounts Allowed 

2,000 

Discounts Received 

1,000 

Manufacturing Wages 

32,000 

Freight and Cartage on Raw 


Materials 

1,000 

Factory Wages and Expenses .. 

9,000 

Salaries: Factory, Rs. 5,000 ; 


Office, Rs. 3,000 

8,000 

Repairs and Renewals 

2,000 

Royalties 

500 

Bad Debts 

1,500 

General Office Expenses 

1,500 

Directors* Fees 

1,200 

Interest on Debentures 

1,200 

Interest on Government Bonds .. 

480 

Interim Dividend at 10% per 


annum paid 31st October 

5,000 

Appropriation Account, 1st April 


1943 . 

7,630 

Stock values at 31st March 1944 : 

— 

Materials and partly manu¬ 


factured goods 

24,000 

Manufactured goods .. 

14,380 
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The following provisions have to be made: — 

(1) Interest on Debentures; 

(2) Depreciation : Plant and Machinery, 10 per cent; 

(3) Reserve for Doubtful Debts, 3 per cent on Debtors. 

You are required to draw up Manufacturing Account, showing (a) Prime Cost, 
and (b) Cost of Production, and Trading and Profit & Loss Accounts for the year ended 
and Appropriation Account and Balance Sheet as at 31st March 1944. (B.Com.) 


Solution 


The Acme Manufacturing Co., Ltd. 

MANUFACTURING ACCOUNT 
For the year ended 31st March 1944 


To Stock of Materials and 
partly manufactured 
goods 

„ Purchases of Ks. 
Raw Materials 88,000 
Less Returns 1,000 


„ Manufacturing Wages ... 
„ Freight & Cartage on 
Raw Materials 


Less Closing Stock of 
Materials & partly 
finished goods 


Rs. 1 
30,000 

87,000 

32,000 

1,000 

1,50,000 

24,000 


Rs. 


Prime Cost 

1,26,000 

,, Factory Wages and 

i 

Expenses 

! 9,000 

„ „ Salaries 

j 5,000 

,, Repairs and Renewals ... 

2,000 

,, Royalties 

o 

O 

LO 

,, Depreciation on Plant 


and Machinery 

o 

o 

o 


Rs. 1,45,500 


Rs. 


By Balance, being Cost of Production, j 

transferred to Trading Account... ,1,45,500 


Rs. 1,45,500 


TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31 st March 1944 


; 

— 

. ^. ' 

- ■ - -- 


Rs. 

Rs. 

Rs. 

To Stock of Manufactured Goods, 


By Sales ... 1.83.700 


1st April 1943 ... ... 

16,000 

Less Returns ... 2,400 


„ Manufacturing Account—Cost of >j 



1.81,300 

Goods Manufactured ..*#1,45,500 

„ Stock of Manufactured Goods, 


», Gross Profit c/d. ... ...|j 

34,180 

31st March 1944 ... 

14,380 

Rs. j 

1,95,680 

Rs. 

1,95,680 

To Office Salaries 

3,000 

By Gross Profit b/d. 

34,180 

f* Directors' Fees ... 

1,200 

„ Interest on Government Bonds ... 

480 

„ General Expenses 

1,500 

t 


„ Bad Debts 

1,500 



„ Debenture Interest 

2,400 



„ Discounts 

1,000 



„ Reserve for Doubtful Debts 

1350 



M Net Profit transferred to Profit and 




Loss Appropriation Account 

22,710 



Rs, 

34,660 

Rs. 

34,660 
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The Acme Manufacturing Co., Ltd. 

PROFIT AND LOSS APPROPRIATION ACCOUNT 


! 

Rs. 


Rs. 

To Interim Dividend at 10% p. a. 

i 5,000 

By Balance, 1st April 1943 ...j 

i 7,630 

„ Balance c/fd. 

25,340 

„ Net Profit this year ... 

22,710 

Rs. 

30,340 

!■__ i 

Rs. 

_ _ __ _.._i 

30,340 


The Acme Manufacturing Co., Ltd. 
BALANCE SHEET 
As on 31st March 1944 







- “ ' 

Capital and Liabilities 

Rs. 

Rs. 

Property and Assets 

Rs. 

Rs. 

Authorised Capital:— j 



Fixed Capital Expendi- 



1,00,000 Shares of Rs. 2 

‘‘ 


ture: — 



each 

2,00,000 


Goodwill ... 

20,000 


Issued and Subscribed 
Capital:— ! 

1,00,000 Shares of 

Rs. 2 each ... i 


Freehold Land and 
Buildings 

Plant & Rs. 

Machinery 30,000 

47,000 

1 

1 

1 

2,00,000 


Less Deprecia* 


| 

Called and Paid up a 



tion 10% 3,000 


i 

Capital:— 

50,000 Shares of Rs. 2 




27.000 

94,000 

each fully paid 


1,00,000 

Stock on hand 


Reserve Fund ... j 


20,000 

Materials and Partly 



Reserve for Doubtful 


Manufactured Goods j 

24,000 


Debts 

8 per cent Debentures 


1,350 

30,000 

Manufactured Goods 1 

14,380 

38,380 



i 

Interest accrued on De- j 


1 

bentures ... i 


1,200 

Bills Receivable 


8,000 

Liabilities:— 



Sundry Debtors 


! 45,000 

For Goods supplied ... 

16,000 


6% Government Bonds 


• 8,000 

„ Acceptances ... 1 

5,490 

21,490 

Cash at Union Bank 


6,000 

Profit and Loss Appro¬ 

•i 



i 


priation Account 


25,340 


; 1 

1 | 

j 


Rs. 

1,99,380 


Rs. 

I 1,99,380 


ji* 

_ _ m ; 

_ - .. 




Problem 

517 





The 

Metal Toys 

Company, Ltd., 

was formed to acquire 

the 

business of P. 

Byramji, whose Balance Sheet at the date of purchase was agreed as follows: — 


Liabilities 

Rs. 

Assets 


Rs. 

Creditors 


.. 25,000 

Cash in Hand .. 


.. 1,750 

Capital 

# f 

.. 1,30,000 

„ at Bank 


8,250 




| Debtors 


.. 31,000 




j Stock-in-Trade 


.. 50,000 




1 Fixtures, etc. 


5,000 




Machinery 


.. 39,000 




Leasehold Premises 


.. 20,000 



Rs. 1,55,000 

| 


Rs. 1,55,000 


The agreement entered into provided that the purchase price should be Rs. 1,80,000 
payable as to Rs. 1,20,000 in cash, and as to Rs. 60,000 by the allotment of 600 fully 
paid shares of Rs. 100 each in the company. The nominal capital of the company was 
Rs. 3,00,000 divided into 3,000 shares of Rs. 100 each, of which 2,000 shares of Rs. 100 
each were allotted on 1st July 1944, payable as to Rs. 50 on application and Rs. 50 
on allotment. The whole of the cash due in respect of the shares was duly received. 
The cash consideration was paid by the company on 20th July, and the vendor’s shares 
were allotted on that date. The preliminary expenses amounted to Rs. 4,000. You are 
required to open the books of the company, recording the above transactions, and 
prepare the Balance Shget as at 20th July 1944. 
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Solution 


JOURNAL ENTRIES 


Cash at Bank ... ... ... ... ... I 

Debtors 

Stock-in-trade 

Fixtures, etc. 

Machinery 
Leasehold Premises 
Goodwill 
To Creditors 
„ Vendor (P. Byramji) 

(Being Assets and Liabilities taken over from P. Byramji and 
the value of Goodwill paid as per agreement dated.) 

Bank ... ... ... ... ... 1 

To Share Application Account 

(Being application money received on 2,000 shares at Rs. 50 
per share.) 

Share Application Account ... ... ... ] 

To Share Capital Account 
(Being transfer of application money.) 

Share Allotment Account 
To Share Capital Account 

(Being the allotment money due on 2,000 shares at Rs. 50 per 
share, as per Board's Resolution of.) 

Bank 

To Share Allotment Account 
(Being Cash received on allotment of 2,000 shares.) 

Vendor (P. Byramji) 

To Bank 

„ Share Capital Account 

(Being discharge of Purchase Consideration as per agreement 
dated.) 

Preliminary Expenses Account 
To Bank 

(Being payment of Preliminary Expenses.) 


L.F. I Rs. Rs. 

! 10,000 
31,000 
! 50,000 

5,000 
| 39,000 

i 20,000 

I 50,000 

1 25,000 

j 1.80,000 


1 , 00 , 000 ! 


; 1.00,000 


1,00,000 j 


1,00,000 


1 , 00,000 


I; 1,00,000 


i 1 , 00 , 000 ; 


1 , 00,000 


| 1,80,000; 


1,20,000 

60,000 


The Metal Toys Co., Ltd. 
BALANCE SHEET 
As on 20th July 1944 


Liabilities Rs. 

Rs. 

Assets 

i 

Rs. 

Nominal Capital 


Goodwill 

... | 50,000 

3,000 Shares of Rs. 100 


Leasehold Premises 

... 20,000 

each ... 3.00.000 


Machinery ... 

... . 39,000 



Fixtures, etc. 

5,000 

Issued and Subscribed Capital:— 

i 

Preliminary Expenses ... 

... 4,000 

600 Shares of Rs. 100 


Stock-in-Trade 

... 50,000 

each, issued to Vendors 

i 

!| 

Debtors 

... 31,000 

as fully paid ... 60,000 

Cash at Bank 

... 86,000 

2,000 Shares of Rs. 100 
each, fully called ... 2,00,000 

Creditors 

Rs. 

j2,60,000 

25,000 

|2,85,000 


il 

Rs. 2,85,000 
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Problem 518 

/If, Q and R decide to convert their business into a Limited Liability Company on 1st 
January 1944 with a nominal capital of Rs. 10,00,000, divided into 1,00,000 shares of Rs. 10 
each. 

The firm's Balance Sheet at 31st December 1943, is as follows: — 

Liabilities Rs. Rs. ; Assets Rs. 

Creditors .. 2,00,000 Books Debts .. .. .. 3,00,000 

Bank Overdraft .. 55,000 Plant and Machinery .. .. 1,00,000 

Capital: — Property .. .. .. 2,00,000 

P .. .. 2,50,000 Stock . 2,50,000 

Q .. .. 2,00,000 Cash in Hand .. .. .. 5,000 

R .. .. 1,50,000 

- 6,00,000 

Rs. 8,55,000 | Rs. 8,55,000 

- | - 

The profits for the three years ended 31st December 1943, were Rs. 60,000, Rs. 70,000 
and Rs. 80,000 respectively. The following arrangements were agreed: —(1) to create 
goodwill equal to the aggregate of the last three years’ profits ; (2) to credit the good¬ 
will to the partners in proportion to their capitals; (3) to transfer to the Company 
the Plant and Machinery, Property and Stock only ; (4) the Book Debts to be collected 
by the new Company on behalf of the vendors and the liabilities of the firm to be 
discharged by the Company also on behalf of the vendors ; (5) the Company takes 
charge of the Cash on behalf of the vendors ; (6) P and Q to take Rs. 50,000 6% 
Preference Shares each and the balance of their capital in Ordinary Shares, and R to 
take the whole of his capital in 6% Preference Shares. 

The preliminary expenses, amounting to Rs. 10,000, were borne by the Company 
and were to be written off in three years’ time if profits allowed. The following 
figures were extracted from the Company’s books for the purpose of making up interim 
accounts of June 30th, 1944 : — 



Rs. 



Rs. 

Purchases 

.. 4,00,000 

Drawings on 

Account of 

Divi- 

Wages 

.. 50,000 

dends:— 

P 

7,500 

Carriage 

10.000 


Q 

7,500 

Discount (Dr.) 

.. 11,000 


R 

5,000 

Repairs 

2,500 

Bank 


2,500 

Rates and Insurance 

3,500 

| Cash 

.. 

500 

Coal 

5,000 

Debtors 


.. 2,40,000 

General Expenses 

.. 15,000 

Sales 


.. 5,92,000 

Preliminary Expenses 

10,000 

Discount (Cr.l 
Creditors 

i .. 

8,000 

.. 1,20,000 


The Stock at June 30th, 1944, amounted to Rs. 2,20,000. 

The Debtors at June 30th, 1944, included Rs. 40,000 belonging to the Vendors, 
Rs. 10,000 of which were irrecoverable, and should be written off. All the liabilities of 
the old firm had been discharged. Discounts allowed and received included Rs. 5,000 
and Rs. 2,000 respectively in connection with the Vendors’ debts. 

Draw up Trading and Profit & Loss Account and Balance Sheet at June 30th, 1944, 
allowing 2£% discount off the Company’s Debtors and 1\% off Creditors. Allow 5% 
depreciation on Plant and Machinery. 

Solution 

VENDOR’S ACCOUNT 
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l For Vendors* Suspense Account see next page ] 

. Company, Limited 

TRADING AND PROFIT & LOSS ACCOUNT 
For 6 months ended 30th June 1944 


! 

To Stock at commencement 
,, Purchases 
„ Wages ... 

„ Carriage Inwards 

Coal for power 
„ Gross Profit c/d. 

Rs. 

2,50,000 

4,00,000 

50,000 

10,000 

5,000 

97,000 

By Sales ... 

„ Stock at end 

... 

Rs. 

5,92,000 

2 ,20,000 

Rs. 

8 ,12,000 


Rs. 

8 ,12,000 

To General Expenses 
„ Discount 
„ Repairs 

„ Taxes and Insurance 
„ Depreciation on Plant and 
Machinery 

„ Net Profit transferred to Profit 
and Loss Appropriation A/c. ... 

1 15,000 

11,000 

2.500 

3.500 

ii 

5,000 

1 

jj 67,500 

By Gross Profit b/d. ... 
„ Discount 

... 

97,000 

7,500 

Rs. 

j 1,04,500 


Rs. 

1.04,500 


. Company, Limited 

BALANCE SHEET 
As at 30 th June 1944 


Capital and Liabilities 
Nominal Capital:— Rs. 

50,000 6% Preference 
Shares of Rs. 10 each 5,00,000 
50,000 Ord. Shares 
of Rs. 10 each ... 5,00,0001 


Rs. 10,00,000 


Issued, Subscribed and 
Called up Capital:— 

29,000 6% Pref. 

Shares of Rs. 10 each 
issued to Vendors as 
fully paid ... 2,90,000 

47,000 Ord. Shares 
of Rs.10 each issued 
to Vendors as fully 
paid ... 4,70,000 


Liabilities 
Creditors 
Accounts 
Less Reserve 
discount 


on open 


for 


1 , 20,000 

1,500 


Vendors, Suspense A/c. 

Profit and Loss Account 
Net Profit ... 67,500 0 0 
Less Preliminary 
Expenses 1,666 10 8 


Rs. 


Rs. a. p. 


7,60,000 0 0 


1,18,500 0 0 
37,000 0 0 


65,833 5 4 


9,81,333 5 4 


!! 


Property and Assets 

Rs. I 

Goodwill at cost ... jj 

Property at cost ... 

Plant & Machinery 
at cost ... 1,00,000 | 

Less Depreciation 5,000 ! 


Preliminary Expenses 
Stock in Trade 
Debtors (including 
vendors* Debtors 
Rs. 30,000) 

Less Reserve for 
discount 

Vendors (for draw¬ 
ings against Divi¬ 
dends) 

Cash Balance 
At Bank 
In Hand 


2,30,000 

5,000 


2,500 

500 


Rs. a. p. 

2,10,000 0 0 
2,00,000 0 0 


95,000 0 0 
8,333 5 4 
2,20,000 0 0 


2,25,000 0 0 

20,000 0 0 

3,000 0 0 


Rs. 


9,81,333 5 4 


46 
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VENDORS’ SUSPENSE ACCOUNT 


1944 

Rs. 

1944 

. Rs. 

Rs. 

Jan. 1 To Vendors' Creditors A/c. | 
Jun. 30 i „ Vendors' Debtors— 
Discounts allowed ... 
i „ Vendors' Debtors— 

2,55,000 

5,000 

Jan. 1 

By Sundries— 

Vendors' Debtors 3,00,000 
Cash ... 5,000 

-; 

3,05,000 

j Bad Debts 

10,000 

Jun. 30 

By Vendors' Creditors— 


I „ Balance c/d. 

37,000 


Discount received .... 

2,000 

Rs. 

l 

3,07,000 

1944 

j Rs. i 

3,07,000 



July 1 

{ By Balance b/d. ...j 

37,000 


Notes. — (1) The main point to be noted in this problem is the distinction to be 
drawn between the Assets and Liabilities actually taken over by the company and 
those brought in their books for the purpose of either collection or payment on behalf 
of the vendors. The former will form part of the purchase consideration whereas the 
latter items having to be accounted for to the vendors will have to be adjusted on a 
separate account styled “ Vendors’ Suspense Account \ 

(2) The figures of Preference and Ordinary Share Capital, as debited to Vendors' 
Account, have been arrived at in the following manner: — 



P 



Q 


, 

R 




Rs. 

a. 

P- 

Rs. 

a. 

P- 

Rs. 

a. 

p. 

Capitals as per Balance Sheet 

2,50,000 

0 

0 

• 2 , 00,000 

0 

0 

1,50,000 

0 

0 

Goodwill (in proportion to Capitals) ... 

87,500 

0 

0 

70,000 

0 

0 

52,500 

0 

0 


3,37,500 

0 

0 

2,70,000 

0 

0 

2,02,500 

0 

0 

Less Value of Net Assets (i.e. Rs. 3,05,000 minus 










Rs. 2,55,000 liabilities) not taken over by the 










Company Rs. 50,000 ... 

20,833 

5 

4 

16,666 

10 

8 

12,500 

0 

0 

Amount payable to Vendors, viz. Rs. 7,60,000 

3,16,666 

10 

8 ! 

2,53,333 

5 

4 

1,90,000 

0 

0 

Paid by allotment of Preference Shares 

50,000 

0 

0 

50,000 

0 

0 

1,90,000 

0 

0 


2 , 66,666 

10 

8 

2,03,333 

5 

4 

Nil 



Balance paid by allotment of Ordinary Shares 

2,66,670 

0 

l 

2,03,330 

0 

0 

Nil 



Rs. 

— 3 

5 

4 

4- 3 

5 

4 ! 

Nil 

_ 



P will have to pay Rs. 3-5-4 to Q in order to make a cash settlement for the 
amount due to the latter. 

(3) In practice, Dividends are not drawn, unless the same are declared. Therefore, 
alternatively, the debit to Vendors of Rs. 20,000 can be deducted from Rs. 37,000 due to 
them on Suspense Account. 


Problem 519 


The Balance Sheet of the firm A, B 


1943: — 

Liabilities Rs. 

Trade Creditors .. .. 30,000 

Loans .. .. .. 40,000 

Partners’ Capital (Fixed) .. 80,000 


and Co. stood as under on 31st December 


Assets Rs. 

Sundry Debtors .. .. 45,000 

Furniture .. 6,000 

Leasehold Property .. .. 18,000 

Horses and Carts .. .. 4,000 

Stock . 70,000 

Cash at Bank .. .. 7,000 


Rs. 1,50,000 


Rs. 1,50,000 


The Bombay Trading Co., Ltd. is registered on 17th May 1944, with a Capital of 
Rs. 1,50,000 divided into 1,500 Shares of Rs. 100 each. On 4th August 1944, it was 
decided by the Company to buy up the above business as from 1 st July 1944. Six 
months’ regular accounts had to be prepared, but as it was not possible to take stock 
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on 30th June 1944, it was arranged to estimate the same on the basis of the last five 
years* average percentage of gross profit which was 33-1/3% of the turnover. 

The following figures represent the six months’ transactions: 


Purchased 

Rs. 

Sales 

Departmental Expenses 
Rs. Rs. 

Cash 

13,000 

Cash 

20,000 5,000 

Credit 

34,000 

Credit 

37,000 


The rent, rates, taxes and establishment charges amounted to Rs. 7,600 (including 
therein personal expenses of partners to the extent of Rs. 600). Partners’ drawings 
amounted to Rs. 1,400. 

Interest was to be allowed on Loan and Capital accounts at five per cent per 
annum; Furniture and Leasehold property were to be depreciated by 2J per cent, and 
horses and carts at 10 per cent. 

On 30th June 1944, Debtors stood at Rs. 39,000, Creditors at Rs. 23,000 and Loans 
at Rs. 40,000. 

Work out the Stock and Cash Balances. Draw up Trading and Profit & Loss 
Account for the half year ended 30th June 1944 and prepare a Balance Sheet as on that date. 

The Company acquired the above concern on the basis of the Balance Sheet as on 
30th June 1944, it being agreed to value the goodwill at five years’ purchase of the excess 
earned above 8 per cent on partners’ fixed Capital as per abovesaid six monthly Profit & 
Loss Account (which averaged same as past five years’ profits). 

The Vendors are allotted Fully Paid Shares as purchase consideration of their 
concern and its goodwill. 

The remaining shares are taken up and fully paid for by the public. Show the 
details of working out the goodwill and prepare also the Company’s Balance Sheet. 


Solution 


Firm’s Books 
STOCK ACCOUNT 


1944 
Jan. 1 
June 30 

To Stock 
„ Purchases 

Rs. 

70,000 

47,000 

1944 
Jane 30 

.. .. 

By Cost of .goods sold 
(Jrds of Sales) 

„ Balance c/d. 

R , 

i 

i 38,000 
79,000 

1944 
July 1 

Rs. 

1.17,000 

i 

1 Rs. 

1,17,000 

To Balance ... 

79,000 



i 


BANK ACCOUNT 




Rs. 



Rs. 

1944 



1944 



Jan. 1 

To Balance b/fd. 

7,000 

June 30 

By Amount paid to 


June 30 

„ Cash Sales 

20,000 


Creditors 

41,000 


„ Amount received 



„ Departmental 



from Debtors 

43,000 


Expenses 

5,000 


i 



„ Cash Purchases 

13,000 


! 



„ Rent, Rates, etc. 

7,000 


j 


• 

„ Personal Expenses of 





i 

Partners 

600 





„ Drawings of Partners 

1,400 





„ Balance c/d. 

2,000 


Rs. 

70,000 


Rs. 

70.000 

1944 






July 1 

To Balance b/d. 

2,000 


i 



Note.—T he figures of amounts received from Debtors and amounts paid to 
Creditors can be ascertained by preparing the Total Debtors’ Account and the Total 
Creditors* Account in the usual manner. 




724 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


TRADING AND PROFIT & LOSS ACCOUNT 
For the half year ended 30 th June 1944 


To Stock, 1st January 1944 

Ks. 

... 70,000 

By Sales * ... 


KS. 

57,000 

„ Purchases 

... 1 47,000' 

„ Stock-at-end 

... 

79,000 

„ Gross Profit c/d. 33J% on sales ... 19,000 





Rs. j 1,36,000 


Rs. 

1,36,000 

To Departmental Expenses 

..j 5,000 

By Gross Profit b/d. 


1 19,000 

„ Rents, Rates, etc. 

... 7,000 




„ Interest on Loans 

... 1,000 




„ „ on Capital 

... 2,000 



i 

„ Depreciation:— 

Rs. 


[ 

1 

Furniture 2 J% 

150 


1 


Leasehold 2i% 

450 


i 


'Horses & Carts 10% 

400 


1 



- 1,000 



! 

,, Net Profit transferred to Partners’ 


i 

i 

Current Accounts 

3,000 



j 


Rs. ; 19,000 


Rs. 

j 19000 

BALANCE SHEET 

OF A, B AND CO. 




As at 30 th June 1944 




Rs. 


Rs. 

Rs~ 

Trade Creditors 

... 23,000 

Cash at Bank 

• •• 

2,000 

Loans 

... 40,000 

Sundry Debtors 

• •• 1 

39,000 

Interest accrued on above 

... 1.000 

Stock in-Trade 


79,000 

Partners' Capital (Fixed) ... 

...: 8o,ooo 

Furniture 

6,000 


Partners' Current A/cs.— 

I 

Less Depreciation 

150 


Interest on Rs. 

1 ; 



5,850 

Capital 2,000 

1 

Horses & Carts 

4,000 


Net profit 3,000 

Rs. ! 

Less Depreciation 

400 



5,000 



3,600 

Less Drawings 1,400 

! 

Leasehold Property 

18,000 


„ Personal 


Less Depreciation 

450 


expenses 600 

I 1 



17,550 


2,000 1 3,000 





Rs. 1.47,000 


Rs. 

1,47,000 

- - - - 

11 - 





The Bombay Trading Co., Ltd. 
BALANCE SHEET 
As at 1 st July 1944 


Capital & Liabilities 

! Rs. 

. 

Property & Assets 

R 8 . 

Nominal Capital 


Goodwill 

18,000 

1,500 Shares of Rs. 100 each 

1,50,000 

Leasehold Property ... ... ( 

17,550 

Issued, Subscribed and Called up 


Horses & Carts 

3,600 

Capital:— Rs. 


Furniture 

5,850 

1,010 shares of Rs. 100 


Stock ... 

79,000 

each issued to Vendors 

i 

Book Debts 

39,000 

as fully paid up 1 , 01,000 


Cash at Bank 

51,000 

490 shares of Rs. 100 




each, fully paid 49,000 





1,50,000 

i 


Loans ... ... 

40,000 



Interest accrued on above 

1,000 



Liabilities for goods supplied 

23,000 



Rs. 

2,14,000 

Rs. 

2,14,000 

-- --r-i* -- t---- - - 

„ - . - 
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Note. —The profits for the half year, including interest on capital are Rs. 5,000, 
which gives Rs. 10,000 as a year’s profit. 8 per cent of Rs. 80,000 comes to Rs. 6,400 
and therefore the exc^ profits for the year are Rs. 3,600. As the Goodwill is worth 5 
years’ purchase of sucm excess, the amount of the Goodwill is Rs. 18,000, as shown in the 
Balance Sheet. 

Problem 520 

Criticism, Is sometimes made that Audited Balance Sheets of Joint Stock Com¬ 
panies do not show clearly the appropriation of the Balances at the credit of Profit Sc 
Loss Accounts. Show how you would deal with the same in the Balance Sheet as on 31st 
December 1943 to be placed before the shareholders in the following case : — 

Rs. Rs. 

Called up Capital as per last Balance Sheet on 31st December 1942 5,00,000 » 

Less Calls in arrears .. .. .. .. .. 10,000 

- 4,90,000 

Appropriation of the profit for the year ending 31st December 1942, as resolved 
by the shareholders at their meeting on 7th March 1943: — 

Rs. 10,000 to be carried to Reserve Fund. 

„ 5,000 to Employees’ Provident Fund. 

„ 3,000 to be distributed as Bonus to Staff. 

„ 7,000 to be carried to Dividend Equalisation Fund, and a dividend of 12 per 

cent to be declared for the half year ending 31st December 1942 
(a dividend for the first half year ending 30th June 1942 having 
already been declared). 

All the Calls in arrears were paid in March 1943. On the 9th of August 1943, it 
was resolved to declare a dividend of 8 per cent for the first half year ending 30th 
June 1943. The profit made during the year amounting to Rs. 98,000. 

On 31st December 1943, the Profit & Loss Account in the Ledger showed a credit 
balance of Rs. 79,500 after being credited for the balance as per last balance sheet and 
for the current year’s profit and after being debited for appropriations as per resolutions 
of 7th March 1943 and 9th August 1943. 


Solution 

BALANCE SHEET 
As at 31st December 1943 


Capital & Liabilities Rs. Rs. 

Profit & Loss Appropriation Account | 

Balance from last year ... 1,05,300 

Less Appropriations! 


Reserve Fund ... 10,000 

Employees* Provident 

Fund ... ... 5,000 

Bonus to Staff ... 3,000 

Dividend Equalisation 

Fund ... ... 7,000 

Dividend (9 12 per cent 
on the paid up Capital for 
the half year ended 31st 
December 1942 58,800 

j 

i i 

j 

i i 

83,800 \ 

Balance of Profit of last year 

21,500 > 

Add Profit this year 

. 98,000 

Less 

Interim Dividend (§ 8% on paid 
up Capital for the half year ended 

1,19,500 

30th June 1943 

j 40,000 


Problem 521 

The Calcutta Co., Ltd. was registered with a Nominal Capital of Rs. 20,00,000 
divided into 25,000 Ordinary Shares of Rs. 40 each, and 25,000 Deferred Shares of Rs. 40 
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each. 20,000 Ordinary Shares were issued and fully paid with the exception of 400 
shares in respect of which a call of Rs. 10 was outstanding, since 6 months. 

All the Deferred Shares were issued, Rs. 30 having been called and paid. Sundry 
Deferred Shareholders had paid calls in advance to the exten" of Rs. 20,000 since 6 
months. 

In addition to the provision in Table “ A ” (including those regarding Interest on 
calls paid in advance and on calls in arrears), the Company’s Artiqjg contained the 
following regulations as to Dividends : — 

(a) The Ordinary Shares to receive a Dividend upto 5 per cent per annum, and 
to rank for a further dividend on the terms mentioned below, after the Deferred 
Shares have received a Dividend of 12J per cent per annum. 

(fy) The Deferred Shares to receive a Dividend upto 12 \ per cent as above, and 
to rank equally with the Ordinary Shares for a Dividend not exceeding a 
further 7i per cent per annum. 

(c) The shareholders may resolve in General Meeting to award a Bonus to the 
Directors of 1 per cent on the surplus profits, if any, after the Ordinary and 
Deferred Shares have received Dividends of 5 per cent and 12i per cent 
respectively. 

(d) The remaining profits, if any, to be appropriated to a Dividend Equalization 
Account, upto Rs. 1,00,000, the balance to be carried to General Reserve. 

The profits for the year ended June 30th, 1944, amounted to Rs. 6,13,550. 

You are required to prepare the Appropriation Account, assuming that the Directors 
were awarded the 1 per cent Bonus. 


Solution 


The Calcutta Co., Ltd. 

PROFIT AND LOSS APPROPRIATION ACCOUNT 


T * Ordinary Divdend Acc unt — 

Rs. 

,i 

By Profit and T.oss Account— ' 

Rs. 

5% (in K- 7,96.<'O' 

, f Jeterred Dividend Account — 

12£% on Rs. 7,50,000 
„ Bonus to Directors’ Account— 

1% on Rs. 4, 80.000 
„ Ordinary Dividend Account— 

7i% on Rs. 7,96,000 
„ Deferred Dividend Account— 

7£% on Rs. 7,50,000 
„ Dividend Equalisation Account ... 
„ General Reserve Account 

39,300 

, 93 750 

! 4,800 

59.700 

| 56,250 
il.00,000 
2,59,250 

Net Profit this year 

6.13,550 

Rs. 

6,13,550 

Rs. 

6,13,550 

......_ ___ 


_ _ _ 

_ 


Note. —It is assumed that interest on calls in advance at 6 per cent (Clause 17, 
Table A) on Rs. 20,000 for 6 months, and interest on Calls in arrears at 5 per cent 
(Clause 14, Table A) on Rs. 4,000 for the same period, have been already brought into 
account before arriving at the profit of Rs. 6,13,550. 


Problem 522 

How would you deal with the undermentioned items when preparing the 
annual accounts of a Ignited Co.: —(1) Transfer of £5,000 to Reserve Fund. (2) £750 
commission and expenses incurred on the issue of £8,000 4 per cent Debentures repay¬ 
able in 8 years from the date of issue. (3) Transfer of £3,500 to the Company’s own 
Marine Insurance Fund. (4) An issue of 100 5 per cent Debentures of £100 each at 
£95, repayable in 10 years from the date of issue at par ? 

(London Chamber of Commerce.) 

Solution 

(1) Profit and Loss Appropriation Account will be debited with £5,000 and 
Reserve Fund Account credited with same. 

(2) £750 will be in the first instance debited to “ Expenses on Issue of Debentures ” 
Account, at the time of issuing these Debentures. As the Debentures are to run for 8 
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years, Jth of £750 will be transferred from the “Expenses on Issue of Debentures” 
Account to Profit and Loss Account each year, the balance not written off being shown 
on the Assets side of the Balance Sheet, under distinct heading. 

(3) Profit and Loss Account will be debited and Marine Insurance Fund Account 
credited with £3,500. 

(4) Bank will be debited with £9,500, “Discount on Issue of Debentures” Account 
will be debited with £500 and Debentures Account will be credited with £10,000— 
nominal value—at the time of issue. Each year’s Profit and Loss Account will be 
debited with £50 and “ Discount on Issue of Debentures ” Account credited. The 
balance standing on the latter Account is to be shown as an Asset, year after year, 
until it is written off. Thus at the end of the tenth year, when the Debentures are 
due for payment, the whole of the “ Discount on Issue of Debentures ” Account will be 
wiped off. 


Problem 523 

The following items appeared in the Balance Sheet of the Sound Investments 
Co., Ltd., on the 31st December 1942 : — 



Rs. 

Rs. 

Interest and Dividends outstanding 

.. 5,312 


Less Income-tax 

.. 332 

4,980 

Interest accrued but not due 

.. 71,040 


Less Income-tax 

.. 4,440 

66,600 


The Company purchased during the year 1943, Securities for Rs. 5,00,000, the accrued 
interest included in the purchase price being Rs. 2,128 (gross), tax thereon Rs. 133. 
It sold during the same period Securities for Rs. 2,50,000, the accrued interest included 
in the sale price being Rs. 944 (gross), tax thereon Rs. 59. 

The amount of interest and dividends that fell due to be paid during 1943 but 
was not paid, was Rs. 2,09,000 (gross), tax thereon Rs. 13,100. 

The following figures were extracted from the Company’s Cash Book for the year 
ending 31st December 1943:—Securities sold Rs. 2,50,000 ; interest and dividends (gross), 
Rs. 2,07,520 ; Income-tax on interest and dividends Rs. 12,970; Securities purchased 
Rs. 5,00,000. 

The interest accrued but not due on the 31st December 1943 was estimated to 
be Rs. 75,200 (gross), tax thereon Rs. 4,700. 

Make the necessary Journal entries and draw up the Interest and Dividends and 
Income-tax Accounts as they would appear in the Company’s General Ledger. 

(G.D.A.) 


Solution 


JOURNAL ENTRIES 


L.F. 

Interest and Dividends Account ... ... ... Dr. 

To Outstanding Income Account 
„ Income-tax Account j 

(Being reverse entry for Interest and Dividends outstanding 

and accrued on 31st December 1942.) I 


Interest and Dividends Account ... ... ... Dr. 

To Securities Account 
„ Income-tax 

(Being adjustment of accrued Interest and Income-tax on 
Securities included in the Purchase price of the same 
acquired during 1943 for Rs. 5,00,000.) 


Securities Account ... ... ... ... Dr. 

Income-tax Account ... ... ... ... „ 

To Interest and Dividends Account 
(Being adjustment of accrued Interest and Income-tax on the 
Securities sold included in the Selling Price of the same 
disposed of during the year 1943 for Rs. 2,50,000.) 


Rs. i 
76,352 ■ 


2,128 


885 

59 


Rs. 

71,580 

4,772 


1,995 

133 


944 
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JOURNAL ENTRIES— Contd. 


Outstanding Income Account 

Income-tax Account 

To Interest and Dividends Account 
(Being adjustment for Interest and Dividends outstanding 
and accrued on 31st December 1943.) 

Dr. 

L F. j 

Rs. | 
2,66,400 | 
17,800 

i 

Rs. 

2,84,200 

Profit and Loss Account 

To Income-tax 
(Being transfer entry.) 

Dr. 

j 

25,924 | 

i ! 

25,924 

Interest and Dividends Account 

To Profit and Loss Account 
(Being transfer entry.) 

Dr. 

i 

i 

4,14,184 j 

4,14,184 


INTEREST AND DIVIDENDS ACCOUNT 




Rs. 



Rs. 

1943 



1943 



Jan. 1 

To Sundries 

76,352 

Dec. 31 

By Sundries 

944 

Dec. 31 


2,128 


„ Bank 

2,07,520 


„ Profit & Loss Account... 

4,14,184 


„ Sundries 

2,84,200 


Rs. 

4,92,664 


Rs. 

4,92.664 


INCOME-TAX ACCOUNT 




Rs. 



Rs. 

1943 



1943 



Dec. 31 

To Interest & Dividends 

i 

Jan. 1 

By Interest and Dividends 

j 


Account 

i 59 


Account 

! 4,772 


„ Bank* 

12,970 


tt tJ fl 

133 


„ Interest and Dividends 



„ Profit and Loss Ac- 

i 


Account 

17,800 


count 

25,924 


Rs. 

j 30,829 

1—" 


Rs. 

j 30,829 


* It is assumed that on receipt of Interest and Dividends, the gross amount is 
entered on the Receipts Side and the Tax deducted on the Payments Side of the Cash 
Book. 


Problem 524 

How would you deal with the following, if called in to prepare the annual 

Balance Sheet of a Company as at 31st December -, the Company being registered 

in Bombay: — 

(a) Income-tax to be paid on the year’s Profits. 

(b) Two shares of Rs. 100 each upon which the holders had paid Rs. 30 and Rs. 20 
respectively were forfeited by the directors and were re-allotted by them to 
A B the Secretary of the Company. The directors resolved that on A B 
paying Rs. 90 per share, they should be considered as hilly paid-up. 

(c) Livestock Account Rs. 3,250. You ascertain that this represents the value of 
five horses; that in the previous Balance Sheet Livestock stood at Rs. 3,500 
and that there were then seven horses, two having since died during the year 
under review. 

(d) Expenditure on an incomplete contract for installing sprinklers in an up-country 


nill:— Rs. 

Wages 5,000 

Materials 15,000 

Travelling Expenses 500 

Plant and Tools .. .. 700 

Bombay Salaries, Rent, and Expenses—proportion 800 
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Solution 

(a) Income-tax is an appropriation of profits and it would not be correct to 
charge this item to Profit & Loss Account. The Liability in this respect may, however, 
be provided for by charging the amount to Profit & Loss Appropriation Account, so 
that a corresponding sum may be retained by the Company prior to distribution of profits. 

(b) As the shares have been re-issued at Rs. 90 each, and as the company has 
already received Rs. 30 on one share and Rs. 20 on the other, a profit of Rs. 30 has 
thus been made on the forfeited shares. This gain being of a capital nature, should 
not be transferred to Revenue but should be utilised in writing down Preliminary Ex¬ 
penses, or Brokerage on Shares or Goodwill Account. 

(c) As two horses out of seven have died, the remaining five will have to be 
revalued, and the difference between the opening book value and the present valuation 
will have to be written off as depreciation. 

(d) As no information is given as to what the total price of the contract is, it 
is difficult to say whether it is desirable or not to take credit for proportionate profit 
on the portion of the contract done. 

Ordinarily, until the contract has been worked at least upto half, it is not desirable 
to take any credit for profit on the part of the work done. Even where the contract 
has been completed by half or more, ample provision should be made for contingencies 
before bringing proportionate profit into account. On the other hand, if anv loss is 
anticipated on the portion of the work to be done, it should be fully provided for. 

In the present case, the whole amount will have to be treated as an asset, and 
shown under the heading of “ Work-in-Progress ”. 

Problem 525 

How would you treat the following items in preparing a Balance Sheet ? : — 

(a) You are to take Rs. 5 lacs out of a Bank’s profits and place to Secret Reserve 
undisclosed to Shareholders. 

(b) Donations received by a Club to build a new Tennis Court (not commenced). 

(c) Debenture Redemption Fund, the debentures having all been paid off out of 
cash. 

( d) Interest received by a New Company on Share Capital invested, business not 
having commenced. 

( e) Remittances in transit between Head Office and Branches and inter se. 

Solution 

(a) Secret Reserve can be created by undervaluing the bank’s landed properties 
and investments, and by creating Reserves for doubtful debts and contingencies to a 
larger extent than necessarily required. 

(b) As the donations have been received for a specific purpose, the total amount 
will appear on the Liabilities Side of the Balance Sheet under the heading “Tennis 
Court Donations”. 

• (c) After the debentures have been paid off, the amount standing to the credit 
of Debenture Redemption Fund becomes a general reserve, and will be transferred 
to Reserve Fund. 

(d) The amount of interest received being a revenue item must necessarily appear 
in the Profit & Loss Account. Until such account is prepared, however, the item will 
show on the Liabilities side of the Balance Sheet. 

(e) In case of the Head Office having remitted money to a Branch and the same 
being in transit at the date of financial closing, the Head Office will have to pass an 
entry debiting remittance in Transit Account and crediting the Branch. If the Branch 
has remitted money to the Head Office, and the same is in transit, the Branch will be 
required to pass an entry in its own books debiting Remittance in Transit Account and 
crediting the Head Office. These entries are to be reversed at the commencement of 
the next year. 

Problem 526 

The following adjustments were necessary to complete the Final Accounts 
of a Newspaper Company, as at 31st December 1943: — 

(a) Rs. 3,750 for Salaries and Rs. 1,800 for Directors* Fees were to be brought 
Into account; (b) Rs. 1,200 were paid as Fire Premium for the year ended 31st March 
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1944; (c) Rs. 900 were received for subscriptions, and Rs. 1,200 for advertisement apper¬ 
taining to 1944; (d) Rs. 1,275 spent on the purchase of a new Machine were wrongly 
debited to Machinery Repairs Account; (e) Outstanding Subscriptions and Advertise¬ 
ments receivable were Rs. 1,800 and Rs. 4,200 respectively ; (/) Rs. 480 spent in erecting 
some new plant were included in the General Wages Account; ( g ) Paper amounting to 
Rs. 1,500 was received on 27th December 1943 and taken into stock but the correspond¬ 
ing purchase entry was omitted to be made. Pass the necessary entries to adjust the 
books. 


Solution 


JOURNAL ENTRIES 


1943 
Dec. 31 

Salaries Account ... 

Directors’ Fees Account 

To Outstanding Creditors' Account 
(Being expenses incurred, but not paid, brought into 
accouilt.) 

Dr. 

! 

!L.F. j 

i 

Q O 
tft C. § 

1 

Rs. 

1 5,550 

1 

i 

it 

Prepaid Expenses Account 

To Fire Premium Account 

(Being the amount of unexpired premium adjusted.) 

Dr. 

1 

1 300 

' 1 

1 

j 

300 

it 

| Subscriptions Account 
! Advertisements Account . . 

To Prepaid Income Account 
(Being income received in advance, relating to 
1944 adjusted.) 

Dr. 


900 1 
1,200 i 

; 2,100 

1 

II 

Plant & Machinery Account ... 

To Machinery Repairs Account 
(Being the cost of New Machine wrongly debited to 
Repairs Account now transferred to proper Account.) 

Dr. 


1,275 

; 1,275 

: 

it 

Outstanding Debtors’Account 

To Subscriptions Account 
„ Advertisements Account 

1 (Being income relating to this year, but not yet 
received, brought into account.) 

Dr. 


6,000 

i 

1 1,800 
4,200 

ii 

i 

j Plant & Machinery Account ... 

| To General Wages Account 

1 (Being rectification entry for a wrong debit to the 
latter Account.) 

Dr. 

j 

. 480 

480 

»» 

1 Paper Purchase Account 

To the Creditor's Account 

(Being the entry for the inclusion of purchase made 
on 27th December 1943 and omitted to be entered 
in the books.) 

Dr. 

t 

! 

1 

! 

i 

1,500 

i 

1,500 


Problem 527 

As an accountant to a Company, how would you record the following trans¬ 
actions in the Company’s Journal?: — 

(a) The Company buys a Building worth Rs. 20,000 from Messrs. Dalai & Co. 
who are given 120 fully paid Shares of the Company of the nominal value of 
Rs. 100 each in full payment of the purchase consideration. These Shares are 
quoted in the Market at Rs. 190 each. 

( b ) The Company had bought Machinery for Rs. 1,00,000 including a Boiler worth 

Rs. 10,000. The Machinery Account had been credited for Depreciation on 
the Reducing Instalment System for the past four years at the rate of 10%. 
During the fifth, i.e. the present year, the Boiler became useless on account 
of damage to some of its vital parts. The damaged Boiler is sold for Rs. 2,000 
which amount is credited to the Machinery Account. The Machinery Account 
is to be adjusted by taking into consideration the loss on account of the 
damaged Bailer. (B. Coil) 
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Solution 


/ («) 


JOURNAL ENTRIES 



1 

Building Account ... ... ... ... Dr. j 

To Dalai & Company j 

(Being the purchase price of the building payable to 

Dalai & Co., as per agreement dated.) 

L.F. 

i 

Rs. 

20,000 j 

| 

Rs. 

20,000 

i 

Dalai & Co. ... ... ... ... Dr. 

To Share Capital Account 
! „ Premium on Shares Account 

! (Being the issue of 120 shares of Rs. 100 each at a 
‘ total premium of Rs. \ 8,000 in full satisfaction of 

the purchase price of the Building.) 

i 

20,000 

: 

| | 

i 

12,000 

8,000 


j Premium on Shares Account ... ... ... Dr. 

1 To Capital Reserve Account 

| (Being transfer of premium on shares to Capital Reserve.) 


j 8,000 

1 

8,000 

i 


( b) Depreciating the original cost of the boiler, viz. Rs. 10,000 at 10 per cent 
per annum on'the Reducing Instalment System for four years would leave the book 
value of the boiler at Rs. 6,561 at the end of the fourth year. Against this debit, 
the sum realised on the sale of damaged boiler, viz. Rs. 2,000 will be credited, thus 
leaving a balance of Rs. 4,561 which will represent the loss sustained on account of 
the damaged boiler having been discarded. Since this is a loss of an abnormally heavy 
amount and that too of a non-recurring nature, it would be advisable to write off the 
whole amount in the very year in which it is sustained, but to spread it over two to 
three years. The entry necessary to bring this about would be to debit “ Loss cr 
Damaged Boiler Account” with Rs. 4,561 and credit the Machinery Account. If it is 
dec'ded to spread this loss over three years, the entry at the end of each of these years 
will be that Profit & Loss Account will be debited with Rs. 1,520-5-4, viz. one-third 
of the loss and Loss on Damaged Boiler Account will be credited. The unwritten off 
balance would, in the meantime, appear on the Assets side of the Balance Sheet as 
Deferred Revenue Expenditure. 


Problem 528 

The Royal Engineering Co., Ltd. desiring to extend their premises obtained 
an option on certain land adjoining their works, for which they paid Rs. 1,000. The 
Company did not exercise the option, as the opportunity occurred for the purchase of 
the Assets of the Bombay Motor Company, Ltd. (in liquidation), whose works adjoined 
those of the Royal Engineering Co., Ltd. 

The Assets purchased consisted of Freehold Land and Buildings Rs. 2,00,000 ; 
Fixed Plant and Machinery Rs. 50,000; and Loose Plant and Tools Rs. 30,000. The 
Stock-in-Trade was to be taken at a valuation to be made by Valuers, one appointed 
by each party ; or, failing agreement, the value was to be fixed by an Umpire to be 
appointed by the Valuers. The Valuers disagreed, and the Umpire fixed the value of 
the Stock at Rs. 2,50,000. The purchasers also agreed to pay Rs. 1,20,000 for Goodwill. 
The expenses of taking the Inventory of the Stock were Rs. 1,000, which was paid by 
the Royal Engineering Co., Ltd., and one-half charged to the Bombay Motor Co., Ltd. 
The expenses of Stock Valuation amounted to Rs. 10,000, each side paying one-half. 
The Stamp Duties and Legal Expenses of the Royal Engineering Co., Ltd. in connec¬ 
tion with the matter were Rs. 10,000. 

To enable them to carry the matter through, the Royal Engineering Co., Ltd., 
obtained a loan of Rs. 7,00,000 from their Bankers. 

For the purpose of preserving the Goodwill of the Bombay Motor Company’s 
name, the Royal Engineering Co., Ltd., decided to carry it on as a Branch. 

Pass the necessary entries in the books of the Royal Engineering Co., Ltd., record¬ 
ing the above transactions ; and show the account with the Vendors and the Branch 
Account. 
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Solution 


The Royal Engineering Co., Ltd. 
JOURNAL ENTRIES 





L.F. 

Rs. 

Rs. 

Profit and Loss Account 


Dr. 

1,000 


To Option Account 



! 

1,000 

(Being the amount of Option not exercised transferred 


] 


to Profit and Loss Account.) 



> 


Freehold Land and Buildings ... 


Dr. 

2,00,000 1 


Fixed Plant and Machinery 

• • • 


50 , 000 ; 


Loose Plant and Tools 



30,000! 


Stock 



2,50,000 1 


Goodwill 

... 

n 1 

1 , 20 , 000 ; 


To Vendors (Bombay Motor Co.. Ltd.) 




6,50,000 

(Being the Assets taken over from the Bombay Motor 




Co., Ltd.) 


i 

! 


Bank 


Dr. 

7,00,000 


To Bank Loan Account 




7,00,000 

(Being cash received on loan from the Bankers.) 


1 

i 



Incidental Costs 


Dr. 

! 

16,000 


To Bank 



1 


16,000 

(Being money paid for 

Rs 


i 



Inventory of Stock 

1,000 

i | 



i Expenses of Valuation of Stock 

5,000 


1 



Stamp duties and Legal Expenses 

10,000 





Rs. 

16.000) 


i 

i 

i 


Vendors (Bombay Motor Co., Ltd.) 


Dr. 

1 

500 


To Incidental Costs 



; 


500 

(Being agreed proportion of Costs of taking Inventory 


8 


to be borne by Vendors.) 


1 ; 



Vendors (Bombay Motor Co., Ltd.) 


Dr. 

j 6,49,500 


To Bank 


1 


6,49,500 

(Being payment of the purchase consideration as per 

• 



agreement, dated.) 


i 



Bombay Branch Account 


Dr. | 

6,50,000 


To Freehold Land and Buildings 




2,00,000 

„ Fixed Plant and Machinery 




50,000 

„ Loose Plant and Tools 


i 

I 

30,000 

„ Stock-in-Trade 


I 


2.50.000 

„ Goodwill 


; 


1.20,000 

(Being the transfer of Assets to the Branch.) 


I 

f 




VENDORS’ (BOMBAY MOTOR CO., LTD.) ACCOUNT 


To Incidental Costs 
„ Bank 

... 

Rs. 

500 

6,49,500 

By Freehold Land and Buildings ... 
„ Fixed Plant and Machinery ... 
,. Loose Plant and Tools 
„ Stock-in Trade 
„ Goodwill 

, Rs. 
2,00,000 
50,000 

1 30,000 

2,50,000 
1,20,000 


Rs. 

6,50,000 

Rs. 

: 6,50,000 

.....- —- 




- - . 
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BOMBAY BRANCH ACCOUNT 



Rs. 


To Freehold Land and Buildings 

... 2,00,000 


„ Fixed Plant and Machinery 

50,000 


tt Loose Plant and Tools 

30,000 


„ Stock-in-Trade 

... 2,50,000 


„ Goodwill 

... 1,20,000 



Problem 529 

The Engineering Company, Ltd. have works in a suburb of London, the Head 
Office being in the City, where all orders for the Company’s goods are taken. The 
goods are manufactured at the Works, and are invoiced to Head Office at “cost”, made 
up. of materials, productive labour, and an agreed rate of 125 per cent on productive 
labour to cover “oncost” or overhead charges, viz. 5 per cent Interest on Capital 
employed, Depreciation, and all expenses of the Works. One-fourth of any surplus on 
“ Oncost Account ” is credited to the Works Manager as extra remuneration, and the 
remainder is transferred to Head Office as Profit. The Balances in the Ledger of the 
Works on 1st January 1943 were as follows: — 

^. £ 1 £ 

Plant and Machinery (Depreciation 7J per cent) .. 50,000; 

Loose Tools ( do. 15 do. ) 8,000 

Cash in Hand .. .. .. .. .. 200 j 

Freehold Land .. .. .. .. .. 5,0001 

Buildings (Depreciation 2 per cent) .. .. .. 16,000 

Stock on hand and Work-in-Progress .. .. .. 23,800 

Head Office . 103,000 

The Head Office pays all accounts and furnishes the Works with cash required for 
Wages, etc. The debits to the Works for the year 1943 were : — 

£ 

.. 52,000 

6,000 

.. 28,000 
5,500 
4,100 
.. 6,500 

£ 102,100 

JL - 

In addition to the amounts mentioned above, the Trial Balance of the Head Office 


on 31st December 1943 consisted of the following: — 

£ I £ 

5 per cent First Mortgage Debentures .. .. 50,000 

Ordinary Share Capital .. .. 100,000 

Creditors .. .. .. .. .. j 23,850 

Goodwill .. .. 40,000 

Cash at Bankers and in Hand 19,300 

General Reserve .. .. .. 30,000 

Profit and Loss Balance from 194J | 7,400 

Investments .. .. .. I .. .. 26,500 

Sales .. .. .. .. .. 133,500 

Debtors .. .. .. .. .. 36,500 

Salaries and Travelling .. .. .. .. 3,800 

Rent .. .. .. .. .. 1,200 

Directors’ Fees .. . . .. .. 2,000 

Other Expenses .. .. .. .. 4.600 

Debenture Interest for Year .. .. 2,500 

Interim Dividend on Ordinary Shares .. .. 5,000 

Interest and Dividends on Investments .. .. 1,750 


The Works Invoices to Head Office for the year amounted to £111,500, and the 
Stock-on-hand and Work-in-Progress en 31st December 1943 was £27,300. 


Purchases chargeable to jobs 
Do. not chargeable to jobs 

Cash for Productive Wages 
Do. Unproductive Wages 

Works Salaries 
Other Works Expenses .. 
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Show the Works “ Oncost Account ” for the year, the Balance Sheet of the Company 
as at 31st December 1943, and Profit and Loss Account for the year. Ignore Income-tax. 

(Chartered Accountants.) 

Solution 

The Engineering Co., Ltd. 

WORKS MANUFACTURING ACCOUNT 


i 

£ 


£ 

To Stock and Work-in-Progress ...! 

23,800 

By Goods invoiced to Head Office ... 

111,500 

„ Purchases chargeable to Jobs 

52.000 

,, Stock and Work-in-Progress 

27,300 

„ Productive Wages ... ...' 

28,000 



„ Oncost Charges ... ...j 

35,000 



£ 

138,800 

-t 

£ 

138,800 

ONCOST ACCOUNT 



£ 


£ 

To Interest on Capital employed 

5,150 

By Works Manufacturing Account...; 

35,000 

„ Purchases not chargeable to Jobs ... 

6,000 



„ Unproductive Wages ... 

5,500 



„ Works Salaries 

4,100 


1 

„ Works Expenses 

6,500 



„ Depreciation:— £ 




Plant and Machinery 3,750 




Loose Tools ... I,2u0 




Buildings ... 320 





5,270 



„ Balance c/d. ... ...| 

2,480 



£ 

35,000 

£ 

3b,O00 

„ Works Manager 

620 

By Balance b/d. 

2,480 

„ Head Office Account ...j 

1,860 



£ j 

i 

2,480 

£ 

I 

___2,480 


[For Profit & Loss Account see next page 

BALANCE SHEET 
As at 31 st December 1943 


Capital and Liabilities 
Authorised Capital 

Issued Capital 

5% Mortgage Debentures ... 
Creditors:— 

On Open Accounts 
Works Manager 


£ 

23,850 

620 


General Reserve 

Profit & Loss Appropriation A/c.*— 
Balance from last year ... 7,400 

Net Profit thi9 year ... 16,660 


Less Interim Dividend .. 


24,060 

5,000 


l £ 

1100,000 

Property and Assets 
Goodwill 

Freehold Land 

Buildings 

Less Depreciation 

£ 

100,000 

50,000 

16,000 

320 

24,470 

30,000 

I^ant and Machinery 

Less Depreciation 

50,000 

3,750 

Loose Tools 

Less Depreciation 

8,000 

1,200 

19,060 

Stock in hand and W ork-in-Progress i 
Debtors 

Investments 

Cash at Bankers and in hand 

223,530 


£ 


£ 

40,000 

5,000 


15,680 

46,250 


6,800 

27,300 

36.500 

26.500 

19.500 


223,530 
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PROFIT AND LOSS ACCOUNT 
For the year ended 31st December 1943 


'1 

1 

£ 


£ 

To Goods invoiced from Works ...j 

111,500 

By Sales 

; 133,500 

„ Salaries and Travelling 

3,800 

,, Interest and Dividends 

i 1,750 

„ Rent 

1,200 

„ Profit from Works Oncost A/c. ... 

; 1,860 

„ Directors' Fees 

2,000 

„ Interest on Capital employed ... 

5,150 

„ Other Expenses 

4,600 


1 

„ Debenture Interest 

j 2,500 


i 

„ Net Profit ... 

16,660 

ji 


ij 

£ 

142,260 

£ 

1 142,260 


Problem 530 

In June 1943, a professional body entered into a contract for the purchase 
of a building for a sum of Rs. 1,90,000, and a further Rs. 10,000 was earmarked for furnish¬ 
ing, etc. The necessary funds were derived from the following sources, viz. Bank 
Deposit, Rs. 10,000 ; Realization of Investments, Rs. 50,000 ; Proceeds of Debenture Issue, 
Rs. 1,40,000. Assume the following to have been the details of the transactions : — 

Deposit, Rs. 19,000 paid June 1st, 1943 (Rs. 10,000 taken from Bank Deposit Account 
and Rs. 9,000 borrowed from Bank) ; balance of purchase money, Rs. 1,71,000, paid 
October 15th, 1943, from realisation of securities and debenture moneys received (see 
below) and Rs. 1,000 borrowed from Bank ; Furniture purchased October 31st, 1943, 
Rs. 10,000, with moneys borrowed from Bank ; Bank loan repaid June 1st, 1944, with 
balance of debenture moneys received. The Securities which were sold for Rs. 50,000 
stood in the books at, say, Rs. 51,680. 

Rs. 1,40,000 was raised on 5 per cent Debentures, and the terms of the issue 
were 5 per cent deposit payable on application (July 1st) and the balance payable on 
October 1st, 1943, or at the option of the subscriber in four equal instalments on October 
1st, 1943 (less deposit), December 1st 1943, March 1st 1944, and June 1st 1944; interest 
payable half-yearly, January 1st and July 1st. The total subscription for the Debenture 
issue was, say, Rs. 4,20,000, viz. Rs. 3,60,000 for completion on October 1st and Rs. 60,000 
for completion in instalments. All applicants received one-third of the Debentures 
applied for, the excess deposit being retained on account of the balance. 

Prepare Journal entries for all the transactions involved to June 30th, 1944, includ¬ 
ing interest payable; also give the Cash Book entries to that date assuming that all 
amounts were received and paid on due dates. Calculate interest on Bank Loan at 
5J% per annum. 

Solution 


JOURNAL ENTRIES 


1943 

1 

L.F. 

" 1; ' 

RS. ; Rs. 

June 1 

Building Account ... ... ... Dr. ■ ! 

11,90,000 , 


To Vendors 


1.90.000 


(Being purchase price of..as per contract 

.1 


dated.) 


| 

July l 

Debenture Application Account ... ... ... Dr. 


1 7,000 } 


To 5% Debentures Account 


i : 7,000 


( Being 5% Deposit on Rs. 1,40,000 Debentures allotted.) 

i 

1 

Debenture Application Account ... ... ... Dr. j 

! 14,000 


To Debenture Instalments Account 

j 2,000 


„ „ Completion Account 

■: 12,000 


( Being excess application moneys transferred) j 

: 1 

! 1 
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JOURNAL ENTgl^-gontd. 


Oct. 1 

Debenture Completion Account ... 

„ Instalment Account 

To 5% Debentures Account 

(Being balance due on Rs. 1,20,000 debentures payable 
in full, and one-fourth of Rs. 20,000 payable by 
instalments less Deposit.) 

Dr. 

l.fT 

Rs. 

1,14,000 

4,000 

Rs. 

1,18,000 


Revenue Account 

To Securities Account 
(Being loss on sale of Securities.) 

Dr. 


1,680 

1,680 

Dec 1 

Debenture Instalment Account 

To 5% Debentures Account 
(Being amount of 2nd instalment due.) 

Dr. 

i 1 

5,000 

5,000 

1944 
Mar. 1 

; 

Debenture Instalment Account 

To 5 % Debentures Account 
( Being amount of 3rd instalment now due.) 

Dr. 


5,000 

1 

1 5,000 

j 

June 1 

Debenture Instalment Account 

To 5% Debentures Account 
(Being final instalment now due.) 

Dr. 


5,000 

5,000 

II 


CASH BOOK (BANK COLUMNS) 


1943 

. * j': 

Rs. a. p. 

' 1943 

[ 

Rs. a. p. 

June 1 

To Bank Deposit Account 

: 10,000 o o 

June. 1 

By Vendors—Deposit ... 

19,000 0 0 


„ Bank Loan Account 

i 9,000 0 C 

Oct. 15 

„ „ —Balance ... 

1,71,000 0 0 

July 1 

„ Debenture Application 1 


.. 3 

„ Furniture Account ... 

10,000 0 0 


Account ...! 

21,000 0 0 


i 


Oct. 1 

„ Debenture Completion 

i 





Account 

o 

1 

—T 





„ Debenture Instalment 

! 





Account 

2,000 0 0 

1 



15 

„ Securities Account ... 

1 50,000 0 0 





„ Bank Loan Account ... 

i 1,000 0 0 

| 



.. 31 

,, t, 1* »» ••• 

10,000 0 0 




Dec. 1 

„ Debenture Instalment 






Account 

5,000 0 0 




1944 



1944 



Mar. 1 

„ Debenture Instalment 


Jan. 1 

* Debenture Interest ... 

2,629 2 8 


Account 

5,000 0 0 

June. 1 

„ Bank Loan—repaid ... 

20.000 0 0 

June 1 

,, Debenture Instalment 



„ Interest on Bank 



Account 

5,000 0 0 


Loan @ 54 % 

850 3 4 



2,20,000 0 0 




„ 30 

„ Overdraft 

3,479 6 0 





Rs. 

2,23,479 6 0 


Rs. 

1 

2,23,479 6 0 


Notes. — (1) Debenture Interest is calculated as follows: — 

Rs. a. p. 

5% on Rs. 21,000 for 8 months .. 525 0 0 

5% on Rs. 1,25,000 for 3 months .. 1,562 8 0 

5% on Rs. 1,30,000 for 1 month 541 10 8 

Rs. 2,629 2 8 

(2) Interest on Bank Loan is calculated as follows: — 

Rs. a. p. 

5i% on Rs. 9,000 for 12 months .. 495 0 0 

5J% on Rs. 1,000 for 1\ months 34 6 0 

5J% on Rs. 10,000 for 7 months .. 320 13 4 

Rs. 850 3 4 

(3) Interest becomes due on the debentures again on July 1st. 
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Problem 531 


The Bombay Cotton Mills, Ltd., was started with a nominal capital of Kupees 
One Crore divided into 50,000 ordinary shares of Rs. 100 each and 50,000 7% cumulative 
preference shares of Ks. 100 each. Out of these 34,000 ordinary and 17,000 preference 
shares were taken up and the amount of Rs. 100 in all was called per each share. A 
sum of Rs. 12,59,655 however remained unpaid as at March 31st, 1944, on allotment and 
calls from several shareholders and the Secretary of the Company. During the year, 
the company issued debentures (secured on the Land, Building and Machinery) of the 
nominal value of Rs. 12,00,000 out of which Rs. 8,00,000 were taken up and Rs. 4,00,000 
were paid to the company as a loan on the security of the debentures. Out of the sundry 
creditors of Rs. 17,62,612, Rs. 14,977 were due to merchants on account of stores supplied, 
Rs. 62,838 on account of wages, etc., Rs. 1,36,580 due to Imperial Bank of India on 
account of Overdraft against the security of the investments and Rs. 5,93,680 due to the 
Indian Bank, Ltd., on account of Cash Credit secured on the hypothecation of stock. 
The Preference Dividend amounting to Rs. 1,06,600 was not paid as the mills made a loss. 

The following are the further Ledger balances of the company as at 31st March 


Sundry Creditors .. .. .. .. .. 17,62,612 

Land and Buildings (Cost Rs. 28,23,064) .. .. 26,23,064 

Plant and Machinery (Cost Rs. 32,68,081) .. .. 24,88,719 

Book Debts .. .. .. .. .. 65,531 

Unexpired Insurance .. .. 7,063 

Investments 6% Bonds of the nominal value of 

Rs. 2,05,000 at cost .. .. 2,05,062 

Profit & Loss Account (debit) .. .. .. 99,339 

Cash with Banks and in hand .. .. .. .. 42,740 

Stores and spare gear at cost .. .. .. .. 90,560 

Stock-in-Trade at cost .. .. .. .. 11,78,616 

Furniture .. .. .. .. .. 2,263 


From the above particulars, prepare a Balance Sheet in the form prescribed by 
the Indian Companies Act. 


Solution 

The Bombay Cotton Mills, Ltd. 
BALANCE SHEET 
As at 31st March 1944 


Capital & Liabilities Rs. 
Authorised Capital:— 

50,000 Ordinary Shares 
of Rs. 100 each ... 50,00,000 

50,000 7% Cumu¬ 
lative Preference 

Shares of Rs. 100 
each ••• 50,00,000 

Rs. 

Property & Assets Rs. 
Land and Building at 

cost ... 28,23.064 

Less Depreciation 2,00,000 


Plant and Machinery 

at cost ... 32.68,081 

Less Depreciation 7,79,362 

Rs. 1.00.00.000 


Furniture ... 

Stores and Spare gear at cost 
Stock-in-trade at cost ... 

Book Debts 

Unexpired Insurance ... 
Investments Rs. 2,05,000, 6% 
Bonds at cost 

Cash with Banks and in hand 

Profit and Loss Account—balance 

Subscribed and Called up Capital:— 
34,000 Ordinary Shares 
of Rs. 100 each, Rs. 

fully called 34,00,000 

17,000 7% Cumu¬ 
lative Preference 

Shares of Rs. 100 

each, fully called 17.00,000 


51,00,000 

Less Calls unpaid 12,59,655 

38,40,345 




Carried over Rs. 

38,40,345 

Carried over Rs. 


Rs. 


26,23,064 


24,88,719 

2,263 

90.560 

11,78,616 

65,531 

7,063 

2,05,062 

42,740 

99,339 


68,02,957 


4? 
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BALANCE SHEET— Contd. 


Brought ovit 

Mortgage Debentures 
(Secured on Land, Building 
and Machinery) 

Loan 

(Secured by the issue of Deben¬ 
tures as collateral security) 


Liabilities:— 

Rs. 

For Stores supplied 
,, Other Gov ds 

14,977 

supplied 

9,54,537 

„ Expenses 
„ Overdraft at 

62,838 

Imperial Bank 
Indian Bank. Ltd.— 
Cash Credit Account 

1,36,580 

(Secured by Stock) 

5,93,680 

Rs. 


Contingent Liabilities:— 

Arrears of Cumulative Preference 
Dividend 


1 Ks. 

38,40,345 

Brought over 

Rs. 

68,02,957 

8,00X00 

4,00,000 



17,62.612 



68.02,957 

Rs 

68,02 957 

Rs. 

1,06,600 




Problem 532 

A Company was formed to acquire the business of X and Y as a going con¬ 
cern on 1st January. 

The amounts standing to the credit of X and Y were Rs. 9,786 and Rs. 7,644 

respectively on this date, and the purchase agreement provided that 900 fully paid 

shares should be allotted to X and 700 to Y in part consideration for the sale, and that 
each partner should receive in cash l/3rd of the amount standing to his credit as 
additional consideration. The Company had a nominal capital of Rs. 50,000 divided into 
5,000 shares of Rs. 10 each of which 2,200 were issued (at a premium of annas eight 
per share and fully subscribed) in addition to the shares allotted to X and Y. 

The agreement for sale further provided that any bad debts incurred during the 

first year of the Company's existence should be borne as to one-third by the Company 
and one-third each by X and Y. 

In addition to any balances represented by the above information, the following 
balances were extracted from the books of the Company on 30th December:— 


Stock, 1st January 


Rs. 

12,752 

Works Wages .. 

Rs. 

.. 12,815 

Rates, Taxes and Insurance 


983 

General Expenses 

.. 2,621 

Freehold Premises 


9,645 

Motors 

3,700 

Purchases 


47,862 

Manufacturing Expenses 

.. 2,195 

Purchase Returns 


951 

Audit and Legal Charges 

327 

Bad Debts 


348 

Advertising Charges 

.. 6,718 

Plant and Machinery 


3,950 

Fuel and Power 

415 

Factory Cash Imprest 


50 

Carriage on Purchases .. 

912 

Sales 


98,310 

Carriage on Sales 

315 

Sales Returns .. 


1,214 

Sundry Debtors 

.. 16,940 

Discount Account (Debit) 


872 

Sundry Creditors 

.. 5,340 

Furniture and Fittings .. 


1,440 

Bills Payable 

1,920 

Managing Director’s Salary 


2,000 

Cash at Bank .. 

.. 3,815 

Office Salaries .. 


6,403 

Cash in Hand .. 

89 

You are required to 

prepare Trading and Profit & Loss Account for 

the year 

ended 31st December, and a 

Balance Sheet 

as on that date. 


The adjustments necessary are: — 

(a) 10 per cent depreciation to be written off Plant and Machinery, 15 per cent 
off Motors, and 5 per cent off Furniture and Fittings. 

(b) A reserve for Bad Debts is to be created amounting to 5 per cent of the 
Sundry Debtors and reserve for Discounts of 2i per cent on the Debtors (before 
deducting the reserve for Bad Debts) and of 2% per cent on the Creditors. 

(c) Stock on hand on 31st December was valued at Rs. 6,486. 
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Solution 


TRADING AND PROFIT & LOSS ACCOUNT 
Fo r the year ended 31st Dece mber . .. 


Rs. 

Rs. 

Rs. 

Rs. 

To Stock. 1st January 

12,752 

By Sales ... ... 98.310* 


„ Purchases ... 47,862 


Less Returns ... 1,214 


Less Returns ... 951 



97,096 


46,911 

„ Stock, 31st December 

6,486 

„ Works Wages 

12,815 



», Manufacturing Expenses 

2,195 



„ Fuel and Power 

415 



„ Carriage on Purchases 

912 



„ Gross Profit c/d. 

27,582 



Rs. 

1,03.582 

Rs. 

1,03.582 

To Office Salaries 

6,403 

By Gross Profit b/d. ... 

27,582 

„ Managing Director's Salary 

2.000 



M Advertising Charges 

6.718 



„ General Expenses 

2,621 



„ Audit and Legal Charges 

327 



„ Carriage on Sales 

315 



„ Rates. Taxes and Insurance 

983 



Discounts 

1,162 



„ Bad Debts 

116 



„ Reserve for Bad Debts 

847 



„ Depreciation*— Rs. 




Plant & Machinery 10% 395 




Motors 15% 555 




Furniture & Fittings 5% 72 




— 

1,022 



„ Net Profit carried to Balance 




Sheet 

5,068 



Rs. 

27.582 

Rs. 

gfl| 


BALANCE SHEET 
As at 31st December ... 


Rs. 

Rs. a. p. 

Rs. ) 

Rs. a. p. 

Nominal Capital:— 


Goodwill 

4,380 0 0 

5,000 Shares of Rs. 10 


Freehold Premises 

9,645 0 0 

each ... ... 50,000 


Plant & Machinery ... 3,950 


a ■■■■■ — ■» 


Less Depreciation 395 


Issued and Subscribed Capital: — 


— - 1 

3,555 0 0 

1,600 Shares of R 9 . 10 


Motors ... ... 3,700 


each, issued to Vendors 


Less Depreciation ... 555 | 


as fully paid 16,000 


j 

3,145 0 0 

2,200 Shares of Rs. 10 


Furniture and Fittings 1,440 


each, fully called 22,000 


Less Depreciation 72 | 



38,000 0 0 

—■ ■— " 1 

1,368 0 0 

Premium on Shares ... 

1,100 0 0 

Stock-in-Trade ... .J 

6,486 0 0 

Reserve for Bad Debts 

847 0 0 

Book Debts ... .. | 

16,940 0 0 

Reserve for Discount on Debtors ... 

423 8 0 

Vendors (for share of Bad Debts) 

232 0 0 

Liabilities:— Rs a. 


Cash:— Rs. 


For Goods Supplied 5,340 0 


In hand ... 89 


Less Reserve for 


At Bank ... 3,815 


Discount 133 8 


Factory Imprest 50 





4 061 O 0 

For Acceptances 

1,920 0 0 

Difference in Books * 

2,860 0 0 

Profit & Loss Account—balance 

5,068 0 0 



Rs. 

1 

Rs. 

52,565 0 0 

..... 


. . 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Notes. —*(1) If a Trial Balance is prepared from the particulars given in the 
question, it will be found that the same disagrees by Bs. 2,860. This is shown as 
“Difference in Books” in the Balance Sheet. 

(2) The Amount of Goodwill, viz. Rs. 4,380 is arrived at as follows: — 


Purchase Consideration: Rs. 

• Payable in Shares—1,600 Shares of Rs. 10 each .. 16,000 
„ in Cash—1(3 (9,786 + 7,644) = .. 5,810 


21,810 

Less Amounts to the credit of partners 

(Rs. 9,786 +Rs. 7,644) = 17,430 


Excess paid, i.e. Goodwill — Rs. 4,380 


Problem 533 

What is meant by the terms “ Working Capital ” and “ Capital Debt ” ? 
Re-arrange the following Balance Sheet and state the Working Capital or Capital Debt, 
after carrying out the recommendation of the Directors of a declaration of dividend of 
Rs. 25 per share. What difference would it make if no dividend were declared? 


BALANCE SHEET 


Liabilities 
Reserve Fund 
Depreciation Fund 
Sundry Creditors 
Dividend Equalisation Fund 
Loans Unsecured 
Profit & Loss Account .. 
Share Capital—20,000 shares 
Rs. 100 each .. 


Rs. 

.. 5,00,000 
.. 3,00,000 
.. 4,00,000 
.. 4,40,000 
.. 8 , 00,000 
.. 7,00,000 
of 

.. 20 , 00,000 


Rs. 51,40,000 


Assets 

Cash at Bank 

Land 

Buildings 

Stock-in-Trade 

Machinery 

Debtors 


Rs. 

.. 4,00,000 
.. 4,00,000 
.. 6 , 00,000 
.. 4,00,000 
.. 28,00,000 
.. 5,40,000 


Rs. 51,40,000 


Solution 

Working Capital is the capital available for the working of a business after its 
fixed assets have been acquired. 

Capital Debt is that amount by which the floating liabilities exceed the floating 
assets. 

BALANCE SHEET 


Of . as at . (after re-arrangement) 


Capital and Liabilities 

Rs. 

Property and Assets 

Rs. 

Share Casual—20.000 Shares of 


Land 

4,00,000 

Rs. 100 each 

20,00,000 

Buildings ... 

6.00,000 

Reserve Fund 

5.00.000 

Machinery ... 

28,00,000 

Dividend Equalisation Fund 

4,40,000 

Stock-In-Trade 

4,00,000 

Depreciation Fund 

3.00,000 

Debtors 

5.40,000 

Dividend* Payable 

5.00,000 

Cash at Bank 

4,00,000 

Loans Unsecured — 

8.00,01/0 



Sundry Creditors 

4.00,000 



Profit and Loss Account:— Rs. 




Balance ... 7,00,000 




Less Dividend at 




Rs. 25 per share 5,00,000 





2,00.000 



Rs. 

51,40 000 

Rs. 

51,40,000 
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A8 per the re-arranged Balance Sheet the Company has got no Working Capital, 
but on the contrary there is a Capital Debt of Rs. 3,60,000. 

If no dividend were declared the Company’s current liabilities would have amounted 
to R 8 . 12,00,000 and as the floating assets are Rs. 13,40,000 there would have been a 
Working Capital of Rs. 1,40,000. 


Problem 534 

The Hind Engineering Company obtained the Suburban District Electric license 
at a cost of Rs. 6,300. The Suburban Electric Supply Co., Ltd. was registered with a 
Capital of Rs. 6,00,000 divided into 20,000 shares of Rs. 30 each payable at Rs. 6 on appli¬ 
cation, Rs. 15 on allotment and Rs. 9 on call. The Company issued 15,000 shares to the 
public which were all subscribed for and duly allotted. The Company took over the 
abovesaid license along with other concessions from the Hind Engineering Company for 
a consideration of 1,000 shares of Rs. 30 each issued as fully paid and of the payment 
for out-pocket expenses incurred in obtaining the license which were not to exceed 
Rs. 6,000. By the 30th June 1944 all the Calls were made and the construction work 
was over. The Preliminary expenses were estimated at Rs. 15,000 and any excess over 
that was to be borne by the Hind Engineering Company. The Directors decided to 
allocate all expenditure upto 30th June 1944 over Building and Transmission Lines in 
proportion of the total expenditure on the same. Given below is the Trial Balance as on 
30th June 1944: — 


Allotment 
Call Account 
Stamp and Stationery 
Buildings (Cash payments 

Rs. 9,000) . 

Salaries 

Transmission Line (Cash pay¬ 
ments Rs. 45,000) 

Establishment Charges 

Cost of License and Concessions 

Rent 

Preliminary Expenses 
Government Paper at Cost (De¬ 
posited with Government) 
Fixed Deposit at Bank 
Cash at Bank .. 

Cash on hand .. 


Rs. | 

24,000 Share Capital 
18,000 I Hind Engineering Co. 

3,300 i Broadway Company 

I 

96,000 

8.400 

7 i 

1,89,000 

2,700 

30,000 

3,600 

16,800 

55,200 j 

90,000 

5.400 
600 


Rs. 5,43,000 


Rs. 

.. 4,80,000 
.. 45,000 

.. 18,000 


Rs. 5,43,000 


The building materials are supplied by Broadway Co. who have been already 
credited and Buildings Account debited for bills amounting to Rs. 87,000 and bills for 
Rs. 24,000 are still outstanding. The transmission lines materials are supplied by the 
Hind Engineering Company who have been credited and Transmission Lines Account 
debited for bills amounting to Rs. 1,44,000 and bills for Rs. 51,000 are still outstanding. 
All these outstanding bills are required to be adjusted. 

From the details given above, prepare the statement of Receipts and Payments 
account for insertion in the Statutory Report, 

Prepare also a Balance Sheet after making due adjustments in the account of the 
Hind Engineering Company in respect of Preliminary Expenses and out-pocket expenses 
incurred in obtaining the license. 





MS 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


STATEMENT OF RECEIPTS AND PAYMENTS 
(For insertion in the Statutory Report ) 


To Amount of application, allotment 
and Call moneys on 15,000 
Shares received 


Rs. 


Rs. 




By Building Account 



„ Transmission Line Account 

... 

4,08,000 

„ Government Paper 

.. 


,. Preliminary Expenses 

... 


(Of this Rs. 1,800 are charge- H 


able to Hind Engineering 


Co.) 



„ Other Payments 

Rs. 


Stamp & Stationery 

3,300 


Salaries 

8.400 


Establishment Charges 

2.700 


Rent 

3,600 


„ Balance on 30th June 1944 :■ 

_ 


At Bank as Fixed 



Deposit 

90,000 


„ ,. on Current 



Account ... 

5,400 


In Hand 

600 

4 08.000 


R8. 


Rs. 

78.000 

1,44,1.00 

55.200 

16,800 


18,000 


96,000 


4.08.000 


BALANCE SHEET 
As at 30 th June 1944 


Capital & Liabilities 

Rs. 

Property & Assets 

Rs. 

Nominal Capital:— Rs. 


License and Concessions—at Rs. 


20,000 Shares of Rs. 30 


Cost 

36,000 

each 6,00.000 


Transmission Line—at Cost 2,40,000 




Add §rds of Revenue and 


Issued, Subscribed and Called 


Preliminary Expenses 22,000 


up Capital:— 



2,62,000 

1,000 Shares of Rs. 30 each, 


Buildings—at Cost 1,20,000 


issued as fully paid 30,000 


Add ^rd of Revenue and 


15,000 Shares Rs. 


Preliminary Expenses 11,000 


of Rs. 30 each. 



1,31,000 

fully called 4,50,000 


Investments—at Cost 


Less Calls in 


Government Paper (depo¬ 


arrears 42,000 


sited with Government) 

55,200 

- 4,08.000 


Cash and Bank Balances:— 


— 

4,38.000 

Fixed Deposit at Bank 90,000 


Sundry Creditors for Goods Supplied 

1,42,200 

On Current Account 5,400 




In hand 600 





96,000 

Rs. 

5,80,200 

Rs. 

5.80.200 


Notes. — (1) The amounts shown in the Statement of Receipts and Payments as 
paid on account of Building and Transmission Line are arrived at as follows: — 

Building Transmission 
Line 

Rs. Rs. 

Cash Payments .. 9,000 45,000 

Payments on account of bills already booked 69,000 99,000 


Rs, 78,000 


1,44,000 
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(2) The amount of Sundry Creditors, viz. Rs. 1,42,000 is arrived at as follows:— 


Hind Engineering Co.— 

Rs. 

Rs. 

As per Trial Balance 

45,000 


Bills not adjusted 

51,000 


Outpocket Expenses re. License 

6,000 

1,02,000 


Less Excess Preliminary Expenses 
Broadway Company— 

1,800 

1,00,200 

As per Trial Balance 

18,000 

Bills not adjusted 

24,000 

42,000 


Rs. 

1,42,200 


Problem 535 

A Limited Company issued £50,000 Redeemable Preference Shares at par on 
1st June 1938, redeemable at the option of the Company on or after 31st December 1940, 
in whole or in part. The following redemptions were made out of profits: — 

On 31st December 1940, £10,000. 

On 31st December 1941, £15,000. 

On 31st July 1942, the Company issued £50,000 worth Ordinary Shares and redeemed 
the remaining Redeemable Preference Shares from the proceeds thereof. 

Give the Journal Entries and the Ledger Accounts concerned, and show how the 
items will appear in the Balance Sheets of each of these years. 

Solution 


JOURNAL ENTRIES 


19 4U 
Dec. 31 

Profit and Loss Appropriation Account 

To Capital Redemption Keserve Fund 
(Being the provision for redemption 
Redeemable Preference Shares as 
Resolution of.. J 

of 

per 

£10,000 

Board's 

Dr. 

L.F. 

£ 

10,000 

£ 

10,000 

1941 
Dec. 31 

Redeemable Preference Shares 

To Bank 

(Being payment of the above shares.) 

... 

... 

Dr. 


10,000 

10,000 

Profit and Loss Appropriation Account 

To Capital Redemption Reserve Fund 
(Being the provision for redemption 
Redeemable Preference Shares as 
Resolution of..) 

of 

per 

£15,000 
Board s 

Dr. 


15,000 

15,000 

1942 
July 31 

Redeemable Preference Shares 

To Bank 

(Being payment of the above Shares.) 

... 

... 

Dr. 


15,000 

15,000 

Bank 

To Ordinary Share Capital Account 
(Being the amount received on the issue of Ordinary 
Shares to the public.) 

Dr. 


50,000 

50,000 


Redeemable Preference Shares 

To Bank 

(Being payment of the above Shares.) 

... 

... 

Dr. 


25,000 

25,000 
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REDEEMABLE PREFERENCE SHARES ACCOUNT 


1938 
Dec 31 

1939 
Dec. 31 

To Balance c/d. 


£ 

50 000 

1938 
June 1 

1939 
Jan. 1 

By Bank 

• M 

£ 

50.000 

To Balance c/d. 

... 

50,000 

By Balance b/d. 

• •• 

50.000 

1940 
Dec. 31 

To Bank 
„ Balance c/d. 

... 

10.000 

40,000 

1940 
Jan 1 

By Balance b/d. 

... 

50,000 

1941 
Dec. 31 


£ 

50 non 

1941 
Jan. 1 


£ 

50,000 

To Bank 
„ Balance c/d. 


15.000 

25,000 

By Balance b/d. 

... 

40,000 

1942 

Aug. 1 j 


£ 

40.000 

1942 
Jan. 1 


£ 

40,000 

To Bank 

... 

25.000 

By Balance b/d. 

... 

25,000 


CAPITAL REDEMPTION RESERVE FUND ACCOUNT 


1940 

Dec. 31 To Balance c/d. 

i 

...i 

£ 

10,000 

1940 
Dec. 31 

By P. & L. App. Account . J 

£ 

; 10,000 

1941 

Dec. 31 ! To Balance c/d. 

i 

...‘ 

i 

1 

25,000 

1941 
Jan. 1 
Dec. 31 

! 

By Balance b/d. 

By P. & L. App. Account ... 

1 

1 

10,000 

15,000 


£ 

25,000 

1942 
Jan. 1 

£ ' 

1 

1 25,000 

i 

| 

i 


By Balance b/d. 

| 25,000 

i 1 


PROFIT AND LOSS APPROPRIATION ACCOUNT 


1940 

1 1 

i 1 £ 


Dec. 31 
1941 

i To Capital Redemption Fund 10,000 


Dec.31 

To Capital Redemption Fund - J 15,000 



ORDINARY SHARE CAPITAL ACCOUNT 



1942 | 


£ 


July 31 

By Bank ... ...| 

50,000 


The items will appear in the Balance Sheet as under: — 
As at 31st December 1940 


Liabilities £ 

Redeemable Preference Shares 50.000 
Less Redeemed on 31-12-40 10,000 

£ 

40,000 

10,000 


Capital Redemption Reserve Fund 

As at 31st December 1941 

Liabilities £ 

Redeemable Preference Shares 50,000 
Less Redeemed to date 25,000 

£ 

25,000 

25,000 


Capital Redemption Reserve Fund 
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As at 31 st December 1942 


Liabilities £ 

£ 


Redeemable Preference Shares 50,000 



Less Shares redeemed to date 50,000 



Ordinary Share Capital 

Capital Redemption Reserve Fund 

50,000 


Account 

25,000 



Problem 536 

The X, Y, Z Co., Ltd., did not provide Depreciation on their plant and machinery 
(which formed a costly asset) in their accounts for the year ended 31st December 1943 
and the reasons adduced by the Board for so doing were as under: — 

(1) That the assets had been maintained in a highly efficient condition, and that 
all repairs and renewals had been charged to revenue ; 

(2) That the present cost of similar machinerv had considerably gone up, and 
the book value of the asset appeared at far beneath its current market price ; and 

(3) That the net profit made in the year would not admit of any dividend being 
declared, if any depreciation were charged. 

What arguments would you bring forth to refute the above reasonings ? 

Solution 

(1) Assuming that the Plant has been maintained in a highly efficient working 
condition, it can hardly be denied that an asset of this nature has a certain period 
of effective life and that it denreciates from year to vear till it becomes useless for 
the original object for which it was acauired, and will then have to be replaced by 
new machinery. Besides in c^e of Plant and Machinery, the chances of the asset be¬ 
coming obsolete due to new inventions must aho be kept in view, and under the circum¬ 
stance. it must follow that at the end of each of the financial vear the asset account 
muct be deoreciated at a rate reasonably representing its decline in value by wear 
and tear arising from the use thereof, over and above charging the amount actually 
expended on repairs and renewals. 

(2) The valuation of a fixed asset for the purpose of its being shown in a Balance 
Sheet from year to vear should in no case be based on the then market value of a 
similar asset. The fact stands that the asset has been acouired for use end not for 
re-sale, and as it has a limited life, its cost must be fairly distributed over the number 
of vears it is likely to be utilised for the purpose of trade. The fact that the market 
value of similar machinery has gon*» up will not in anv way extend the life of the 
existing plant which must necessarilv wear off from time to time on account of the 
use U is subjected to. The depreciation as originally determined upon must therefore 
be charged in order that the book value of the a^set may be brought down to its scrap 
value bv the time the asset becomes useless to the business. 

(3) It is wrong in principle to hold over writing off of depreciation simply because, 
if this were done, there would be no profits available for dividend. As a matter of 
fact, distributable profits cannot fairlv be arrived at till a reasonable rate of depreciation 
is charged to the Profit and Loss Account from year to year. 

Problem 537 

/ Give brief arguments for and against the issue of Bonus Shares by a Limited 

Company, (a) from the view-point of the company, (b) from the view-point of the 
shareholders. 

Solution 

(1) From the viewpoint of the company, the distribution of profits in the shape 
of Bonus Shares would help them to retain such profits and thus permanently capitalise 
them. 

(2) Such additional capital will enable the company to expand its business opera¬ 
tions resulting in increased profits. 

(3) Sometimes Bonus Shares are issued from Reserve Funds when the latter 
have exceeded all useful limits and when the directors feel it would not be fair on 
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their part to unnecessarily withhold large profits for the benefit of future shareholders 
by depriving the present shareholders of their legitimate share thereof. 

( 4 ) There is another reason why it becomes sometimes expedient to distribute 
suxplus profits as Bonus Shares. If the surplus profits representing Reserve Fund 
are not invested in gilt-edged securities but are allowed to get merged in the general 
assets of the Company, thus providing so much additional working capital, the rate of 
dividend the company is able to declare as calculated on its share capital only would 
naturally tend to be abnormally high, and exceptionally high dividends for a series 
of years might result in inducing workmen to ask for increased wages or higher bonus. 
On conversion of such surplus profits into additional share capital, therefore, the future 
rate of dividend would be lowered, but the dividends would then stand to be regulated 
in the shape of a fair return on the share capital employed, in as much as the same 
profits would have to be distributed over a larger number of shares. 

(5) On the other hand, if the surplus profits now distributed as Bonus Shares were 
invested in gilt-edged securities and not utilised as additional working capital in the 
past, and could now be usefully employed in the business, this would tend to enhance 
the company’s profits by expansion of its business, and it may not be found difficult to 
maintain the same rate of dividend as obtained in the past, despite an increase in its 
share capital. 

(6) Where the nature of the business demands the maintenance of a large Reserve 
Fund invested in gilt-edged securities so as to help the company to meet any unforeseen 
contingency without in any way depleting its cash resources, care must be taken to see 
that such a necessary Cash Reserve is not depleted by being capitalised as the result 
of issue of Bonus Shares declared thereout. 

(7) It would thus be seen that the effect of the issue of Shares on the future 
rate of dividend must necessarily depend on the manner in which the surplus profits 
held over stood invested in the past and also on how far the Companv’s business is 
capable of expansion, and to what extent the Company is prepared to modify its practice 
of maintaining future Reserves. 

(8) In any case, the shareholders will have no cause to be dissatisfied with the 
issue of bonus shares instead of a cash dividend, for such shares would easily be 
disposed of in the market. Besides, the shares of such a concern would ordinarily tend 
to be at a premium which would add to the profit of the shareholders. 

(9) Even where the future dividends distributed over a large number of Shares 
are at a lower rate, the shareholders will not stand to lose by way of the total 
dividends received on the original plus the Bonus Shares. 

Problem 538 

The Board of Directors of a company desirous of approaching bankers for a 
Loan, seek to know from you as to the lines on which the bank would ask for Informa¬ 
tion. Draft a report on the same. 

Solution 

To 

The Board of Directors, 

The Blank Co., Ltd., BOMBAY . 

Gentlemen, 

In response to your enquiry as to the information in regard to a Company’s 
position which any bank would seek to obtain and the main factors the bankers would 
consider for the purposes of granting a loan, we have pleasure in submitting our 
Report as under:— 

(1) In the first place, they would like to be informed as to whether the loan 
asked for is for redeeming any existing loan that has become due or for being employed 
as additional working capital. If the latter is the purpose, the bankers will have 
to be satisfied that the business is capable of profitable expansion, and if the former, 
the bank would seek to know if the existing assets would form sufficient and easily 
realisable security for the proposed loan, after all prior claims have been satisfied. 

(2) The company’s Memorandum and Articles would be consulted with a view 
to find out whether there are any restrictions on the borrowing powers of the company, 
and whether the loan asked for is well within the limits, if any, imposed thereby. 

(3) A complete list of the Fixed Assets would have to be prepared together with 
full particulars indicating the original cost and the extent of depreciation provided 
for so far, in respect of each of these. 
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(4) If any of the company’s assets are mortgaged or pledged, full' particulars 
thereof would have to be stated. 

(5) All intangible, fictitious or unrealisable assets will have to be ignored as 
these will hardly have any realisable value. 

(6) The list of Sundry Debtors will call for an exhaustive scrutiny. The usual 
period of credit allowed to customers having been ascertained, it will be seen what 
debts, if any, are overdue. A complete list of doubtful debts as also the usual cash 
discount wifi have to be submitted in order to enable a fair estimate to be made of 
the present total realisable value of the book debts. 

(7) The basis of valuation of Stock-in-trade and Work-in-progress will call 
for a searching scrutiny to ascertain that there is no over-valuation, and that goods 
received on consignment or items of obsolete or unsaleable stock are not included 
in the list 

(8) A further enquiry would be made to ascertain if any portion of stock is 
pledged as security or is subject to any floating charge. 

(9) If there happen to be any investments, a full list of these will have to be 
produced distinguishing between the cost and the present market value of each of 
these. It will be further shown if any of these are subject to any charge. 

(10) The Liabilities of the business will have to be distinguished between fixed 
and floating. It will further be shown whether any of these are overdue, and to what 
extent any liabilities are secured, indicating the nature of securities pledged. 

(11) How far the existing Debentures, if any, stand in respect of their security 
will have to be clearly indicated. 

(12) The average working capital (i.e. the excess of floating assets over the 
floating liabilities) employed in the business would be scrutinised to ascertain if the 
same adequately meets with the requirements of the business. 

(13) Enquiry will be made as to whether the sales and profits of the business 
are on the up grade or down grade, whether the business is capable of bearing the 
additional burden of loan interest and whether the net profits represent a remunerative 
return on the capital employed. 

(14) A statement will have to be made detailing contingent Liabilities, if there 
be any. 

The whole of the information stated above may be embodied in the shape of a 
Balance Sheet supported by supplementary statements giving fullest particulars, so 
that the exact financial condition of the business may be duly reflected. 

We remain, Dear Sirs, 

Yours faithfully, 


Problem 539 

The Bharat Soap Company, Ltd. issued 1\% Debentures for Rs. 7,50,000 at a 
discount of 5% on 1st January 1940, repayable by annual drawings of Rs. 1,50,000. The 
repayments were duly made by means of drawings on 31st December each year. You are 
required to allocate the discount on Debentures to each of the years in such a manner 
as would make each year bear its burden in due proportion to the moneys utilised in 
that year. 

Solution 

The amount of Discount on Issue of Debentures chargeable to each of the years 
will be ascertained as under: — 



Amount 


Proportion 

Amount to be 

Year 

utilised 

Ratio 

to be 

charged to 




Charged 

revenue 


Rs. 


Rs. 

1940 

7,50,000 

5 

5/15ths 

1,250 

1941 

6,00,000 

4 

4/15ths 

1,000 

1942 

4,50,000 

3 

3/15ths 

750 

1943 

3,00,000 

2 

2/l5ths 

500 

1944 

1,50,000 

1 

l/15th 

250 



15 


3.750 
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'^Problem 540 

Discuss briefly how you would deal with each of the following items: — 

(a) Premium paid on the acquisition of a lease. 

(b) Accrued dividend on the purchase of an investment cum. dividend. 

(c) Amount paid as compensation for loss of goodwill to a business, on acquisition 
of property for road widening. 

(d) Compensation for loss of office to the directors of a company being absorbed 
by another. 

(e) Interest paid over delay of completion of purchase of landed property. 

(/) Cost incidental to the raising of mortgage loan. 

(g) Cost of pulling down an old factory in order to build a new one on its place. 
Solution 

(a) Premium paid on the acquisition of a Lease is Capital Expenditure. The 
cost of such premium as also the cost of any structure thereon minus the residual value 
should be entirely written off by equal amounts over the period of the Lease. 

(b) When an Investment is purchased cum. dividend, the amount of interest or 
dividend accrued due to date of purchase must be deducted from the cost of the 
purchase and the balance only should be charged to Investment Account. The accrued 
interest or dividend should be debited to Interest and Dividend Account, and on the 
latter account being credited on receipt of such Interest or Dividend, the account would 
be automatically adjusted. 

(c) Amount received as compensation for loss of goodwill on acquisition of a 
property for road widening should be credited to a Capital Reserve Account. Unless 
such amount can be profitably employed in the business, it would be advisable to invest 
the same in gilt-edged securities so as to compensate for the loss of revenue occasioned 
by the compulsory acquisition. An alternative method would be to credit the amount 
to an account styled “ Compensation for Compulsory Acquisition ” and utilise the same 
for the purpose of equalising of dividends^ as and when the necessity arises, in order 
to compensate the shareholders for the loss of business arising from the compulsory 
acquisition. 

(d) Amounts paid to Directors as compensation for loss of office arising from their 
company having been absorbed by another can be treated as part of the cost of acquisi¬ 
tion and consequently be capitalised by the purchasing company. It would be desirable, 
however, not to permanently capitalise such amount but to write it off within three to 
five years. 

(e) Interest paid over delay of completion of purchase contract in respect of 
landed property cannot fairly be capitalised and treated as additional cost of such 
property. It must, therefore, be charged off to revenue. 

(f) The costs incidental to the raising of mortgage loan can be temporarily capital¬ 
ised, but the same should he written off over the period of the loan. In any case, 
such fictitious asset should be shown distinctly on the face of the Balance Sheet till 
it is entirely written off. 

(g) Cost of pulling down an old factory cannot under any circumstance be regarded 
as additional cost of building a new one. and thus cannot be permanently capitalised. 
There can be no objection, however, to temporarily capitalising the cost of demolition 
and write it off over a short term of years. The unwritten off balance should be 
shown in the Balance Sheet under a distinct head clearly specifying the nature of the item. 


Problem 541 

Fashions, Ltd. was incorporated on 1st August 1943 for the purpose of taking over 
as a going concern the business of sunshade manufacturers carried on bv Davis and 
Dawoodjl The purchase price was determined on the basis of a Balance Sheet drawn 
up as on 1st February 1943 and the sale agreement provided that the vendors should be 
entitled to 50% of the profits earned prior to incorporation in lieu of interest on the 
unpaid purchase money. 

Accounts were prepared for the year to 1st February 1944, the summarised trading 
results being as follows 
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To Materials Consumed 
„ Manufacturing Wages 
„ Gross Profit c/d. 

Rs. 

.. 57,000 

.. 15,000 

.. 30,000 

By Sales less returns .. 

Rs. 

.. 1,02,000 


Rs. 1,02,000 


Rs. 1,02,000 

To General Expenses 
ti Net Profit 

.. 18,300 

.. 11,700 

By Gross Profit b/d. 

.. 30,000 


Rs. 30,000 


Rs. 30,000 


Further enquiry shows that: — 

(a) The general expenses included Directors’ Fees of Rs. 750 and formation expenses 
Rs. 900. 

(b) Sales to the value of Rs. 33,000 were made during the first six months of the 
trading period. 

You are required to prepare a statement showing the profits earned prior to and 
since incorporation and the proportion thereof due to the vendors, and to state how the 
Company may deal with the profits earned in the respective periods. 


Solution 


STATEMENT OF PROFITS 
Earned prior to and since Incorporation 


— 

i 

| Prior to 
Incorpora¬ 
tion 

i 

Since 

Incorpora¬ 

tion 

— 

Prior to 
Incorpora- 
j tion 

Since 

Incorpora¬ 

tion 

To Directors* Fees 
n Formation Expenses 
ts General Expenses ... 
» Net Profit 

| Rs. 

:Jj 8,325 
| . 1,380 

1 

1 

• 

Rs. “ 
750 
900 
8,325 
10,320 

] 

By Gross Profit:— 

Prior to Incorpo¬ 
ration, li/34ths 
of 30,000 

Since Incorpora¬ 
tion, 23/34ths 
of 30.000 

Rs. 

9,705 

Rs. 

20,295 

Rs. 

_9,705 

20,295 

Rs. 

9,705 

20,295 



' 


_ 



Profit due to Vendors, 50% of Rs. 1,380 = Rs. 690. 


Problem 542 -'.-T 

A Limited Company had issued 7J% Mortgage Debentures of the sum of 
Rs. 10,00,000 on 1st February 1932 at a discount of 5% redeemable in twenty years at 
par, but with the right to redeem at any time after ten years at a premium of 5% upon 
three months’ notice being given. The Company gave due notice to exercise its option 
on 1st February 1942. The Sinking Fund Investments by then amounted to half the 
amount of the liability and were realised at a premium of 10%. The whole of the 
Debentures were paid off on 1st May 1942, half the amount required being satisfied by a 
Loan on mortgage from the Industrial Bank, Ltd. Show the entries relating to the 
redemption ana the necessary Ledger Accounts. 

Solution 

[For Journal Entries , see next page 
Ledger Accounts 

7i% MORTGAGE DEBENTURES ACCOUNT 


1942 


Rs. 

1942 


Rs. 

Fab. 1 

To Debenture-holders’ A/c. 

10.00,000 

Feb. 1 

By Balance b/fd. 

10.00,000 
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JOURNAL ENTRIES 



L.F. 

Rs. 

Ks. 

7J% Mortgage Debentures Account ... ... Dr. 


10,00,000 


io Uebcuture-huiders' Account ... ... ... „ 



10,00,000 

(Being the euny tor the trailer of the amount to the 




latter account.) 




Premium on Redemption of Debentures Account ... Dr. 


50,000 


To Debenture-holders' Account 



50,000 

(Being the transfer entry tor the premium payable on 




redemption of Debentures.) 




Bank Account ... ... ... ... Dr. 


5,50,000 


To Debenture Redemption Fund Investment Account 



5,50,000 

(Being the amount of the investment realised ) 




Debenture Redemption Fund Investment Account ... Dr. 


50,000 


To Debentoie Redemption Fund Account 



50,000 

(Being profit on sale of investments transferred to 




Debenture Redemption Fund Account.) 




Bank ... ... ... ... ... Dr. 


5,00,000 


To Bank Loan Account 



5,00,000 

(Being the entry for the loan received from Bank to pay 




off Debenture-holders.) 




Debenture-holders' Account ... ... ... Dr. 


10,50,000 


To Bank 



10,50,000 

(Being the entry for the payment made to Debenture- 




holder*.) 




Loan on I*sue of Debentures Account ... ... Dr. 


50,000 


To Debenture Redemption Fund Account 



50.000 

(Being the balanre on the former Account transferred ) 




Debenture Redemption Fund Account ... ... Dr. 


5,00,000 


To Reserve Fund 



| 5,00,000 

(Being the transfer entry.) 



i 


DEBENTURE-HOLDERS’ ACCOUNT 


1942 


Ks. 

1942 


Rs. 

May 1 

To Bank 

10,50,000 

Feb. 1 

By 7i% Mortgage Deben* 






ture9 ... 

10,00,000 




May 1 

„ Premium on Redemp- 






tion A/c.—transfer 

50,000 


Rs. 

( 

10.50.a0 


Rs. 

10.50.000 

1 .-r™— 


PREMIUM ON REDEMPTION OF DEBENTURES ACCOUNT 


To Debenture-holders* Account- 
transfer 

Ks. 

50,000 

By Sundries ... 

... 

... 

Rs. 

50,000 

Rs. 

50 000 



Rs. 

50,000 

__ 







DEBENTURE REDEMPTION FUND ACCOUNT 


To Loss on Issue of Debentures 

Rs. 

By Balance Wfd. 

WM 

—transferred 

■EfjAjTjTT 

„ Investment Account—Profit on 

„ Reserve Fund 


sale transferred 

E 

Rs. 

Us 

Ra. 
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SINKING FUND INVESTMENT ACCOUNT 



Rs. 


Rs. 

To Balance b/fd. 

5,00,000 

By Bank 

5,50,000 

„ Redemption Fund Account—Profit 




transferred 

50,000 



Rs. 

5.50 000 

Rs. 

5.50,000 

i 


BANK LOAN ACCOUNT 



By Bank 

Rs. 

5,00.000 

RESERVE FUND ACCOUNT 


By Debenture Redemption Fund 
Account—transfer... 

Rs. 

5.00,000 


LOSS ON ISSUE OF DEBENTURES ACCOUNT 


1942 



Rs. 

1942 


Rs. 

May 1 

To Balance b/fd. 

... 

50,000 

May 1 

By Debenture Redemption 
Fund A/c.—transfer 

50,000 

i". 1 ' ' 


Problem 543 

Explain briefly how you would deal with the following: — 

(a) Conversion of Gas Plant to Oil Fuel Plant for generation of electricity; 

(b) Structural alterations to Buildings; and 

(c) Stock and machinery appearing in the books at Rs. 60,000 and Rs. 36,000 having 
been destroyed by fire, Rs. 65,000 and Rs. 38,000 respectively were received 
by way of insurance money. 


Solution 

(a) Hie entire cost of the Oil Fuel Plant representing the acquisition of an asset 
will be capitalised. If any portion of the Gas Plant is utilised towards such conversion, 
the cost of same may also be treated as capital expenditure. The remaining book value 
of the Gas Plant less the amount realised on sale of the scrap would have to be 
charged off to revenue. In case such amount is heavy, the amount may be spread over 
a period of three to five years, and a proportionate amount may be written off to 
revenue each year. 

(b) In the first place, it is essential to find out the nature of such structural 
alterations. If as a result of such alterations, the earning capacity of the building has 
increased, the cost thereof may fairly be capitalised, otherwise, the amount will have 
to be treated as a revenue charge. If, however, the alterations had to be effected in 
order to prevent the structure from being rendered absolutely useless for the purpose 
for which it was built, such expenditure may be regarded as capital cost, although the 
alterations may not result in any increase of revenue. 

(c) In regard to the loss of stock, the total amount agreed upon by the Insurance 
Company* viz. Rs. 65,000 would be debited to them and Rs. 60,000 would be credited to 
Trading Account and Rs. 5,000 to Profit and Loss Account. The excess amount received 
may be considered aa the result of over-depreciation in the past. 

As to the extra Rs. 2,000 received in respect of loss of machinery, if the same is 
due to over-depreciation in the past, it may be credited to Profit and Loss Account. 
Otherwise, the same may be credited to Capital Reserve Fund or may be transferred 
to Depreciation Fund, In principle, it is always desirable not to transfer any gain 
outside the usual course of die business to Profit and Loss Account 
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A MALGAMATION & RECONSTR UCTION 
Problem 544 


On December 31st, 1943, the Balance Sheet of the M. Co., Ltd., was as follows : — 


Liabilities 

£ 

Assets 

£ 

Nominal Capital, £20,000 divided 


Land and Buildings 

2,000 

into 10,000 6% Cumulative Pre¬ 


Plant and Machinery 

5,000 

ference Shares of £1 each, and 


Tools and Utensils 

.. 1,000 

10,000 Ordinary Shares of £1 


Stock 

.. 7,000 

each 


Sundry Debtors 

.. 3,000 

Paid up Capital— £ 


Bills Receivable 

900 

6,000 Ordinary Shares .. 6,000 
6,000 Preference Shares .. 6,000 


Cash 

Profit & Loss Account: — 

100 

5 per cent Debentures .. 

Sundry Creditors 

Bills Payable 

Bank Overdraft 

12,000 
3,000 . 
5,000 
3,000 
4,000 

Dr. Balance 

.. 8,000 

£ 

27,000 


£ 27,000 


It was decided to reconstruct the Company, and for this purpose, another Company, 
called the M. (1944) Co., Ltd., was registered with a Capital of £20,000, divided into 
8,000 Ordinary Shares of £1 each, and 12,000 7 per cent Preference Shares of £1 each 
to take over Assets and Liabilities of the M. Co., Ltd. 

The Debenture-holders in the M. Co., Ltd., agreed to accept 7 per cent Cumulative 
Preference Shares in the M. (1944) Co., Ltd., in exchange for their Debentures. 

The Preference Shareholders in the M. Co., Ltd., were to receive one Preference 
Share in the M. (1944) Co., Ltd., for every th ree -shares h eld by them in the M. Co., Ltd. 

The Ordinary Shareholders were to beaDotted one Ordinary Share, 15s. paid, in the 
M. (1944) Co., Ltd., in exchange for every four shares held by diem in the M. Co., Ltd. 

The Costs of the liquidation of the M. Co., Ltd., were paid by the M. (1944) 
Co., Ltd. 

Give the Journal entries necessary to record the above transactions in the books 
of the M. Co., Ltd. (Chartered Accountants.) 

Solution 

JOURNAL ENTRIES 


^ ..""." ' L.F. II" £ 

Realisation Account ... ... ... Dr. 19,000 

To Sundry Assets 
(Being the transier of Assets.) 

Sundry Creditors ... ... ... ... Dr. 5,000 

Bills Payable ... ... ... ... „ 3,000 

Bank Overdraft ... ... ... ... „ 4,000 

To Realisation Account 
(Being the transfer of Liabilities.) 

M. (1944) Company, Limited ... ... ... Dr. 6,125 

To Realisation Account 

(Being the Amount of purchase consideration paysble 
by the M. (1944) Company, Limited, as per Con¬ 
tract dated.) 

Cumulative Preference Shares (New Company) A/c. ... Dr. 5,000 

Ordinary Shares (New Company) Account ... „ 1,125 

To M. (1944) Company. Limited 
(Being the issue of 3,000 Preference Shares fully paid 
in satisfaction of Debentures; 2,000 Preference 
Shares fully paid to Preference Shareholders in the 
proportion of 1 Share in the New Company for 
every 3 in the Old Company; and 1,500 Ordinary 
Shares of £1 each, 15/- per Share paid, to Ordinary 
Shareholders in the proporticn of 1 Share in the 
New Company for every 4 in the Old Company.) L l 


£ 

19,000 

12,000 

6,125 

6,125 
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JOURNAL ENTRIES— Contd. 




. j 

L.F. 

£ 

£ 


Preference Share Capital Account 

To Sundry Preference Shareholders* Account 
(Being the transfer of Preference Share Capital 
Account.) 

Df . | 

1 

| 


6,000 

6,000 


Ordinary Share Capital Account 

To Sundry Ordinary Shareholders' Account 
(Being the transfer of Ordinary Share Capital 
Account.) 

Dr. 


6,000 

6,000 


Sundry Preference Shareholders' Account... 

Sundry Ordinary Shareholders* Account ... 

To Profit and Loss Account 
„ Realisation Account 

(Being the transfer of debit balance of Profit and 
Loss Account and Loss on Realisation.) 

Dr. 

»> 

; 

4,000 
4,875 - 

8,000 

875 


Debentures Account 

To Cumulative Preference Shares (New Company) 
Account 

(Being the issue of Cumulative Preference Shares in the 
New Company to the Debenture-holders in full 
discharge of the Debentures.) 

Dr. 

; j 

3,000 

] 

j 3,000 

ij 


Sundry Preference Shareholders* Account... 

To Cumulative Preference Shares (New Company) 
Account 

(Being the distribution of Shares in agreed proportions.) 

Dr. 


2,000 

2,000 


Sundry Ordinary Shareholders' Account ... 

To Ordinary Shares (New Company) Account 
(Being the distribution of Shares in agreed proportions.) 

Dr. 


1,125 

1,125 


Problem S45 

On 1st January 1944, the “ A ” Co., Ltd., took over the Assets and Liabilities 


of the “ B " Co., Ltd., on the following terms 

For every £1 share fully paid in the 
44 A ” Co., was to be allotted, and for every 
Debenture Stock in the “ A ” Co. 

The Balance Sheet of the “B” Co., on 
Liabilities £ 

Paid up Capital— 

25,000 Shares of £1 each .. 25,000 

150 4% 1st Mortgage Debentures 
of £100 each .. .. ' 15,000 

Sundry Creditors .. 6,000 

Profit & Loss Account, Balance . * 200 


£ 46,200 


“ B ” Co., one £1 share, 15s. paid, in the 
£100 Debenture in the “B” Co., £90 4% 


1st January 1944 was: — 
Assets 


Land and Buildings .. .. 5,000 

Plant, Machinery & Tools .. 17,500 

Stock-in-Trade .. 10,000 

Sundry Debtors and Bills 
Receivable .. 13,500 

Cash in hand and at Bank 200 


£ 46,200 


Draft the Journal entries for recording these transactions in the books of the 
“A” Co., and also of the “B” Co., and close the books of the “B” Co. All expenses, 
including liquidation of the “B” Co., were paid by the “A” Co. 

(Chartered Accountants.) 


48 
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Solution 


“B” Co/s Books 
JOURNAL ENTRIES 


Realisation Account 
To Sundry Assets 

( Being Sundry Assets taken over by "A” Company, as per 
Balance Sheet dated 1st January 1944 under agreement 
dated.) 


“A" Co’s Books 
JQURNAL ENTRIES 


Dr. 


Sundry Creditors ... ... ... Dr. 

To Realisation Account 

(Being liabilities taken over by “A" Company, as per 
Agreement dated.) 


“A" Company 

To Realisation Account 

(Being the agreed consideration for taking over assets and 
liabilities under contract dated.) 


Dr. 


Shares in “A" Company ... ... ... Dr. 

4 per cent Debenture Stock in “A” Company ... ... „ 

To "A 1 ' Company 

(Being satisfaction of purchase consideration by “A” 
Company in terms of agreement dated.) 


i Shareholders’ Account 
i To Shares in “A” Company 

| (Being distribution of Shares in “A" Company amongst 
the Shareholders in “B” Company pro rata.) 


Dr. 


Mortgage Debentures Account 

To Debenture Stock in “A” Company 
(Being distribution of Debentures in “A" Company amongst 
the Debenture-holders of "B" Company) 


Dr. 


Land and Buildings 
Plant, Machinery and Tools 
Stock-in-trade 

Sundry Debtors and Bills Receivable 
Cash in hand and at Bank 
To Sundry Creditors 
„ Capital Reserve Account 
„ “B” Company, Limited 

(Being the assets and liabilities taken over from 
“B” Company, Limited, as per agreement dated., 
and the consequent profit thereon transferred to Capital 
Reserve Account.) 


the 


"B" Company Limited 

To Share Capital Account 
„ Debentures Account 
(Being the issue of Shares and Debentures to “B” Company 
in satisfaction of purchase price.)__ 


L.F. 


f\ Shareholders' Account 
! Mortgage Debentures Account 
| To Realisation Account 

(Being loss on realisation transferred.) 

... 

Dr. 

»» 

i 

Share Capital Account 


Dr. ! 

Profit and Loss Account 

To Shareholders’ Account 

... 

'* 1 

1 

; (Being transfer of Capital and credit balance of Profit and 
Loss Account.) 



£ 

46,200 

£ 

46,200 

6,000 

6,000 

32,250 

32,250 

6,450 

1,500 

7,950 

25,000 

200 

I 

25,200 

| 

| 18,750 

I 13,500 

i 

32,250 

! 18.750 

i 

18,750 

i 

| 13,500 

13,500 



L.F. 

£ 

£ 

Dr. 


5,000 


it 


17,500 


ft 


10,000 

13,500 


n 


200 

6.000 




7,950 

32,250 


I 

| 

i 


Dr. 


32,250 

18.750 

13,500 
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Problem 546 


The Albert Co., Ltd. and the Brown Co., Ltd., (both Privatte Companies) 
amalgamate their business in the following manner: — 

A holding company called the Xavier Co., Ltd. was registered on 1st July 1943 with 
a capital of Rs. 30,00,000 divided into 2,00,000 shares of Rs. 1 5 each tn purchase all t he 
ordinary shares of both companies. Martin, the Managing Director of the Albert Co., Ltd., 
and Newton. the Managing Director of the Brown Co., Ltd., each took up and paid 
for 1,000 shares. 


The issued capital of the Albert Co., Ltd., consisted of 75,000 ordinary shares of 
Rs. 15 each fully paid, and 60,000 preference shares of Rs. 15 each fully paid. The issued 
capital of the Brown Co., Ltd., consisted of 40,000 ordinary shares of Rs. 15 each fully'" 
paid. < 

The Albert Co., Ltd. shareholders received one 15 rupees share fully paid in th^': 
Xavier Co., Ltd., in exchange for each of their ordinary shares. *=£^3 

The Brown Co., Ltd. shareholders received one and a half shares of Rs. 15 each 
fully paid in exchange for each of their ordinary shares. 

The formation expenses of the Xavier Co., Ltd., which amounted to Rs. 21,000 
were paid out of Cash received from Martin and Newton for shares taken up by them. 

Make the entries in the books of the Companies (where necessary) to give effect 
to the above arrangements, and set out the Opening Balance Sheet of the Xavier Co., Ltd. 


Solution 


JOURNAL ENTRIES IN THE BOOKS OF THE ALBERT CO, LTD. 




L.F.j 

Rs. 

Rs. 

Realisation Account 

To Sundry Assets 

(Being transfer of part of the assets to Realisation 
Account.) 

. Dr. 

1 

11,25,000 

11,25,000 

Xavier Co., Ltd. 

To Realisation Account 

(Being purchase price payable by the Xavier Co. for 
some of the assets purchased as per agreement 
dated.) 

, Dr. 

1 

i i 

11,25,000 

11,25,000 

Ordinary Share Capital Account 

To Sundry Ordinary Shareholders' Account 
(Being transfer of Ordinary Share Capital to Ordinary 
Shareholders* Account.) 

, Dr. 


11,25,000 

11,25,000 

Shares in Xavier Co, Ltd. 

To Xavier Co, Ltd. 

(Being the receipt of 75,000 Ordinary Shares of Rs. 15 
each, in full satisfaction of the purchase price 
payable by Xavier Co., Ltd.) 

.. Dr. 


11,25,000 

11,25,000 

Sundry Ordinary Shareholders' Account 

To Shares in Xavier Co , Ltd. 

(Being the distribution of shares in Xavier Co., Ltd. 
amongst Ordinary Shareholders pro rata.) 

.. Dr. 


11,25,000 

11,25,000 


Notes. —As the Xavier Co. purchases the Ordinary Shares only of both the com¬ 
panies, the Preference Shares of the Albert Co. will be paid off from the realisation 
of the remaining assets. 
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JOURNAL ENTRIES IN THE BOOKS OF THE BROWN CO., LTD. 


Realisation Account 

To Sundry Assets 

(Being the transfer of net assets to Realisation 
Account.) 

Dr. 

- 

L.F. 

Rs. 

6,00,000 

Rs. 

6,00,000 

Xavier Co. f Ltd. 

To Realisation Account 

(Being price payable by the purchasing Co. for assets 
taken over.) 

Dr. 


9,00,000 

9,00,000 

Realisation Account 

To Sundry Shareholders’ Account 
(Being profit on realisation transferred to Share* 
holders’ Account.) 

Dr. 


3,00,000 

3,00,000 

Share Capital Account 

To Sundry Shareholders’ Account 
(Being transfer of Share Capital to Shareholders’ 
Account.) 

Dr. 

i 

j 

6,00,000 

i 

| 6,00,000 

j 

Shares in Xavier Co., Ltd. 

To Xavier Co., Ltd. 

(Being the receipt of 60,000 Ordinary Shares in the 
Xavier Co. in full satisfaction of the purchase con¬ 
sideration.) 

Dr. j 

j 

9,00,000 

J 

9,00,000 

i 

Sundry Shareholders’Account 

To Shares in Xavier Co., Ltd. 

(Being the distribution of shares in Xavier Co., Ltd. 
amongst Shareholders in proportion to their hold¬ 
ings.) 

Dr. 

i 

j 

i i 

9,00,000 

1 

! 

9,00,000 

1 


JOURNAL ENTRIES IN THE BOOKS OF XAVIER CO., LTD. 


Sundry Assets 

To Albert Co., Ltd. 

(Being the value of assets taken over from Albert 
Co., Ltd., and the price payable to them.) 

Dr. 

L.F.'j 

ks. 

11,25,000 

Rs. 

11,25,000 

Sundry Assets 

Goodwill 

To Brown Co., Ltd. 

(Being the value of assets taken over from Brown Co., 
Ltd., and the price payable to them.) 

Dr. 

» 

1 

1 

i 

6.00,000 

3,00,000 

9,00,000 

Albert Co., Ltd. 

Brown Co., Ltd. 

To Share Capital Account 

(Being the issue of 75,000 and 60,000 shares of Rs. 15 
each as fully paid to Albert Co., Ltd., and Brown 
Co., Ltd., respectively in full discharge of the 
purchase price payable to them.) 

Dr. 

» 

i 


11,25,000 

9,00,000 

20,25,000 

Bank 

To Share Capital Account 

(Being cash received from Martin and Newton against 
the issue of 1,000 shares of Rs. 15 each to each of 
them.) 

Dr. 


30,000 

30,000 

Preliminary Expenses Account 

To Bank 

(Being formation expenses incurred.) 

Dr. 


21,000 

21,000 
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Xavier Co., Ltd. 
BALANCE SHEET 


As at 1 st Ju ly 1943 


Capital & Liabilities 

Rs. 

Rs. 

Property & Assets 

Rs. 

Authorised Capital:— 


Goodwill 

3,00,000 

2,00,000 shares of Rs. 15 


Sundry Assets 

17,25,000 

each ... 30,00,000 

Issued, Subscribed and paid 
up Capital:— 

1,35,000 Shares of Rs. 15 
each, issued to Vendors 
as fully paid ... 20,25,000 

2,000 Shares of Rs. 15 
each,fully paid ... 30,000 

i 

j 

20,55,000 

Preliminary Expenses 

Cash in hand and at Bank 

i 

i 

21.000 

9.000 

Rs. 

20,55,000 j 

j Rs. 

20.55,000 


Problem 547 


Two Companies carrying on similar business decided to amalgamate as and 
from 1st January 1944. 

Their respective agreed Balance Sheets were as follows : — 

S. Company, Limited 
BALANCE SHEET 


As on 31st December 1943 


Liabilities Rs. 

750 Ordinary Shares of Rs. 100 each 75,000 
Sundry Creditors .. 3,500 

Reserve Fund .. 5,500 

Profit & Loss Account .. 2,000 


Assets 

Rs. 

Freehold Land & Buildings 

Plant & Machinery (less Depre¬ 

12,000 

ciation) 

19,500 

Stock 

15,000 

Sundry Debtors 

8,000 

Cash in hand and at Bank 

1,500 

Goodwill 

30,000 


Rs. 86,000 


Rs. 86,000 


R. Company, Limited 
BALANCE SHEET 
As on 31st December 1943 


Liabilities Rs. 

500 Ordinary Shares of Rs. 100 each 50,000 
Sundry Creditors .. 3,500 

Depreciation Fund 2,500 

Profit & Loss Account .. 2,500 


Assets 

Plant and Machinery .. 
Stock 

Sundry Debtors 

Cash in hand and at Bank 

Goodwill 


Rs. 

25,000 

12,000 

6,000 

500 

15,000 


Rs. 58,500 


Rs. 58,500 


In the case of S. Company, Limited, which has been in existence for several 
years, Plant and Machinery have been regularly depreciated, but in the case of R. 
Company, Limited, which only commenced business on the 1st January 1943, Plant and 
Machinery stand at cost, and depreciation has been provided by means of Depreciation 
Fund. 

It is agreed that the combined Company shall take over the assets (including 
Goodwill) and discharge the liabilities of each Company on the basis of figures in their 
respective Balance Sheets as shown above. 

The Capital of the combined Company was Rs. 2,00,000 divided into 10,000 Ordinary 
Shares of Rs. 10 each and 10,000 6 per cent Cumulative Preference Shares of Rs. 10 
each. 
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The combined Company issued 1,500 Ordinary Shares at par for cash, and agreed 
to allot to each shareholder in the S. and R. Companies five Ordinary and five Preference 
Shares of Rs. 10 each fully paid, in exchange for each Rs. 100 Share held by them, 
and to discharge the balance in Cash. 

Draw up the Balance Sheet of the combined Company, after the above transactions 
have been completed, and show what each shareholder in the S. and R. Companies would 
receive in shares of the new Company and in cash. 

Solution ^2 S c?Xr 

BALANCE silEET OF THE COMBINED COMPANY 
^ * As at 1st January 1944 


Capital and Liabilities 
Authorised Capital:— Rs. 

10,000 Ordinary Shares 
? of Rs. 10 each ... 1,00,000 
10,000 6% Cumulative 
Preference Shares of 
Rs. 10 each ... 1,00,000 


Issued, Subscribed and Paid 
up Capital:— 

1,500 Ordinary Shares of 
Rs. 10 each, fully paid 15,000 

6,250 Ordinary Shares 
of Rs. 10 each, issued 
to Vendors as fully 
paid ... ... 62,500 

6,250 Cumulative Prefe¬ 
rence Shares of Rs. 10 
each, issued to Vendors 
as tully paid ... 62,500 

Sundry Creditors 

Rs. 



Property and Assets 
Goodwill at cost 

Freehold Land and Building at cost 
Plant and Machinery at cost 
Stock 

Sundry Debtors 

Cash in hand and at Bank 


I Rs. 
45.000 
12,000 
42,000 
27.000 
^14,000 
I 7.000 



Each Shareholder in the S Co., Ltd. will get 5 Ordinary and 5 Preference Shares 
of Rs. 10 each in the new Co., Ltd. and Rs. 10 in cash. 

Each Shareholder in the R Co., Ltd. will get 5 Ordinary and 5 Preference Shares 
of Rs. 10 each in the new Co., Ltd. and Rs. 5 in cash. 


Problem 548 L 

On 1st January 1944, the Swadeshi Company, Limited, took over the Assets 
and Liabilities of the Foreign Company, Limited, on the following terms : — 

For every Rs. 100 share fully paid in the Foreign Company, Limited, one Rs. 100 
share, Rs. 75 paid, in the Swadeshi Company, Limited, was to be allotted, and for every 
Rs. 100 Debenture in the Foreign Company, Limited, Rs. 90 4% Debenture Stock in the 
Swadeshi Company, Limited (which the Debenture-holders of the Foreign Company, 
Limited, agree to accept in full settlement of their Debentures). 

The Balance Sheet of the Foreign Company, Limited, on 1st January 1944, was: — 

Liabilities Rs. Assets Rs. 

Paid up Capital— Land and Buildings .. .. 5,000 

250 Shares of Rs. 100 each .. 25,000 Plant, Machinery and Tools .. 17,500 

150 4% 1st Mortgage Debentures Stock-in-Trade .. 10,000 

of Rs. 100 each .. 15,000 Sundry Debtors and Bills 

Sundry Creditors .. .. 6,000 Receivable .. .. 13,500 

Profit & Loss Account—Balance .. 200 Cash in hand and at Bank .. 200 


Rs. 46,200 


Rs. 46,200 









REVISIONAL PROBLEMS 


759 


Draft the Journal entries for recording these transactions in the books of the 
Swadeshi Company, Limited, and also of the Foreign Company, Limited. All expenses 
including liquidation of the Foreign Company, Limited, were paid by the Swadeshi 
Company, Limited. 

Solution 

Books of Swadeshi Co., Ltd. 

JOURNAL ENTRIES 




L.F. 

Rs. i 

Rs. 


Business Purchase Account ... ... ... Dr. 


32,250 1 



To Vendors (Foreign Co., Ltd.) 



32,250 


(Being the purchase price payable to Vendors as per 





agreement dated.) 





Land and Buildings . ... ... ... Dr. 


5,000 



Plant, Machinery and Tools ... ... ... „ 


17,500 



Stock'in-Trade ... ... ... ... „ 


10,000 



Sundry Debtors and Bills Receivable ... ... „ 


13,500 



Cash in hand and at Bank ... ... ... „ 1 i 

200 



To Sundry Creditors i 


6,000 


„ Business Purchase Account ; 

| 

32,250 


,, Capital Reserve Account 


7,950 


(Being the values of Assets and Liabilities taken over 




from the Vendors.) , 

1 



Vendors (Foreign Co , Ltd.) ... ... ... Dr. 




To Share Capital Account 

32,250 | 

18,750 


„ Debentures Account 


13,500 


(Being the issue of 250 shares of Rs. 100 each, Rs. 75 

i 



paid up and 150 4% Debentures of Rs. 90 each, in 




full discharge of the purchase price.) j 

1 ! 




Note. —In the absence of any amount having been mentioned for liquidation ex¬ 
penses, no entry as regards the same is passed. But if at all the expenses of liquidation 
are incurred these will be debited to Capital Reserve Account, thereby reducing the 
profit made by the Company on absorption of the other Company. 

Books of Foreign Co., Ltd. 

JOURNAL ENTRIES 


Realisation Account 

To Land and Buildings 
„ Plant, Machinery and Tools 
„ Stock-in-Trade 

„ Sundry Debtors and Bills Receivable 
„ Cash in hand and at Bank 

(Being the transfer of assets taken over to Realisation 
Account.) 


Dr. 


L.F. 1 


Rs. 

46,200 | 


Sundry Creditors 

To Realisation Account 

(Being the transfer of liabilities taken over to Realisation 
Account.) 


Dr. 


Swadeshi Co., Ltd. ... ... ... ... Dr. 

To Realisation Account 

(Being the purchase consideration due from the Purchasing i 
Co., as per agreement dated.) 


Share Capital Account ... 

Profit and Loss Account 

To Sundry Shareholders' Account 
(Being Transfer of ‘share Capital and other credit balances 
to ^hireholders* Account.)_ 


Dr. 


6,000 


32,250 


25,000 

200 


Rs. 

5.000 

17.500 
10.000 

13.500 
200 


6,000 


32,250 


25,200 
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JOURNAL ENTRIES.— (Contd.) 


Debentures Account. ... ... ... ... Dr. 

To Debenture-holders' Account 
(Being transfer of Debentures to Debenture-holders' Account.) 


L-^rSundry Shareholders' Account 
Debenture-holders'Account 
To Realisation Account 

(Being loss on realisation transferred to Sundry Shareholders* 
Account and Debenture-holders' Account as per resolu¬ 
tions dated.) 


Dr. 


Shares in Swadeshi Co., Lt d. 

Debentures in „ „ „ 

To Swadeshi Co., Ltd. 

(Being Shares in and Debentures of the Purchasing Co., 
received in full satisfaction of the purchase consideration.) 


Dr. 


L.F. 


Rs. 

15,000 


Rs. 


15,000 


6,450 

1,500 


7,950 


18,750 
I 13,500 


32,250 


Sundry Shareholders* Account ... ... ... Dr. 

To Shares in Swadeshi Co., Ltd. • 

(Being distribution of Shares in the Purchasing Co. among 
the Shareholders pro rata.) 


18,750 


18,750 


Debenture-holders' Account ... ... ... Dr. 

To Debentures in Swadeshi Co., Ltd. 

(Being distribution of Debentures in the Purchasing Co., 
among the Debenture-holders in agreed proportion.) 


13,500 


13,500 


Problem 549 

On 31st December 1943, the Balance Sheet of the National Engineering Com¬ 


pany, Limited was as follows: — 

Capital & Liabilities Rs. 

Nominal Capital— 

1,500 6% Cumulative Preference 
Shares of Rs. 400 each .. 6,00,000 
1,500 Ordinary Shares of Rs. 400 
each .. .. 6,00,000 


Rs. 12,00,000 


Rs. 

Paid up Capital— 

1,200 Cumulative Preference 
Shares fully called .. 4,80,000 

800 Ordinary Shares fully called 3.20,000 
5 per cent Debentures .. 4,00,000 

Sundry Creditors .. .. 3,50,000 

Bills Payable .. .. 70,000 


Rs. 16,20,000 


Assets 

Rs. 

Goodwill 

.. 1,20,000 

Land and Building 

.. 1,20,000 

Plant and Machinery .. 

.. 1,80,000 

Loose Tools 

.. 20,000 

Stock 

.. 4,20,000 

Sundry Debtors 

.. 2,20,000 

Bills Receivable 

.. 54,000 

Cash at Bank 

6,000 

Profit & Loss Account— 

Dr. Balance 

.. 4,80,000 


Rs. 16,20,000 


It was decided to reconstruct the Company, and for this purpose, another company 
called the New United Engineering and Building Company, Limited, was registered with 
a Capital of Rs. 12,00,000 divided into 2,000 7 per cent Cumulative Preference Shares of 
Rs. 400 each, and 1,000 Ordinary Shares of Rs. 400 each, to take over the assets and 
liabilities of the National Engineering Company, Limited. 

The Debenture-holders in the National Engineering Company, Limited, agreed to 
accept 7 per cent Cumulative Preference Shares in the New United Engineering and 
Building Company, Limited, in exchange for their Debentures. 

The Preference Shareholders in the National Engineering Company, Limited, were 
to receive one Preference Share in the New United Engineering and Building Company, 
Limited, for every three shares held by them in the National Engineering Company, 
Limited 
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The Ordinary Shareholders were to be allotted one Ordinary Share Rs. 300 paid in 
the New United Engineering and Building Company, Limited, in exchange for every 
four shares held by them in the National Engineering Company, Limited. 

The cost of Liquidation of the National Engineering Co., Ltd., was paid by the 
New United Engineering and Building Co., Ltd. 

Give the Journal entries necessary to record the above transactions in the books 
of the National Engineering Company, Limited ; show also the opening Balance Sheet of 
the New United Engineering and Building Company, Limited. (B.Com.) 


Solution 


In the Books or the National Engineering Co., Ltd. 


JOURNAL ENTRIES 


Realisation Account ... ... ... ... Dr. 

To Goodwill 
,. Land and Building 
„ Plant and Machinery 
„ Loose Tools 
„ Stock 

„ Sundry Debtors 
„ Bills Receivable 
„ Cash at Bank 

(Being the transfer of Sundry assets to Realisation Account.) 


Sundry Creditors ... ... ... ... Dr. 

Bills Payable ... ... ... ... „ 

To Realisation Account 

(Being the transfer of the liabilities taken over to Realisation 
Account.) 


The New United Engineering and Building Co., Ltd. ... Dr. 
To Realisation Account 

(Being sale price payable by the new company as per 
agreement.) 


)L.F.^*Rs^f 
11,40,000! 


1 , 20 , 00 ^ 
1,20.000 
1,80.000 
20.000 
4,20,000 
2,20.000 
54,000 
6,000 


I 3,50,000! 
70,000 

1 


4,20,000 


6,20,000 


6,20,000 


Cumulative Preference Shareholders’ Account ... ... Dr. 

Ordinary Shareholders' Account ... ... ... „ 

To Realisation Account 
„ Profit and Loss Account 

(Being loss on Realisation and the debit balance of 
P. and Loss Account transferred to respective Share¬ 
holders* Account as per agreement.) 


Cumulative Preference Shares in the New United 
Engineering and Building Co., Ltd. ... ... Dr. 

Ordinary Shares in the New United Engineering and 

Building Co., Ltd. ... ... ... ... „ 

To the New United Engineering and Building 
Co., Ltd. 

(Being the receipt of 1,400 7% Preference Shares of 
Rs. 400 each as fully paid and 200 Ordinary Shares of 
Rs. 400 each as Rs. 300 paid up in the Purchasing 
Co., in full satisfaction of the purchase consideration.) 


Cumulative Preference Share Capital Account ... Dr. 

Ordinary Share Capital Account ... ... ... „ 

To Cumulative Preference Shareholders' Account 
„ Ordinary Shareholders' Account 
(Being the transfer of Capital Accounts to Sundry 
respective Shareholders' Account.) 


5% Debentures Account ... ... ... Dr. 

To Debenture-holders' Account 
(Being the transfer of Debentures Account to Debenture- 
holders' Account.) 


3,20.000 

12,60,000 


1,00.000 

4,80,000 


15,60,000 

60,000 


Jl 


6,20,000 


4,80.000 

3,20,000 


4,80,000 

3,20,000 


4,00,000 


4,00,000 





762 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


JOURNAL ENTRIES— Contd. 


Debenture-holders' Account 

Cumulative Preference Shareholders' Account... 

Ordinary Shareholders' Account 

To Cumulative Preference Shares in the New United 
Engineering and Building Co., Ltd. 

„ Ordinary Shares in the New United Engineering 
and Building Co., Ltd. 

(Being the shares in the new Company divided 
amongst the Debenture-holders and Shareholders as 
per arrangement.) 


L.F. 


Dr. 


tt 


Rs. 


Rs. 


4,00,000 

1,60,U00 

60,000 


5,60,000 

60,000 


The New United Engineering and Building Co., Ltd. 
BALANCE SHEET 


As at 1st January 1944 


Capital and Liabilities Rs. 
Nominal Capital:— 

2,0t0 7% Cumulative 

Preference Shares of 
Rs. 400 each ... 8,00,000 

1,000 Ordinary Shares of 
Rs. 400 each ... 4,00,000 


Issued and Paid up Capital:— 

1,400 7% Cumulative 
Preference Shares of 
Rs. 400 each issued to 
vendors as fully paid 5,60,000 
200 Ordinary Shares of 
Rs 400 each issued to 
vendors as Rs. 300 
paid up ... ... 60,000 


Sundry Creditors 
Bills Payable 


Rs. 


Rs. 

Property and Assets 

Rs. 

!! 

Goodwill ... 

20.000 

ji 

Land and Buildings ... 

1,211,000 

ii 

Plant and Machinery ... 

1 , 80,000 


Loo^e Tools 

20,000 


Stock ... . . 

4,20.000 


Sundry Debtors 

2,20,010 

| 12,00,000 

Bills Receivable 

Cash at Bank 

54.000 

6,000 

jj 

1 

|i 

i! 

II 6.20,000 

3,50,000 

70,000 

10.40,000 

Rs. 

10.40.000 


Problem 550 


The Balance Sheet of the Coasting Trade Co., Ltd., as at 31st December 1943 
was as follows : — 


Liabilities 


Rs. 

Assets 

Rs. 

Share Capital: — 



Freehold Works, Plant 

and 

1,00,000 Preference Shares 

of 


Machinery 

.. 36,02,474 

Rs. 10 each 

m m 

10,00,000 

Freehold Estate 

.. 1,06,760 

2,00,000 Ordinary Shares 

of 


Shares in other Companies 

.. 1,34,807 

Rs. 10 each 

, , 

20,00,000 

Steamers 

.. 1,64,453 

Debentures 


12,00,000 

Rolling Stock 

.. 1,28,721 

Creditors 

.. 

1,45,523 

Furniture 

1,216 

Insurance Reserve .. 

., 

5,577 

Stocks 

.. 1,37,051 

General Reserve 

., 

1,08,823 

Debtors 

.. 93,657 

Profit & Loss Account 

# m 

47,770 

Bank 

.. 1,37,216 




Cash 

1,338 


rs7 

45,07,693 


Rs. 45,07,693 
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A scheme for the reduction of the capital, approved by the court, was adopted by 
which Rs. 4 per share was to be written off the preference shares, and Rs. 6 per share 
off the ordinary shares. The scheme provided for the undermentioned reductions in 
the assets: — 

Freehold Works by Rs. 15,72,013 ; Freehold Estate by Rs. 6,761; Shares in other 
companies by Rs. 62,610 ; Steamers by Rs. 40,453; Rolling Stock by Rs. 33,721; and that 
the General Reserve should be extinguished and the difference be transferred from 
Profit and Loss Account. You are required to draft the Balance Sheet of the Company, 
after carrying out the terms of the scheme, as set out above. 

Solution 


The Coasting Trade Company, Ltd. (and reduced) 
BALANCE SHEET 
As at 31st December 1943 


Capital and Liabilities 

Rs. 

Property and Assets 

"Tj 

l.| Rs. 

Share Capital:— 


Freehold Works, Plant & Machinery !; 20,30,461 

1,00,000 Preference Shares of 


Freehold Estate 

...]! 99.999 

Rs. 10 each, reduced to Rs. 6 


Steamers 

... : 1,24.000 

each, as per Order of the Court... 

6,00,000 

Rolling Stock 

95,000 

2,00,000 Ordinary Shares of 


Furniture ... 

1,216 

Rs. 10 each, reduced to Rs. 4 


Stock 

1,37.051 

each, as per Order of the Court... 

8,00,000 

Debtors 

.. || 93,657 



Shares in other Companies 

...!« 72,197 


14,00,000 

Bank 

...;! 1,37,216 

Debentures ... 

12,00,000 

Cash 

...:! 1,338 

Creditors 

1,45,523 


'i 

Insurance Reserve 

5,577 


ii 

Profit and Loss Account... 

41,035 


'l 

i) 

Rs. 

27,92,135 


Rs. jj 27,92.135 


Problem 551 

The Balance Sheets of the Aeroplanes, Ltd., for the three years ended 31st 
December 1943, were as follows : — 


Liabilities 

31-12-41 

31-12-42 

31-12-43 

Assefs 

31-12-41 

31-12-42 

31-12-43 


Rs. 

Rs. 

Rs. 


Rs. 

Rs. 

Rs. 

Share Capital ... 

10,00,000 

10,00,000 

10,00,000 

Building & 




Creditors 

30,000 

30,000 

30,000 

Plant 

... 3,80,000 

4,00,000 

4,00,000 

Reserves 

2,00.000 

2,20,000 

2,40.000 

Debtors 

... 1,10.000 

1,20.000 

80,000 

Profit & Los9 



Stock-in-Trade 6,30,000 

6.20,000 

7,00,000 

Account 

60,000 

60,000 

60,000 

| Goodwill 

... 1.40.0(0 

1,40,000 

1,20,000 




Cash 

30,000 

30,000 

30,000 

R8. 

12,90,000 

13,10,000 

13,30,000 

i 

Rs. 12,90,000 

13,10,000 

13,30,000 


Net Profits after providing for Depreciation, Taxation 31-12-41 31-12-42 31-12-43 
and Directors* Fees, but before appropriation to Rs. Rs. Rs. 
Reserve .. .. .. .. 2,00,000 1,90.000 2,50,000 

Upon a scheme for amalgamation, the Buildings and Plant and Stocks are to be 
valued by independent Valuers while Goodwill is to be valued by ascertaining the true 
Capital “ employed ” in the business during the three years and the Goodwill calculated 
upon the super profits after allowing 9 per cent on the average Capital “ employed.” 
The valuations were as follows: — 

Rs. Rs. Rs. 

Buildings and Plant .. 5,95,000 6,18,000 6,20,000 

Stock-in-Trade .. .. 6,50,000 6,40,000 7,40,000 

(a) Adjusting the Balance Sheet figures by those of the Valuations show the 
Capital “ employed ” during each of the three years. 

(b) Ascertain the Goodwill on the basis of seven years* purchase of the average 
super profits on the 9 per cent basis (assuming no adjustments of the profits 
to have been necessary). 
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(c) Show the total value of the business for the purpose of the amalgamation as 
at 31st December 1943. 


Solution 


(a) STATEMENT SHOWING CAPITAL EMPLOYED 


Liabilities 

1941 

Rs. 

1942 

Rs. 

I 1943 
! Rs. 

Assets 

1941 

Rs. ! 

1942 

Rs. 

1943 

Rs. 

Creditors 
Capital “em- 

30,000 

30,000 

30,000 

Goodwill 
Buildings and 

1,40,000 | 

i 

1,40,000 

1,20,000 

ployed" ... 

14,95,000 

i 

j 

15,18,000 

15,60,000 

j 

Plant 

Stock-in-trade 

Debtors 

Cash ... 

5,95,000 | 
6,50,000 | 
1,10,000 
30,000 

6,18,000 

6,40.000 

1,20,000 

30,000 

6,20,000 

7,40,000 

80,000 

30,000 

Rs. 

15,25,000 

15,48,000 

15,90,000 

Rs. 

15,25,000 

15,48,000 

15,90,000 

»* _/ 

__ 1 

!_: 

--' 

- _ _ 1 

1 — __ 

- : 



Rs. 


(b) Capital employed 1941 

14,95,000 

»» » 

1942 

15,18,000 

» a 

1943 

15,60,000 


3 )- 

45,73,000 


Rs. 

15,24,333 

Interest at 9% on Rs. 15,24,333 = 

1,37,190 

Profits 

1941 

2,00,000 


1942 

1,90,000 

a 

1943 

2,50,000 


3 ) 

6,40,000 


Rs. 

2,13,333 

Less Interest on Capital 

1,37,190 

Average Super Profits 

76,143 

Goodwill 

= Rs. 76,143 x 7 = Rs. 

5,33,001 


(c) Total Assets, 31st December 1943 14,70,000 (asre-valued) 

Goodwill .. .. .. 5,33,001 


20,03,001 

Less Creditors 30,000 


Total Value of the Business for amalga¬ 
mation purposes Rs. 19,73,001 


Problem 552 V/ 

O 

The following are Balance Sheets of two Companies, A and B, on 30th June 
1944:— 


(A) Share Capital, fully paid .. .. .. .. 149,500 

Forfeited Shares Account .. .. .. .. 125 

Debentures .. .. .. .. 40,000 

Plant and Machinery .. .. .. .. 37,500 

Freehold Property .. .. .. .. 43,000 

Bank Account .. .. .. .. 2,000 

Goodwill .. .. .. .. 40,000 

Sundry Creditors .. 5,875! 
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Sundry Debtors 




£ 

£ 

25,000 

Stock 

, # 

.. 

,, 


68,000 

Profit and Loss Account 

•• 

•• 

•• 

20,000 

(B) Share Capital 



£ 

215,500 

40,000 

215,500 

Debentures 




3,000 


Calls in arrears 




50fr 

Plant and Machinery 





2,500 

Freehold Property 




l 

2,000 

Debtors and Creditors 




25,000 

22,500 

Stock 




18,000 

Profit and Loss Account 





16,500 

Goodwill 





6,000 




£ 

68,000 

68,000 


Company “A” decides to take over Company “B” and agrees to discharge the 
liabilities and debentures and take over all the assets, the consideration being £1,200 
cash and £30,000 shares in Company “ A ” issued as fully paid up. The calls in arrears 
are worthless, and the shares were forfeited by the directors of Company “ B ” prior to 
amalgamation. Company “ B ” is to pay its own costs of liquidation. 

Draw up a Balance Sheet of the new company as the result of the incorporation. 

(Incorporated Accountants.) 


Solution 


A. Company 
BALANCE SHEET 
As at 30 th June 1944 


Capital & Liabilities 

£ 

Property & Assets 

£ 

Share Capital 

179,500 

Goodwill 

54,200 

Forfeited Shares Account 

125 

Freehold Property 

45,000 

Debentures 

43.000 

Plant and Machinery 

40,000 

Sundry Creditors 

30,875 

Stock 

86,000 

Profit and Loss Account 

20,000 

Sundry Debtors ... ...j 

Cash at Bank 

47,500 

800 

£ 

, 273.500 

£ 

273.500 


Problem 553 


You are instructed to open the books of J. J. Halliburton (1944) Limited, who 
purchased the assets of J. J. Halliburton, Limited, for £15,000, as to £10,000 in cash and 
as to £5,000 by allotment of 5,000 £1 fully paid shares. 

The assets purchased were : — 

£ 

Freehold Premises .. .. .. 4,050 

Stock .. .. 5,800 

Book Debts .. 5,950 . 

Patents .. 750 

Goodwill .. .. .. 1,450 


The Company allotted £12,000 Ordinary Shares (included in which were the 5,000 
Shares to the Liquidator of the old Co.). The shares allotted for cash were paid for as to 
10s. on application and 10s. on allotment. 

The Company raised £2,500 on Mortgage of the Premises, and £2,500 upon 
Debentures secured by a floating charge. 


Journalise and open the books of the Company. 


(Incorporated Accountants.) 
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Solution 


JOURNAL ENTRIES 


Freehold Premises 

Stock 

Book Debts 

Patents 

Goodwill 

To Liquidator of J. J. Halliburton, Ltd. 

„ Capital Reserve Account 

(Being the transfer of Assets taken over from J. J. 
Halliburton, Ltd., as per Agreement dated.) 

Dr. 

>» 

»» 

»* 

tr 

L.F. 

£ 

4,050 

5,800 

5,950 

750 

1,450 

£ 

15,000 

3,000 

Liquidator of I. J. Halliburton, Ltd. 

To Ordinary Share Capital Account 
(Being the issue of 5,U00 Shares of £1 each to the Liquidator 
of the old Company in part satisfaction of purchase 
consideration.) 

Dr. 


5,009 

i 

5,000 

Ordinary Share Application Account 

To Ordinary Share Capital Account 
(Being the transfer of Application money received on 
7,000 Ordinary Shares of £1 each at 10s. per share to 
Share Capital Account.) 

Dr. 


3,500 

3,500 

1 Ordinary Share Allotment Account 

To Ordinary Share Capital Account 
(Being the amount due on allotment of 7,000 Ordinary 
i Shares of £1 each at 10s. per share.) 

Dr. 

1 

i 

3,500 

3,500 


Note. —It is presumed that the Goodwill is worth the figure at which it stands, as 
otherwise it should be written down to its proper value or entirely written off 
and the Capital Reserve will he reduced accordingly. 

CASH BOOK 


To Ordinary Share Application A/c. 

1 £ 

! 3,500 

By Liquidator of J. J. Halliburton, 

£ 

„ Ordinary Share Allotment Account j 

1 3,500 

Ltd. 

10,000 

„ Loan on Mortgage Account 
„ Debentures Account 

2,500 

2,500 

„ Balance c/d. 

2,000 

£ 

12,000 

£ 

12,000 

To Balance bid. 

2,000 1 




The Ledger Accounts would be opened in the ordinary way and posted from the 
Cash Book and Journal. 


Problem 554 

The following are the Balance Sheets on 31st December 1943, of the Metro¬ 
politan Company, Ltd., and the Neopolitan Company, Ltd., respectively. 

METROPOLITAN CO., LTD. 


Liabilities Rs. 

Capital, 1,00,000 Shares, Rs. 20 
each fully paid .. .. 20,00,000 

Sundry Creditors .. 3,31,380 

Reserve .. 1,71,200 

Profit & Loss, balance .. 3,28,800 


Assets 

Freehold Premises .. 
Machinery and Plant 
Sundry Debtors 
Stock 

Cash in Bank and in hand 


Rs. 

.. 4,50,000 
.. 6,53,180 
.. 4,93.640 
.. 7,72.800 
.. 4,61,760 


Rs. 28,31,380 


Rs. 28,31,380 
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NEOPOUTAN CO., LTD. 

Liabilities Rs. Assets 

Capital, 6,000 Shares, Rs. 100 each Machinery and Plant at cost 

fully paid .. .. 6,00,000 Sundry Debtors 

Sundry Creditors .. .. 2,05,400 Stock 

Cash at Bank 
Profit & Loss, balance 

Rs. 8,05,400 Rs. 8,05,400 


It is agreed that the business shall be amalgamated by the Metropolitan Company 
purchasing the Neopolitan Company as on 31st December 1943, on the following basis: — 

(1) A dividend of 15 per cent to the shareholders of the Metropolitan Company 
to be declared prior to the amalgamation. 

(2) The Metropolitan Company to take over the assets of the Neopolitan Com¬ 
pany, the consideration being: — (a) The payment of the liabilities of the 
Neopolitan Company; (b) the payment of the costs of amalgamation; (c) 
the issue to the Shareholders of the Neopolitan Company of seven fully 
paid shares of Rs. 20 each in the Metropolitan Company for every two 
fully paid shares in the Neopolitan Company. 

The costs of amalgamation amounted to Rs. 24,120. The floating assets of the 
Neopolitan Co. were worth the values stated on the Balance Sheet. Draft the Journal 
entries recording the purchase in the books of the Metropolitan Co., and set out the 
Balance Sheet of the Metropolitan Co., after the amalgamation, valuing Neopolitan Co.'s 
machinery at a figure as would maintain the intrinsic value of the Metropolitan Co.’s 
shares after amalgamation, same as before the amalgamation but after the declaration 
of the Dividend. Give also Neopolitan Company’s closing entries taking Metropolitan 
Co.’s shares at their intrinsic value as per the Balance Sheet on 31st December 1943, 
after the declaration of the abovesaid dividend of 15 per cent. 


Rs. 

.. 4,44,800 
.. 1,24,980 
.. 1,88,460 
.. 2,580 

.. 44,580 


Solution 


JOURNAL ENTRIES IN THE BOOKS OF METROPOLITAN CO., LTD. 


Profit and Loss Appropriation Account 
To Dividend Account 

(Being the entry for the annual dividend @ 15%, declared 
by shareholders in the General Meeting held on.) 

Machinery and Plant Account 

Sundry Debtors 

Stock 

Cash at Bank 

To Sundry Creditors 

„ Liquidator of Neopolitan Co., Ltd. (Vendors) 

„ Capital Reserve Account 

(Being the entry for Assets and Liabilities of the Vendor Co. 
taken over, and the Profit thereon transferred to Capital 
Reserve.) 

Liquidator of the Neopolitan Co., Ltd. (Vendors) 

To Bank 

„ Share Capital Account 

(Being payment to the vendors of the purchase consideration 
by issue of 21,000 shares of Rs. 20 each, fully paid, and 
the balance in cash.) 

Capital Reserve Account 

To Machinery and Plant Account 

(Being adjustment in the value of this asset made with 
a view to maintain the intrinsic value of Metropolitan 
Co.'s shares at the same value as before, after taking into 
account the dividend declared J_ 


Rs 

3,00,U00 


1 '3,00,000 


! 4,44.800 
,! 1,24,980 
[1,88.460 
I 2,580 


2,05,400 

4.44,120 

1,11,300 


4,44,120 


24,120 

4,20,000 
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Metropolitan Co., Ltd. 
BALANCE SHEET 
As at 31 8t December 1943 


Capital and Liabilities 

Rs. 

Property and Assets 

Rs. 

Capital—1,21,000 shares of Rs. 20 each 

24,20.000 

Freehold Premises 

4,50, n 00 

Capital Reserve 

42,000 

Machinery & Plant 

10,28,680 

Reserve 

1,71,200 

Stock 

9,61,260 

Dividend unpaid 

3,00,000 

Sundry Debtors 

6,18,620 

Sundry Creditors 

5,36,780 

Cash and Bank Balances 

4,40,220 

Profit & Loss Account—Balance 

28,800 



Rs. 

34,98,780 

1 

Rs. 

! 34.98,780 


JOURNAL ENTRIES IN THE BOOKS OF NEOPOLITAN CO., LTD. 


Realisation Account 

To Sundry Assets 

(Being Sundry Assets taken over by the Metropolitan Co., 
as per agreement.) 

Dr. 

L.F. 

Rs. 

7,60,820 

Rs. 

7,60,820 

Sundry Creditors 

To Realisation Account 

(Being Sundry liabilities taken over by the purchasing Co., 
as per agreement dated.) 

Dr. 

i 


2,05,400 

2,05,400 

Metropolitan Co., Ltd., ... 

To Realisation Account 

(Being the amount of the purchase consideration payable 
by the purchasing Co.—21,000 shares of Rs. 20 each at 
their intrinsic value, viz. Rs. 22 per Share.) 

Dr. 


4,62,000 

4,62,000 

Sundry Shareholders* Account 

To Realisation Account 
(Being transfer of loss on realisation.) 

Dr. 


93,420 

93,420 

Share Capital Account 

To Sundry Shareholders* Account 
(Being transfer of Share Capital Account.) 

Dr. 


6,00,000 

6,00,000 

Sundry Shareholders* Account 

To Profit and Loss Account 

(Being transfer of P. & L. Account debit balance to the former 
Account.) 

Dr. 


44,580 

44,580 

Shares in Metropolitan Co-, Ltd. 

To Metropolitan Co., Ltd. 

(Being satisfaction of purchase consideration.) 

Dr. 


4,62,000 

4,62,000 

Sundry Shareholders* Account 

To Shares in Metropolitan Co., Ltd. 

(Being distribution of shares among the shareholders.) 

Dr. 


4,62,000 

4,62,000 


Notes.— (1) It is assumed that the costs of amalgamation are directly paid by 
the Metropolitan Co., Ltd. 

(2) The intrinsic value of shares of Metropolitan Co., Ltd. is arrived at as follows : — 

Rs. Rs. 

Total Assets .. .. .. 28,31,380 

Less Sundry Creditors .. 3,31,380 

„ Dividend to be declared .. .. 3,00,000 

- 6,31,380 

Net Assets Rs. 22,00,000 
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Therefore, the value of each share is equal to = Rs. 22. 

IjvU^vUv 

(3) The Capital Reserve of Rs. 42,000 is the premium on issue of 21,000 shares to 
the Vendor Company. 

(4) The amount of Rs. 69,300, debited to Capital Reserve Account and credited 
to Machinery and Plant Account, is arrived at as follows: — 

Rs. 


Total of the Amalgamated Assets (taking Machinery at 
its original figures, and Cash after paying off Amal¬ 
gamation Expenses) .. .. .. 35,68,030 

Less Sundry Creditors and Dividend .. .. 8,36,780 


Value of Net Assets Rs. 27,31,300 

But the Value of Net Assets taken at Rs. 22 per share 
on 1,21,000 shares will be ' .. .. 26,62,000 


Excess Value written back — Rs. 69,300 


Problem 555. 

1 

The Statement of Liabilities and Assets of a Company under liquidation is 
as follows : — 


Liabilities 

Preference Share Capital, 5,000 
Shares of Rs. 15 each 
Ordinary Share Capital, 10,000 
Shares of Rs. 15 each 
Mortgage Debentures 
Trade Creditors 

Loan Creditors (secured by 
charge on Investments) 


Rs. 

75,000 

1,50,000 

50,000 

75,000 

25,000 


Rs. 3,75,000 


A cqd/o T)c 

Freehold Property .. .. 50,000 

Leasehold Property .. .. 25,000 

Stock .. .. 75,000 

Debtors (estimated to produce) 1,15,000 
Investments valued at .. 35,000 


Deficiency 


3,00,000 
.. 75,000 

Rs. 3,75,000 


It is proposed to reconstruct the company and the following are the main lines of 
reconstruction : — 


(1) The creditors holding Investments as security are proposed to be paid off in 
cash, but the Investments held by them are not to be realised. 

(2) The trade creditors agree to receive 8 annas in the rupee in cash and the 
balance in fully paid preference shares in the reconstructed company. 

(3) Cash Working Capital to the extent of Rs. 9,250 is considered sufficient. 
Further cash has to be provided by the reconstructed company to meet the 
Liquidation and Reconstruction Expenses amounting to Rs. 3,250. 

(4) The holders of Preference and Ordinary Shares have agreed to take up the 
respective shares of the reconstructed company which are to be issued to 
them as partly paid, and to pay the remaining balance in cash (to make 
up the cash required for carrying out the scheme) and thus make up their 
shares fully paid up. Show the method of reconstruction by which the 
scheme should be framed, involving the raising of necessary cash. 

Draw up the Balance Sheet of the reconstructed company. 


Solution 


[For Journal Entries , see next page 
BALANCE SHEET OF THE RECONSTRUCTED COMPANY 



Rs. 


Rs. 

Preference Share Capital— 


Freehold Property 

50,000 

7,500 Shares of Rs. 15 each 

1,12,500 

Leasehold Property 

25,000 

Ordinary Share Capital— 


Stock 

75,000 

10,000 Shares of Rs. 15 each 

1,50,000 

Debtors ... .... 

1,15,000 



Investments 

35,000 


2,62,500 

Cash at Bank ... ... 

12,500 

Mortgage Debentures ... 

50,000 

j 


Rs. 

3,12,500 

Rs. 

3,12,500 
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JOURNAL ENTRIES 


Preference Share Capital Account 

Ordinary Share Capital Account 

To Deficiency Account 

(Being the amount of deficiency transferred to Preference 
and Ordinary Share Capitals, in proportion to their 
respective Capitals.) 

Dr. 

99 

| L.F. 1} Rs. 
i 25,000 
50,000 

- 

| Rs. 

i 75,000 

Bank 

To Preference Share Capital Account 
„ Ordinary Share Capital Account 
(Being the amounts paid in by Shareholders to make their 
shares fully paid up) 

Dr. 

! 75,000 

| 

J 

1 25,000 
50,000 

Loan Creditors 
' Trade Creditors 

To Bank 

(Being the payment to Loan and Trade Creditors, as per 
the Reconstruction Scheme.) 

Dr. 

»» 

25 000 
i 37,500 

| 

62,500 

Trade Creditors 

! To Preference Share Capital Account 

| (Being issue of fully paid Preference Shares to Trade 
Creditors, in settlement of the balance of their claim.) 

Dr. 

j ! 37,500 

1 

l 

I ! 

37,500 


Problem 556 


The Balance Sheet of the Q Company, Ltd., as at 30th June 1943, stood as follows : — 


Liabilities 

Rs. 


Assets 


Rs. 

Authorised Capital: — 


Freehold Land 

& Buildings 


2,50,000 

2,500 7% Cumulative 

Prefer- 

Plant 



1,00,000 

ence Shares of Rs. 100 each 2,50,000 

Stock 



1,50,000 

7,500 Ordinary Shares of 

500 Ordinary 

Shares in 

the 


Rs. 100 each 

.. 7,50,000 

L Co., Ltd. 



50,000 


Rs. 10,00.000 

Debtors 



3,00,000 



Cash at Bank 



1,00,000 

Subscribed and paid-up Capital : — 





1,000 7% Cumulative 

Prefer- 





ence Shares of Rs. 100 each 1,00,000 





5,800 Ordinary Shares of 

Rs. 100 





each 

.. 5,80,000 






6,80,000 





Less calls in arrears 

5,000 

i 






6,75,000 

i 




Loans Secured 

.. 15,000 





Mortgage Debentures 

.. 1,00,000 





Trade Creditors 

.. 60,000 





Profit & Loss Account 

.. 1,00,000 






Rs. 9,50,000 

l 


Rs. 

9,50,000 


On the same date the following was the position of the L Company, Ltd., and of 
M and N:— 




REVISIONAL PROBLEMS 


til 


L Co., Ltd* 

M&N 


L Co., Ltd. 

M&N 

Liabilities 

Rs. 

Rs. 

Assets 

Rs. 

Rs. 

Capital 


2,50,000 

Freehold Land and Build- 


500 8% Preference Shares 


ings 

... 30,000 

10,000 

of Rs. 100 each 

. 50,000 


Plant 

... 40,000 

60,000 

500 Ordinary Shares of 


Stock 

... 70,000 

80,000 

Rs. 100 each 

. 50,000 


Debtors 

... 70,000 

50,000 

Reserve Fund 

. 15,000 


Cash 

60,000 

Bank Overdraft 

. 25,000 




Creditors 

. 60,000 

10,000 




Profit and Loss Account 

. 10,000 




Rs. 

2,10,000 

2,60,000 

1 

! 

Rs. 2,10,000 

2,60,000 


The 8 % Preference Shares of the L Co., Ltd. had preference as to Capital, but did 
not participate in the profits beyond the fixed 8% dividend. All the ordinary shares are 
held by the Q Co., Ltd. The Capital of M and N was, M Rs. 1,50,000 and N. Rs. 1,00,000. 

The market values of the shares were : — 

Rs. a. p. 

Q Company, Limited, Preference .. 112 8 0 

Do. Ordinary .. 150 0 0 

L Company, Limited, Preference .. 125 0 0 

Do. Ordinary .. Not quoted. 

The Q Co., Ltd. absorbed the other two concerns on the following terms: — 

L Co., Ltd.—They bought the whole of the assets, other than the freehold land and 
buildings, for Rs. 1,15,000, payable as to Rs. 55,000 by the issue of 550 Preference Shares, 
as to the balance by cash. The Q Co., Ltd. had to discharge the liabilities of L Co., 
Ltd. in addition to the above consideration. By agreement, the holders of the 500 Prefer¬ 
ence Shares in the L Co., Ltd. were to receive in exchange 550 Preference Shares in 
the Q Co., Ltd., referred to above (each holder of ten 8% Preference Shares m the L Co., 
Ltd., to get eleven 1% Preference Shares in the Q Co., Ltd.). 

M and N.—They acquired the whole of the assets of M and N (other than cash) 
for Rs. 2,30,000. M and N had out of this sum to discharge their own liabilities. 

The Rs. 2,30,000 was to be paid as to Rs. 80,000 in cash, the balance as to Rs. 90,000 
by the issue of 800 Preference Shares of Rs. 100 each (the market value of these was 
Rs. 112-8-0), and as to the balance of Rs. 60,000 by the issue of 400 Ordinary Shares of 
Rs. 100 each (whose market value was Rs. 150). 

The Q Co., Ltd., took the opportunity at the same time to offer the balance of 150 
Preference Shares pro rata to their existing shareholders at Rs. 110 per share, payable 
Rs. 60 (including the premium) on application and Rs. 50 on allotment. 170 shares were 
applied for and 150 allotted, the deposits received on the 20 shares being returned. 

You are required to (1) Show the entries necessitated by the above in the books of 
the Q Co., Ltd.; (2) Draft the Balance Sheet of the Q Co., Ltd., after the above absorption ; 
and (3) Close the books of the L Co., Ltd., assuming that the freehold property 
realised Rs. 25,000, and that the cost of liquidation amounted to Rs. 5,000. 


Solution 

( 1 ) 


In the Books of the Q Co., Ltd. 
JOURNAL ENTRIES 


' Plant Account ... ... ... ... Dr. 

Stock Account ... ... ... ... „ 

| Debtors ... ... ... ... „ 

! Goodwill ... ... ... ... „ 

i To Creditors 

„ Bank Overdraft 
„ Liquidator of the L Co., Ltd. 
i (Being the values of the various assets and liabilities of the 
L Co., Ltd., taken over by us as per Agreement of..) 


IL.F.fl Rs. Rs. 
40,000 
70,000 
! i 70,000 
!l 20,000 

60,000 

;! '!{ 25,000 

!, !! 1,15,000 


-- I 

Liquidator of the L Co., Ltd. ... ... ... Dr. i 55,000 ■! 

To Preference Share Capital Account 1 | 55,000 

(Being part payment of purchase consideration to the ! 

Liquidator of the L Co., Ltd., by the issue of 550 ! i 

Preference Shares of Rs. 100 each as per agreement.) ii i 
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TOPICAL PROBLEMS IN ADVANCED ACCOUNTING 


JOURNAL ENTRIES—Contd. 


I Liquidator of the L Co., Ltd. ... ... ... Dr 

| To Ordinary Shares in the L Co., Ltd. 
j „ Goodwill Account 

| „ Capital Reserve Account 

I (Being amount due by the Liquidator of the L Co., 

j Ltd. to us, representing the return of Capital 

! money, and the surplus assets to which this Company 
is entitled, as holders of Ordinary Shares of that 

j Company—utilized in wiping off the debit balance 

! of the Shares Account and the Goodwill amount 

payable on purchase of the business, and the balance 
| credited to Capital Reserve Account.) 

j Bank Account ... ... ... ... Dr 

| To Liquidator of the L Co., Ltd. 

(Being the debit balance to the latter Account received 
| from the Liquidator.) 

| Freehold Land and Buildings ... ... ... Dr 

! Plant ... ... ... ... ... „ 

, Stock 

Debtors ... ... ... ... . 

; Goodwill ... ... ... ... ... „ 

To M & N (Vendors) 

(Being the values of the various assets taken over by 
us from the Vendors for a purchase price of 
Rs. 2,30,000 as per Agreement of.) 


2,30,000 

80,000 
80,000 
! 40,000 
j| 10,000 
| 20,000 


10,200 ii 

'! 10,200 


1,200 

1,200 


9,000 

7.500 

1.500 


7,500, 

! 7,500 


7,500 



M & N (Vendors) ... ... ... ... Dr. 

To Bank 

„ Preference Share Capital Account 
„ Ordinary Share Capital Account 
„ Preference Share Premium Account 
„ Ordinary Share Premium Account 
(Being payment of purchase consideration to the Vendors 
by the issue of 800 Preference Shares of Rs. 100 each at 
Rs. 112/8. and 400 Ordinary Shares of Rs. 100 each at 
1 Rs. 150 and the balance in cash, as per agreement.) 

; Bank Account ... ... ... ... Dr. 

To Preference Share Application Account 
< (Being application money received on 170 Preference 
i Shares at Rs. 60 per share, including Rs. 10 per 

i share for Premium.) 

: Preference Share Application Account ... ... Dr. 

i To Bank 

j (Being application money on 20 shares returned, as the 
shares were not allotted.) 

i .-.. . ■ — - 

j Preference Share Application Account ... ... Dr. 

j To Preference Share Capital Account 

,, Preference Share Premium Account 
j (Being transfer of application money on 150 shares, 

Rs. 50 per share to Capital Account and Rs. 10 
per share to Premium Account.) 

Preference Share Allotment Account ... ... Dr. 

To Preference Share Capital Account 
(Being the allotment call of Rs. 50 per share on 150 
shares due, as per Resolution.) 

Bank Account ... ... ... ... Dr. 

To Preference Share Allotment Account 
(Being the allotment call received.) 
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The Q Co., Ltd. 


(2) 

BALANCE SHEET 



As at 1st July 1943 

. - 

Capital and Liabilities 
Authorised Capital:— 

2.500 7% Cumulative Pref. Shares 
of Rs. 100 each 

7.500 Ordinary Shares of Rs. 100 
each 

Rs. 

2,50,000 

7,50,000 

Property and Assets 
Goodwill ... 

Freehold Land and Buildings 
Plant 

Stock 

Debtors 

Cash at Bank 

'i 

1 Rs. 
30,000 

... 2,60,000 
... 2,00,000 
.J' 3,00.000 
... 4,20,000 

56,500 

Rs. 

10.00.000 


Subscribed and Paid up Capital:— 
1,350 Cumulative Preference 

Shares of Rs. 100 each, issued 
to Vendors as fully paid 

1,150 Cumulative Preference 

Shares of Rs. 100 each, fully 
called 

400 Ordinary Shares of Rs. 100 
each issued to Vendors as fully 
paid 

5,800 Ordinary Shares of Rs. 100 
each, hilly called 

1.35,000 

1,15.000 

40,000 

5,80.000 


- 

Less Calls in arrears 

8,70,000 
5,000 



Share Premium Account (Preference) 
„ ,; „ (Ordinary) 

Capital Reserve Account 

Mortgage Debentures 

Loans Secured 

Trade Creditors 

Bank Overdraft 

Profit and Loss Account ... 

8,65,000 
11,500 
20,000 
10,000 
1,00,000 
15,000 
. 1,20,000 
25,000 
J 1,00,000 


! 

i 

Rs. 

1 12.66,500 


Rs. 12.66500 


Note.—T he credit balances of the Share Premium Account and Capital Reserve 
Account may be utilized in wiping off the debit standing to Goodwill Account. 


In the Books of the L Co., Ltd. 
(3) JOURNAL ENTRIES 


Realization Account ... ••• ••• Dr. 

! To Plant Account 

„ Stock Account 
I „ Debtors 

| (Being values of various assets taken over by the Q Co., Ltd.) 


, Bank Overdraft ... ••• ••• — Dr - 

j Creditors ... — ••• ••• »» 

i To Realization Account 

| (Being amounts of various liabilities taken over by the Q Co.. Ltd.) 


Li F. 


Q Co., Ltd. 

To Realization Account 

(Being the amount of purchase consideration payable by 
this Company as per agreement.) 


Rs. Rs. 
1,80,000 | 

! 40.000 

70,000 
70,000 


25,000 

60,000 

85,000 


1,15,000 ! 

it 


1,15,000 


II 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


JOURNAL ENTRIES— Contd. 


Bank Account 

Realization Account 

To Freehold Land and Building Account 
(Being the amount realized on sale of Land and Building 
and loss transferred to Realization Account.) 

L.F. 

Dr. 

»» 

Rs. 

25,000 
| 5,000 

Rs. 

! 30,000 

Preference Share Capital Account 

Ordinary Share Capital Account 

Reserve Fund 

j Profit and Loss Account .... 
j To Sundry Preference Shareholders’ Account 

| „ „ Ordinary 

• (Being transfer of credit balance of Capital and other 
Accounts to latter Accounts.) 

Dr. 

! 

! 50,000 
! 50,000 
15,000 
; 10,000 

| 

j 

50,000 
j| 75,000 

Realization Account 

To Bank 

(Being costs of Liquidation paid.) 

Dr. ! 

' 5,000 

| 

5,000 

Realization Account 

To Sundry Preference Shareholders’ Account 
,, „ Ordinary „ 

! (Being transfer of profit on realization to Shareholders’ 
Account.) 

Dr. 

' 10,000 

5,000 

5,000 

Preference Shares in Q Co., Ltd. 

To Q Co., Ltd. 

(Being amount received from the purchasing company 
towards purchase consideration in 550 Preference Shares 
of Rs. 100 each, fully paid ) 

Dr. 

55,000 

55,000 

Sundry Ordinary Shareholders’Account 

To Q Co., Ltd. 

(Being amount standing to the credit of the former Account, 
transferred to the latter, as all Ordinary Shares are held 
by the Q Co., Ltd ) 

Dr. 

80,000 

80,000 

Q Co., Ltd. 

To Bank 

Dr. 

20,000 

20,000 


(Being amount standing to the credit of the former account 
paid away to them.) 


DEPARTMENTAL AND BRANCH ACCOUNTS 

Problem 557 

A/ The Metal Toys, Ltd., has a Nominal Capital of 30,000 Shares of Rs. 10 each, 
ana a Subscribed Capital of 16,000 Shares, fully paid up. It manufactures goods for sale 
at its two branches at Calcutta and Delhi, which sell no goods other than those of the 
company’s manufacture. From the following Trial Balances extracted from the books of 
the Head Office in Bombay and branches as on 30th September 1943, prepare for sub¬ 
mission to the directors, Trading and Profit & Loss Account for the Head Office and for 
each of the branches for the year ended 30th September 1943, and a Balance Sheet of the 
Company as a whole as on that date. 

Notes. —Stocks on hand valued as on 30th September 1943, were : — 


Rs. 

Head Office—Bombay .. . . .. 21,054 

Branch—Calcutta .. .. .. 6,050 

„ —Delhi ... .. 3,854 

Write off the following depreciations: — 

Head Office Plant and Machinery .. 10% 

Furniture and Fixtures, Head Office .. 5% 

» „ „ Calcutta Branch .. 5% 

„ „ Delhi Branch 5% 
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Create a reserve for Bad Debts of 2£% on the Sundry Debtors. Write off Rs. 10,000 
from Goodwill and carry Rs. 20,000 to Reserve. All carriage on the goods sent to 
branches is paid by the Head Office. 


The Metal Toys, Ltd. 
TRIAL BALANCE 


As at 30th September 1943 



Bombay 

Calcutta 

Delhi 

Bombay 

Calcutta 

Delhi 

Freehold Premises:— 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Bombay 

80,000 






Calcutta 

20,000 






Delhi 

20,000 






Goodwill 

60,000 






Plant & Machinery, Bombay ... 

16,000 






Furniture and Fixtures:— 







Bombay 

1,000 






Calcutta 

1.400 






Delhi 

1.600 






Cash at Bank 

13,580 






Cash in hand 

28 

166 

76 




Stock in hand, 1st Oct. 1942 ... 

22,490 

5,624 

3,990 




Purchases less returns 

1,30,180 






Wages 

79,302 

4,838 

5,244 




Salaries 

3,000 

496 

552 




Carriage to Branches 

3.034 






Taxes 

646 

884 

658 




General Expenses ... 

1,034 

4,032 

3,592 




Goods lrom Head Office 


1,88,334 

88,534 




Bad Debts 


3,106 

1,494 




Sundry Debtors 


19,240 

10,740 




Income-tax 

896 






Directors'Fees 

2,000 






Audit Fees 

210 






Calcutta Current Account 

604 






Delhi „ „ 

6,706 






Share Capital 




1,60,000 



Sundry Creditors ... 




22.494 

1,082 

1,094 

Goods to Calcutta ... 




1,88,334 



,. „ Delhi 




88,534 



Sales less returns ... 





2,25,034 

1,07,080 

Profit and Loss Account—balance 




4,348 



Head Office Current Account ... 





604 

6,706 

Rs 

. 4,63,710 

2,26,720 

1,14,880 

4,63,710 

2,26,720 

1,14,880 


Solution 


The Metal Toys, Ltd. 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 30 th September 1943 



Bombay Calcutta 

Delhi 


Rs. 

Rs. 

Rs. 

To Stock at com¬ 




mencement .. 

. 22,490 

5,624 

3,990 

„ Purchases 

| 



less returns .. 

.1,30,180 



„ Wage9 

.! 79,302 

4,838 

5,244 

„ Carriage to 




Branches 

3,034 



„ Goodsfrom Head 



Office 


1,88,334 

! 88,534 

„ Gross Profit c/d. 

62,916 

i 

32,288 

! 13.166 

Rs. 

2,97,922 , 

[2,3L084 

1,10,934 


Bombay Calcutta Delhi 
Rs. Rs. Rs. 

By Goods supplied 

to Branches ...2,76,868 

„ Sales less returns 2,25,034 1,07,080 

„ Stock-at-end ... 21,054 6,050 3,854 


Rs. 12.97.922 lg.31.084 1.10,934 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


TRADING AND PROFIT & LOSS ACCOUNT —Contd. 


1 

Bombay > Calcutta 

Delhi 

Bombay Calcutta! 

Delhi 


Rs. 

Rs. : 

Rs. 

Rs. Rs. ! 

Rs. 

To Salaries 

3,000 I 

496 1 

552 

By Gross Profit b/d. 62,916 32,288 | 

13,166 

„ Taxes 

646 

884 

658 

„ General Expenses 

1,034 

4,032 

3,592 

! 


„ Bad Debts 


3,106 

1,494 



„ Income-tax 

896 




„ Directors* Fees.... 

2,000 





„ Audit Fees 
„ Depreciationi 

210 





Plant and 
Machinery... 
Furniture and 

1,600 





Fixtures 

50 

70 

80 



„ Reserve for 
Doubtful Debts 
„ Net Profit trans¬ 


481 

268* 



ferred to P. & ; 
L. Appropria¬ 
tion Account ... 

53,480 

23,219 

6,521* 



Rs. 

62.916 

32,288 

13,166 

Rs. 62.916 32,288 

13,166 


The Metal Toys, Ltd. 
BALANCE SHEET 
As at 30 th September 1943 


Capital and Liabilities 

Rs. 1 

i Rs. 

1 Property and Assets 

Rs. ! 

Nominal Capital:— 



Goodwill 


60.000 ! 

30,000 Shares of Rs. 10 each 


13.00,000 

Less Written off 

... 

10,000 : 

| 

Issued Capital:— 



Freehold Premises: — 



30,000 Shares of Rs. 10 each 

... 

3.00.000 

Bombay 


80,000 




Calcutta 


20,000 

Subscribed Capital:— 



Delhi 


20,000 

16,000 Shares of Rs. 10 each 

... 

1.60,000 





i 

1 

Plant & Machinery 

... 

16,000 

Called and Paid up Capital:— 

! 

1 

Less Depreciation 


1,600 

16,000 Shares of Rs. 10 each, fully 





paid 

... 

1,60,000 

Furniture and Fixtures: Rs. 


Reserve Account 

... i 

20,000 

Bombay 

1,000 


Reserve for Doubtful Debts:— 

Rs. a. 


Less Depreciation 

50 


Calcutta 

481 0 




950 

Delhi 

268 8 


Calcutta 

1,400 


- 


749* 

Less Depreciation 

70 


Sundry Creditors:— 

Rs. 




1,330 

Bombay 

22,494 


Delhi 

1.600 


Calcutta 

1,082 


Less Depreciation 

80 


Delhi 

1,094 




1,520 

- 


24,670 




Profit and Loss Account 



Stock-in trade 



Rs. a. 



Bombay 

... 

21,054 

Balance of last year 4,348 0 



Calcutta 

... 

6,050 

Net Profit this year 83,220 8 



Delhi 

... 

3,854 


87,568* 





Less Goodwill Rs. 



Sundry Debtors:— 



Written off 10,000 



Calcutta 

... 

19,240 

„ Reserve 20,000 



Delhi 

... 

10,740 


30,000 

57,568J 




- 



Cash Balance:— 






Cash at Bank 

13,580 





Cash on hand 

28 







13,608 




Calcutta—Cash on hand 

166 




Delhi—Cash on hand 


76 


• Rs. 

2,62,988 



Rs. 


i 1,20,000 

14,400 


I 30,958 


13,850 
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Problem 558 

A business is carried on in three separate departments. Expenses not directly 
chargeable to any department are apportioned, one-half to A, three-tenths to B and one- 
fifth to C. From the following particulars, prepare Trading and Profit and Loss Accounts 
of the three departments (in columnar form), showing the gross and net profits, and the 
percentages thereof and of the totals to turnover, exclusive of inter-departmental 
transactions : — 


Stock on hand, 1st January 

A. Dept. 
Rs. 

.. 17,820 

B. Dept. 
Rs. 
5,600 

C. Dept. 
Rs. 
1,250 

Do. 31st December 

.. 19,360 

4,710 

3,160 

Outside Sales for the year 

.. 1,11,740 
.. 27,400 

56,130 

48,510 

Wages 

13,280 

9,150 

Outside Purchases 

.. 40,410 

15,370 

12,560 

Salaries 

9,450 

5,720 

4,160 


Inter-Departmental Sales—A to B, Rs. 9,040 ; A to C, Rs. 4,820 ; B to A, Rs. 11,260 : 
B to C, Rs. 2,190 and C to A, Rs. 3,480. Management Salaries, Rs. 12,000 ; Rent and 
Taxes, Rs. 14,600 ; Insurance, Rs. 2,100 ; Horses, Vans, etc. Expenses, Rs. 8,700; Postage 
and Telegrams, Rs. 1,100 : Bad Debts : A, Rs. 2,760, B, Rs. 1,430, C, Rs. 2,240; Sundry 
Expenses, Rs. 5,300 ; Depreciation written off, Rs. 7,400 ; Stationery and Printing, Rs. 2,600 ; 
and Advertising, Rs. 4,500. 


Solution 


DEPARTMENTAL TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December . 


i 

A 1 

B 

C 

Total 

A 

B 

c ! 

Total 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. ' 

Rs. 

Stock at com* | 





By Sales (Out- 




mencement j 

17,820 

5,600 

1,250 

24,670 

side) ...1,11,740 

156,130 48,510 

2,16,380 

Purchases 









(Outside) ... 

40,410 15,370 | 

12,560 

68,340 

„ Departmen- 




Departmental 


i 



tal trans* 




Transfers ... 

14.740 

9,040! 

7,010 

30,790 

fers ... 13,860 

13,450 

3,480 

30,790 

Wages 

27,400 13,280! 

9,150 

49,830 




1 

Gross Profit 





„ Stock-at-end 19,360 

4,710 

3,160 

! 27,230 

c/d. .... 

44,590 

31,000 

i 

25,180 

1,00,770 





Rs. j 

1,44,960 174,290 

55,150 

2.74,400 

Rs. M4$60_ 

74,290 55.150 

2,74.400 

Salaries ...! 

9.450 

5,720 

4,160 

19,330 

By Gross Profit 

i 


i 

Management 1 





b/d. ... 44,590 

31,000 25,180 

i 1.00,770 

Salaries ...! 

6,000 

3,600 

i 2,400! 

12,000 




j 

Rent and 



I j 






Taxes 

7,300 

4,380 

| 2,920 

14,600 





Horses, Vans, 









etc., expenses 

4,350 

2,610 

1,740 

8,700 





Stationery & 









Printing 

1,300 

780 

520 

2,600 





Advertising ... 

2,250 

i 1,350 

900 

4,500 





Sundry Ex¬ 









penses 

2,650 

i 1,590 

1,060 

5,300 





Postage and 









Telegrams ... 

550 

330 

220 

1,100 





Insurance ... 

1,050 

630 

420 

2,100 





Bad Debts ... 

2,760 ! 

1,430 

2,?40 

6,430 





Depreciation 

3,700 

2,220 

1,480 

7,400 





Net Profit 






' 



Transferred 









to General 









P. & L. A/c. 

3,230 

6,360 

7,120 

16,710 


i 



Rs. 

44,590 

31,000 

25,180 

1,00.770 

Rs. _44,590 

31,000 

25.180! 1,00,770 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Statement of Percentages of Gross and Net Profits on Turnover 



A 

B 

C 

Total 

Of Gross Profit on Turnover . 

. 39.9% 

55.23% 

51.91% 

46.57% 

„ Net Profit on Turnover 

Problem 559 

. 2.89% 

11.33% 

14.68% 

. 7.72% 


The Calcutta Iron Works, Ltd. had two departments: (1) a Manufacturing 

Department and (2) a Retail Department for the sale of general engineering sundries. 

The Company was a private one, the shares being held by M and his family, with 
the exception of 1,000 shares each held by N and O. 

The Capital of the Company was Rs. 2,00,000 divided into 20,000 shares of Rs. 10 
each, all issued and fully paid. 

M was chairman of the Company, and N and O were directors and managers. 

The Articles provided that M should have Rs. 5,000 per annum remuneration, and 
that N’s salary should be Rs. 6,000, and O's Rs. 4,500 per annum. 

The net profits of each year, after paying the above salaries, were to be applied 
as follows : — (1) In payment of a dividend of 4% on the paid up capital of the company ; 
(2) of the balance, 20% to N and 15% to O, as additional remuneration ; (3) the balance 
then remaining to be applied as decided by the shareholders in General Meeting. 

The following were the balances standing in the books of the company on 31st 
December 1943. Prepare therefrom Trading Accounts of the two departments, and Profit 
and Loss Account for the year ended 31st December 1943, showing the percentages which 
the gross and net profits bear to the turnover of each department and the total together 
with the Balance Sheet as at that date: — 

Rs. Rs. 


Capital: — 



2,00,000 

Purchases 

(Retail) 


2,80,000 

Machinery, Fixed 

& Loose 

Plant, 


Carriage 

( „ 

) 


10,000 

Tools and 

Stock-in- 

Trade 


Wages 

( „ 

) 


8,000 

(Works) at 1st 

January 


60,000 

Office Salaries 

( „ 

) 


3,000 

Stock-in-Trade (Retail) 1st 

Jan. 

50,000 

Office Expenses 

( „ 

) 


3,000 

Sundry Debtors 



1.00,000 

Rent & Insurance 

( „ 

) 


2,500 

Sundry Creditors 



15,000 

Income-tax 



3,500 

Rents & Insurance 

(Works) 


4,800 

Interest on Investments 



1,500 

Purchases 

< ~ ) 


80,000 

Bank Interest less 

commission . . 

2,000 

Carriage & Freight 

( ) 


5,000 

Profit & Loss Account (Cr. 

Bal.) 

12,000 

Wages 

( „ ) 


65,000 

Reserve Fund 




50,000 

Office Salaries 

( „ ) 


3,000 

Investments—War 

Loan 

at 

cost 

50,000 

Office Expenses 

( ) 


1,200 

Cash in hand 




1,500 

Sales 

( „ ) 


1,98,000 

Cash at Bank 




98,000 

Sales 

(Retail) 


3,50,000 







The value of the Machinery, Fixed and Loose Plant, Tools and Stock at the Works 
at 31st December 1943, as taken and certified by N. was Rs. 61,500. The value of the 
Stock-in-trade of the Retail Department, as taken and certified by O, was Rs. 52,000. 


Solution 

The Calcutta Iron Works, Ltd. 
TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1943 



Works 

Dept. 

Retail 

Dept. 

Total 

- 

Works 

Dept. 

Retail 
! Dept 

Total 


Rs. 

Rs. 

Rs. 


Rs. 

Ra. 

Rs. 

To Stock at com* ! 




By Sales 

1,98,000 

3,50,000 

5,48,000 

mencement ...i 


50,000 

50,000 

„ Stock at end ... 

52,000 

52,000 ' 

„ Machinery, Fixed 




„ Machinery, 



and Loose Plant, 




Fixed and 




Tools and Stock 




Loose Plant, 




at commence¬ 




Tools and 




ment 

60,000 


60,000 

Stock at end 

! 61,500 


61,500 

„ Purchases 

80,000 

2,80,000 3,60,000 




„ Wages 

65,000 

#;8,000 

73,000 





„ Carriage & Freight 

5,000 

10,000 

15,000 





„ Gross Profit c/d.... 

49,500 

54,000 11,03,500 





Rs. 2.59.500 

4,02,000 

6,61,500 

Rs. 

2,59,500 

4.02.000 

6,61,500 

1 » 


_ .. .. 



_ 
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TRADING AND PROFIT & LOSS ACCOUNT— Contd. 


__ I Works | 

I Dept. 1 

Retail | 
Dept. 

Total 

| I Works 

1 ““ 1 Dept. 

Retail 

Dept. 

Total 

j Rs. 

Rs. ! 

Rs. 

Rs. 

Rs. 

Rs. 

Percentage of Gross 

i 


I 



Profit on Turnover \ 25% 

15*43% | 

1889% 




To Rent & Insurance 4,800 

2,500 I 

7,300 

By Gross Profit b/d 49,500 

54,000 

1,03,500 

„ Office Salaries ... 3,000 

3,000 

6,000 

„ Office Expenses ... 1,200 

„ Net Profit trans- 

3,000 

4,200 

| 



ferred to General 

P. & L. Account 40,500 

45,500 

86,000 

1 

! 



Rs. 49,500 

54,000 

1,03,500^ 

Rs. 49.500 

54.000 

1,03,500 

Percentage of Net j 



; 



Profit on Turnover \ 20*45% 

13% i 

15*69% 

i 



GENERAL PROFIT AND LOSS ACCOUNT 



For the year 

ended 

31st December 1943 





Rs. 



! Rs. 

To Income-tax 

... 

3,500 

By Profits b/d. 

Rs. 


„ Directors' Salaries 

Rs. 

Works Dept. 

40,500 


M 

5,000 


Retail Dept. 

45,500 


N 

6,000 


86,000 

O 

4,500 


.. Bank Interest less Commission ... 

2,000 



15,500 

,, Interest on Investments 


1.500 




„ Net Profit carried to Profit & Loss 




Appropriation Account 

••• 

70,500 





Rs -1|. 

89,500 


Rs. 

89,500 


The Calcutta Iron Works, Ltd. 
BALANCE SHEET 
As at 31st December 1943 


Capital & Liabilities Rs. 
Nominal Capital— 

20,000 Shares ot Rs. 10 
each ... ... 2,00.000 


Issued, Subscribed, Called 
and Paid-up Capital— 

20,000 shares of Rs. 18 
each, fully paid ... 

Reserve Fund 
Sundry Creditors— 

On Open Accounts ... 15,000 

Due to Directors ... 37,375 


Unpaid Dividends 
Profit and Loss Appropria¬ 
tion Account- 

Balance of last year ... 12,000 

Net Profit this year ... 70,500 


Ks. 


2,00,000 

50,000 


Property and Assets 
Machinery, Fixed and Loose Plant, 
Tools and Stock (Works) 
Stock-in-Trade (Retail Dept.) 
Sundry Debtors 

Investments—War Loan at cost .. 
Cash Balances:— Rs. 

At Bank ... ... 98,000 

In hand ... 1,500 


52,375 

8,000 


Rs. 


61,500 

52,000 

1,00,000 

50,000 


99,500 


82,500 j 

L#ss— Rs. 

Dividend @ 4% 8,000 
Additional 
Remuneration 
to ... N 12,500 

. O 9,375 

- 29,875 i ( 

-1 52,625 


Rs. |[ 3,63,000 


3,63,000 
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v 

Problem 560 ^ 

The Nagpur Branch of the India Manufacturers, Ltd., sent the following Trial 
Balance to its Head Office on 30th June 1944 : — 


Rs. | Rs. 

14 AAA 


Sundry Debtors 



.. 24,000 

Sundry Creditors 



17,200 

Cash in hand 



.. 3,800 

Fixtures, Furniture, etc. 



.. 12,500 

Stock at 1st July 1943 



.. 4,500 

Goods from Head Office 



.. 68,000 

Goods returned to Head Office 



4,500 

Purchases 



.. 1,32,900 

Sales 



2.25,000 

Wages and Salaries 



.. 11,000 

Trade Expenses 



.. 10,500 

Head Office Account 



20,500 


Rs. 2,67,200 2,67,200 


The closing Stock on 30th June 1944 was Rs. 5,200. Pass necessary Journal Entries 
to incorporate the above figures in the Head Office books and show the Branch Account 
and the Branch Trading and Profit and Loss Account. 


Solution 


In the Head Office Books 
JOURNAL ENTRIES 


L.F. Rs. j 

Nagpur Branch Trading Account ... .... Dr. 2,00,900 j 

Stock (1st July 1943) Rs. 4.500 

Goods from Head Office less Returns „ 63.500 * 

Purchases ,, 1,32,900 . « 

To Nagpur Branch 

(Being the incorporation of items standing on the debit 
side of the Branch Trading Account.) 


Rs. 


2,00,900 


Nagpur Branch Account ... ... ... Dr. 

To Nagpur Branch Trading Account 
(Being the incorpotation of Branch Sales and Stock.) 


Nagpur Branch Profit and Loss Account ... ... Dr. 

Wages and Salaries Rs. 11,000 

Trade Expenses „ 10,500 

To Nagpur Branch Account 
(Being the incorporation of items standing on the debit 
side of Branch Profit and Loss Account.) 


Nagpur Branch Profit and Loss Account ... ... Dr. 

To General Profit and Loss Account 
(Being the Transfer of Branch Profit to General Profit 
and Loss Account.) 


Nagpur Branch Assets— 

Sundry Debtors # ... ... ... ... Dr. 

Cash in hand ... ... ... ... „ 

Fixtures, Furniture, etc. ... ... ... „ 

Stock ... ... ... ... ... „ 

To Nagpur Branch Account 
(Being incorporation of Branch Assets.) 

Nagpur Branch Account ... ... ... Dr. 

To Nagpur Branch Creditors . 

(Being incorporation of Branch Liability.) 


2,30,200 ■ 

j 2,30,200 

i 

!. 

21,500 j- 

1 21,500 


7,800 


j 24,000 

; 3,800 

! 12,500 

5,200 


17,200 |j 


7,800 


45,500 

17,200 
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NAGPUR BRANCH ACCOUNT 


To Balance b/fd. ... .J 

» Nagpur Branch Trading Account 
„ Nagpur Branch Creditors 

Rs. 

20,500 

2,30,200 

17,200 

By Nagpur Branch Trading Account 
„ Nagpur Branch Profit and Loss 
Account 

„ Nagpur Branch Assets:— Rs. 

Debtors 24,000 

Cash in hand 3,800 

Fixtures & Furniture 12,500 

Stock 5,200 

Rs. 

2,00,900 • 

21.500 . 

45.500 

Rs. 

2,67,900 

Rs. 

2,67,900 





Nagpur Branch 

TRADING AND PROFIT & LOSS ACCOUNT 

For the year ended 30 th June 1944 


Rs. 

Rs. 


Rs. 

To Stock at commencement 

r 4,500 

By Sales 

12,25,000 

„ Goods from Head Office 68,000 

Less Returns 4,500 

„ Purchases 
„ Gross Profit c/d. 

63,500 

11,32,900 

29,300 

,, Stock at end 

!' 5,200 

I 

Rs. 

2,30,200 

Rs. 

2,30,200 

To Wages and Salaries ... 

„ Trade Expenses 
„ Net Profit transferred to General 

P. & L. Account 

11,000 

10,500 

7,800 

By Gross Profit b/d. 

i: 29,300 

Rs. 

j 29,300 

Rs. 

j! 29.300 

Problem 561 ^ 


. . 

—* - 


An Ahmedabad Finn has a retail branch at Bombay which is mostly supplied 
with goods by the Ahmedabad Head Office. The Bombay Branch keeps its own books. 
The entire cash received by the Bombay Branch is remitted every week to Ahmedabad 
Office after making all payments and keeping in balance not more than Rs. 500. Given 


below are the particulars relating to the Branch : — 

Rs. 

Cash at Bank on 1st July 1943 490 

Debtors, 1st July 1943 12,270* 

Stock, 1st July 1943 .. 7,200 

Local Creditors, 1st July 1943 .. .. 500 * 


Transactions during the six months ending 31st December 1943 : — 

Rs. 


Local Purchases .. .. 1,000 

Local Returns Outwards .. 200 

Payments to Local Merchants . . . . 950 

Credit Sales . . 23,870 

Returns Inwards . . 200 ’ 

Cash received on Ledger Accounts .. 23,840- 

Cash Sales .. 12,140 

Goods received from Head Office .. .. 21,780 

Rent and Office Expenses .. .. 3,750 

Wages 3,960 

V Bad Debts .. 250 \ 


Allowances to Debtors .. 350 

Cash remitted to Ahmedabad Office .. 27,350 

Stock on 31st December 1943 .. 11,210 

Journalise the above transactions and prepare therefrom Bank Account, Debtors’ 
Account, Local Merchants’ Account, Profit and Loss Account and the Ahmedabad Office 
Account after incorporating therein all the final figures. 
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Solution 

Branch Books 


JOURNAL ENTRIES 


Purchases Account 

To Local Merchants' Account 
(Being the value of goods purchased locally.) 

Dr. 

L.F. i 

j 

| 

Rs. ’ 
1,000 

Rs. 

1,000 

Local Merchants* Account 

To Returns Outwards Account . 

(Being the return of goods purchased locally.) 

Dr. 


200 

200 

Local Merchants'Account 

To Bank 

(Being cash paid to creditors.) 

Dr. 

950 

950 

Debtors* Account 

Bank Account 

To Sales Account 

(Being cash and credit sales effected locally.) 

Dr. 

»> 

23,870 

12,140 

36,010 

Returns Inwards Account 

To Debtors' Account 
(Being goods returned by customers.) 

Dr. 

i 

200 

200 

Bank Account 

Allowances Account 

To Debtors* Account 

(Being cash received from customers and allowances made 
j to them.) 

Dr. 

23,840 j 

1 350 

| 24,190 

1 

Goods received from Head Office Account 

To Ahmedabed Head Office 
(Being value of goods received from Head Office.) 

Dr. 


21,780 j 

! 21,780 

! 

Wages Account 

Rent and Office Expenses Account 

To Bank 

(Being Wages, Rent and Office Expenses paid during the six 
months.) 

Dr. 

>* 


3,960 

3,750 

7,710 

Bad Debts Account 

To Debtors* Account 
(Being Bad Debts written off.) 

Dr. 


250 

250 

|j 

| Ahmedabad Head Office Account ... 

; To Bank 

(Being cash remitted to Head Office.) 

Dr. 


27,350 

i 

27,350 


BANK ACCOUNT 


1943 

! 

-- - 

1 Rs. 

1943 1 

[ ' “ ..“ j 

Rs. 

July 1 

To Balance b/fd. 

... i 

1 490 

Dec. 33 

By Local Merchant's Account! 

950 

Dec. 31 

„ Debtors' Account 

...; 

I 23,840 

»* »* 

„ Rent & Office Expenses 

3,750 


„ Cash Sales 

...j 

12,140 


„ Wages 

3,960 





ii »» i 

f , Ahmedabad Head Office 






j 

Account ...j 

27,350 





»> »» | 

„ Balance c/d. ...j 

460 



Rs. i 

! 36,470 


Rs. j 

36,470 

1944 
Jan. 1 

Ito Balance b/d. 

... 

460 

1 
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DEBTORS’ ACCOUNT 


1943 


1 Rs. 

i 

1943 1 


.j 

Rs. 

July 1 

To Balance b/fd. 

.... 12,270 

Dec. 31 

By Returns Inwards 


200 

Dec. 31 

„ Sales 

23,870 

„ 99 ! 

„ Bank 


23,840 


* 


99 99 

„ Allowances ... 

... 

350 



i 

99 99 

„ Bad Debts ... 


250 




99 ff 

„ Balance c/d. 


11,500 



Rs. !j 36,140 



Rs. 

36,140 

1944 







Jan. 1 

To Balance b/d. 

...i! 11,500 






LOCAL MERCHANTS’ ACCOUNT 



1943 


Rs. 

1943 



! Rs. 

Dec. 31 

To Returns Outwards 

200 

July 1 

By Balance b/fd. 


> 500 

99 99 

„ Bank 

950 

Dec. 31 

,, Purchases ... 


1,000 


„ Balance c/d. 

350 







Rs. 1,500 



Rs. 

1,500 




1944 





' 


Jan. 1 

By Balance b/d. 


350 


TRADING AND PROFIT & LOSS ACCOUNT 
For the half year ended 31st December 1943 


To Stock, 1st July 1943 
„ Purchases 

Less Returns ... 

Rs. 

1,000 

200 

Rs. 

7,200 

800 

21.780 

17,240 

By Sales: — 

Credit 

Less Returns 

Rs. ! 

! 

23,870 ' 

200 i 

Rs. 

„ Goods Received from 

Head Office 
„ Gross Profit c/d. 


23,670 ! 

Cash Sales ... 12,140 : 

„ Stock, 31st December 1943 

35,810 

11,210 



Rs. 

47,020 


Rs. 

47,020 

ToWages 

„ Rent and Office Expenses 
„ Allowances ... 

„ Bad Debts ... 

„ Net Profit transferred to Head 

Office Account 

! 3,960 

I 3,750 
! 350 

250 

i 8,930 

By Gross Profit b/d. 


17,240 



Rs. 

J7,240 


Rs. 

i_17,240 







1 


AHMEDABAD HEAD OFFICE ACCOUNT 



1943 
Dec. 31 

*9 M 

To Bank 
,, Balance c/d. 

i 

Rs. 

27,350 

22,820 

1943 j 

July 1 By Balance b/fd. 

Dec. 31 j „ Goods received from 

Head Office Account 
„ Net Profit from Profit & 
Loss Account 

,i 

Rs. 

!: 19.460 

i: 

; 21,780 

8,930 



Rs. 

50,170^ 

1944 

Jan. 1 | By Balance b/d. 

Rs. 

50.170 





... 

22,820 
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Problem 562 


A Joint Stock Company having its Head Office at Baroda, has Branches at 
Ahmedabad and Surat. The following are the Trial Balances as on 31st December 1943: — 


BARODA TRIAL BALANCE. 

Rs. 

Capital .. .. .. 2,00,000 

Stock on 31st December 1943 .. .. 1,20,000 

Unclaimed Dividends .. . . . . 1,000 

Debtors .. .. .. .. 40,000 

Creditors . . .. .. .. 11,000 

Cash at Bank 42,800 

Profit and Loss Account—Credit Balance 26,600 

Calls in arrears .. 10,000 

Ahmedabad Current Account—Credit Balance (after 
being debited with Rs. 1,000 for goods sent on 30th 
December 1943 received at Ahmedabad on 2nd 
January 1944) .. 1,400 

./Surat Current Account—Debit Balance (after being 
debited with Rs. 1,400 for Cash sent on 29th December 
1943 received at Surat on 2nd January 1944) .. 27,200 


AHMEDABAD TRIAL BALANCE 

Stock on 31st December 1943 

Debtors 

Creditors 

Cash on hand 

Surat Current Account—Credit Balance 
Baroda Current Account—Debit Balance (after being 
credited with Rs. 600 received from a shareholder in 
Ahmedabad against his calls in arrears in November 
1943 not intimated to the Baroda Office till 1st January 
1944) 


5.800 

3.800 
3,400 

600 

8,600 


1,800 


SURAT TRIAL BALANCE 


Stock on 31st December 1943 .. .. .. 14,400 

Debtors .. 3,400 

Creditors .. .. .. 2,400 

Cash .. .. .. 1,600 

Ahmedabad Current Account—Debit Balance .. 8,600 

Baroda Current Account—Credit Balance (after being 
debited for Rs. 200 paid on Unclaimed Dividend 
Warrants to Surat Shareholders on 27th October 1943 
not intimated to Baroda Office till 1st January 1944) .. 25,600 


Pass the necessary adjusting entries in the Baroda Journal, for reconciling the 
Current Accounts with Ahmedabad and Surat, and for taking into account the moneys 
received on calls in arrears, and moneys paid on Unclaimed Dividends. 

Prepare also a combined Balance Sheet of the Company as on 31st December 1943. 


Solution 


JOURNAL ENTRIES IN HEAD OFFICE BOOKS 


Goods-in-Transit Account ... ... ... Dr. 

To Ahmedabad Current Account 
(Being adjustment of goods sent on 31st December to 

Ahmedabad Branch but received by them on 3rd January i 

1944.) 

L.F. 

Rs. 

1,000 

I 

Caahdn-Transit Account ... ... ... Dr. 

To Surat Current Account ! 

(Being the adjustment of Cash remitted to Surat Branch, 
j but received by them in 1944.) 1 


1,400 
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JOURNAL ENTRIES— Contd. 


Ahmedabad Current Account ... ... ... Dr. 

To Calls in Arrears 

(Being cash received by Ahmedabad Branch against calls in 
arrears of a shareholder adjusted.) 

L.F. j 

Rs. 

600 

Rs. 

600 

Unclaimed Dividends Account ... ... ... Dr. 


200 


To Surat Current Account 



200 

(Being cash paid by Surat Branch to a shareholder for 




dividend.) 

1 




COMBINED BALANCE SHEET 
As at 31st December 1943 


Capital and Liabilities 

Rs. 

Property and Assets 

Stock-kT-Trade * ro ?..* ^Vcroj... 
Goods in Transit 

Sundry Debtors 

Remittance in Transit.:. 

Cash:— Rs. 

At Bank ... 42,800 

On hand ... 2,200 

Rs. 

Authorised Capital:— 


1,40,200 

1,000 

47,200 

1,400 

45,000 

Subscribed and Paid up Capital:— 

each, Rs.per share Rs. 

called up ... ... 2,00,000 

Less Calls in Arrears ... 9,400 

1,90,600 

8u0 

16,800 

26,600 

Unclaimed Dividends 

Sundry Creditors 

Profit and Loss Account ... 


Rs. 

2,34.800 

Rs. 

2,34.800 


. .. 




Problem 563 ^ 

On the 31st December 1943, the Trial Balance of the books kept at the Head 
Office of the Commercial Colliery Co., Ltd., was as follows: — 

TRIAL BALANCE, 31st December 1943 





Rs. 

Rs. 

Subscribed Capital, 16,000 Shares of Rs. 50 each 

.. 

8,00,000 

Colliery Account 

Remittance Account 


.. 

.. 8,00,000 

40,000 

Sundry Debtors 



.. 25,000 

Reserve Fund 




10,000 

Transfer Fees 




500 

Office Expenses 

Directors* Fees 



.. 2,500 




.. 1,500 


Cash at Bank 



.. 17,500 


Profit and Loss Account 




3,500 

Interest 




375 

Sundry Creditors 

.. 

• • .. 

. . 

2,125 

5% War Bonds (free of tax) Interest, 31st March & 30th Sept. .. 10,000 




Rs. 8,56,500 

8,56,500 


The books at the Colliery are balanced upto the same date, and the following Trial 
Balance is in due course despatched to the Head Office : — 

56 
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TRIAL BALANCE, 31at December 1943 


Head Office Account 
Remittance Account 
Capital Expenditure to 31-12-1942 
Additional Capital Expenditure during 1943 
Reserve for Depreciation 
‘'Wages 

>/ Stores Consumed 

Stocks and Stores on hand, 31-12-1943 
Trade Creditors 

Creditors for Rents, Royalties, etc. 
Redeemable Dead Rents 
•'Miscellaneous Colliery Expenses 
v'Royalties 
Cash in hand 
*'t>epreciation 
Coal Sales 


Rs. 

!! 40,000 

.. 7,50,000 
.. 1,00,000 

1,75,000 
.. 25,000 

.. 12,500 

Rs. 

8,00,000 

75,000 


7,500 


2,500 

2,000 


.. 10,000 
7,500 
500 

.. 12,500 

2,50,000 

Rs. 11,35,000 

11,35,000 


You are required to show (a) Journal entries incorporating the Branch figures in 
the Head Office Books; (b) the Accounts of the Company for the year ended 31st 
December 1943, as they would be submitted to the Shareholders, assuming them to be 
framed on the Double Account System. 


Solution 


JOURNAL ENTRIES 


Colliery Revenue Account 

To Colliery Account 

(Being the incorporation of the following 
Colliery Trial Balance 

Wages 

Stores Consumed 

Miscellaneous Expenses 

Royalties 

Depreciation 

items from the 
Rs. 

1,75,000 

25,000 

10,000 

7,500 

12,500) 

Dr. 

L.F.j 

i 

l 

Rs. 

2,30,000 

Rs. 

2,30,000 

Colliery Account 


Dr. 

| 

2,50,000 


To Colliery Revenue Account 



I 


2,50.000 

(Being the incorporation of Colliery Sales.) 



1 



Colliery Revenue Account 


Dr. 


20,000 


To General Revenue Account 




i 

20,000 

(Being transfer of Colliery Profit to General Revenue 





Account.) 






Colliery Capital Expenditure Account 


Dr. 


8,50,000 


„ Stock and Stores Account 

... ... 



12,500 


„ Redeemable Dead Rent Account 

... ... 

»» 


2,000 


„ Cash Account 

... ... 



500 


Remittance Account 

... 

tt 


40,000 


To Colliery Account 





9,05,000 

(Being the entry for incorporation of Colliery Assets, and 

i 




the transfer of remittances.) 






Colliery Account 


Dr. 


85,000 


To Colliery Reserve for Depreciation 





75,000 

„ „ Trade Creditors 





7,500 

„ „ Outstanding Creditors 





2,500 

(Being the incorporation *of Colliery 

Liabilities and 





Reserves.) 
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The Commercial Colliery, Ltd. 

RECEIPTS AND PAYMENTS ON CAPITAL ACCOUNT 


To 

Expenditure 

Expendi¬ 
ture to 
31st Dec. 
1942 

Expendi¬ 
ture during 
the year 

Total Ex¬ 
penditure 
to 31st 
Dec 1943 

By 

Receipts 

Receipts 
upto 31st 
Dec. 1942 

Receipts 
during 
the year 

Total upto 
31st Dec. 
1943 

Capital Ex¬ 

Rs. 

i ! 

! Rs. 

i 

Rs. 

16,000 Shares 

Rs. 

1 

Rs. 

penditure... 

7,50,000 

1 ,00,000 

i 

8,50,000 

of Rs. 50 each 
Balance carried 
to Gen. B/S. 

8 ,00,000 


8 ,00,000 

50,000 

Rs. 

7,50,000 

J 1 ,00,000 

8.50,000 

Rs. 

8 ,00,000 


8.50,000 


COLLIERY REVENUE ACCOUNT 


For the year ended 31 st December 1943 


To Stores Consumed 
„ Wages ... 

,, Royalties... 

„ Miscellaneous Expenses 
„ Depreciation 

„ Profit transferred to General 
Revenue Account 

Rs. 

25,000 

1,75,000 

7,500 

10,000 

12,500 

20,000 

By Coal Sales 

Rs. 

2,50,000 

i 

l 

i 

1 

Rs. 

2,50.000 

Rs. 

J 250,000 


GENERAL REVENUE ACCOUNT 


For the year ended 31st December 1943 


To Office Expenses 
„ Directors'Fees 
„ Balance transferred to Net 
Revenue Account 

Rs. 

Rs. 

2.500 

1.500 

16,500 

By Colliery Revenue A/c.—Profit J 
„ Transfer Fees 

Rs. 

Rs. 

20,000 

500 

20.500 

20,500 



[For Net Revenue Account see 

GENERAL BALANCE SHEET 

As at 31st December 1943 

next page 


Rs. 

Rs. 

Rs. 

To Reserve Fund 

10,000 

By Capital Account:— 


„ Reserve for Depreciation 

75,000 

Balance at debit thereof 

50,000 

„ Sundry Creditors:— Rs. 


„ Stock of Stores on hand 

12,500 

Head Office ... 2,125 


„ Sundry Debtors ... 

25,000 

Colliery ... 7,500 


„ Redeemable Dead Rents 

2,000 


9,625 

„ Investments 

10,000 

„ Outstanding Creditors for Rent, 


„ Interest due thereon 

125 

Royalties, etc. 

2,500 

„ Cash in hand ... 500 


* Net Revenue Account 

20,500 

„ „ at Bank ... 17,500 





18,000 

Rs. 

1,17.625 

Rs 

1,17.625 
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NET REVENUE ACCOUNT 


For the year ended 31st December 1943 



Rs. 


Rs. 

To Balance carried to Balance Sheet 

20,500 

By Balance from last year 
„ Balance from Revenue Account 
„ Interest 

3,500 

16,500 

500 

Rs. 

_20,500 

Rs. 

20,500 

__£V_ 





Problem 564 


The branches of a Multiple Shop Co. are supplied from the Head Office with 
goods at cost. The branches pay wages and minor items of petty cash, but otherwise all 
expenses are paid by the Head Office. From the weekly returns of the branches, the 
following summaries are prepared: — 



CASH ACCO 

UNT (B 

ranches) 

, Year 1943 


1943 


Rs. 

1943 


Rs. 

Jan. 1 

To Balance b/fd. 

1,200 

Dec. 31 

By Cash Purchases 

4,360 

Dec. 31 

„ Cash Sales 

4,13,680 

M »» 

„ Wages 

1,12,500 

M »• 

„ ,, on Ledger Accounts 

12,350 

99 9* 

„ Expenses 

2,320 





„ Amounts banked 

3,06,550 




*» »» 

„ Balance c/d. 

1,500 


Rs. 

4,27.230 


Rs. 

4,27,230 

1944 






Jan. 1 

To Balance bf± 

1,500 





DEBTORS' ACCOUNT 

(Branches), Year 1943 


1943 


Rs. 

1943 


Ra. 

Jan. 1 

To Balance btfd. 

890 

Dec. 31 

By Cash received 

12,350 

Dec. 31 

„ Sales 

14,350 


„ Allowances 

480 




N pp 

„ Balance c/d. 

2,410 


Rs. 

15,240 


Ra. 

15,240 

1944 






Jan. 1 

To Balance bid. 

2.410 





Branches Current Account (in Head Office books) appears in summarised form as 
follows: — 


1943 
Jan. 1 

1 

To Balances b/fd. :— 
Cash 

Debtors 

Stock 

1 Fittings 

Rs. 

1,200 

890 

16380 

10,000 

1 Rs. 

28,470 

236,500 

20,200 

32,300 

2,480 

1,000 

1943 
Jan 1 

Dec. 31 

M *• 

\ 

By Balance b/fd. 

„ Rent and rates 
„ Bank 
„ Balance c/d. 

... 

Rs. 

4,340 

3,06,550 

60 

Dec. 31 

m n 

To Goods ... ... 

„ Cash—rent and rates 
„ „ —salaries 

f# „ —sundry expenses ... 
„ „ —fittings 





1944 
Jan. 1 


Rs. 1 

3,10,950 



Ra. 

3,10,950 

To Balance b/d. 

... 

60 






On 31st December 1943, Stock at the branches was Rs. 20,400 ; liabilities were, for 
rant and rates Rs. 6,320 and for salaries Rs. 1,000. 

Prepare statement of branches trading for the year 1943 (writing off 10% on 
fittings) and complete the Current Account. 
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Solution 


BRANCHES PROFIT AND LOSS ACCOUNT 


For the year ended 31st December 1943 


To Opening Stock 
„ Goods from H. O. 

>i Purchases (Cash) 

,» Wages 

» Balance, being Gross Profit c/d. ... 

Rs. 

16,380 

2.26.500 
4,360 

1.12.500 
88,690 

By Cash Sales 
„ Credit Sales 

Rs. 

.. 4,13.680 

14,350 

Rs. 

4,28,030 

20,400 

„ Closing Stock 

... 

Rs. 

4,48,430 


Rs. 

4,48,430 

To Salaries ... 

„ Rent and Rates 
„ Sundry Expenses 
„ Expenses ... 

„ Allowances 

„ Depreciation, Fittings @ 10% ... 
„ Balance, being Net Profit 

33,300 

22,180 

2,480 

2,320 

480 

1,100 

26,830 

By Gross Profit b/d. 


88,690 

Rs. 

88,690 


Rs. 

88,690 

. . . ..._ .. . 

__ _ 

. . ..... 

_ __ 



Head Office Books 


BRANCHES CURRENT ACCOUNT 


1943 
Dec. 31 

Dr . | 

To Balance b/fd. 

„ Profit & Loss Account ... 
„ Balance c/d. 

Rs. 

60 

26,830 

7,320 

1943 
Dec. 31 

Cr. 

By Balance c/d. 


Rs. 

34,210 

1944 
Jan. 1 

■ 


Rs. 

34,210 

1944 
Jan. 1 


Rs. ' 

34.210 

To Balance b/d. 
Cash 

Debtors 

Stock 

Fittings 

1,500* 

2,410 

20,400 

9,900 

i 

1 

i 

i 

i 

: By Balance b/d. 

1 Rent & Rates 

Salaries 

6,320 

1,000 

7,320 


34,210 


i 







. _ _ 

_ 


y 

Problem 565 


A and B are Dry Fruit Merchants carrying on business in Bombay, Madras, 
Calcutta and Rangoon. 

The total sales during the year amount to Rs. 2,25,000 of which 30% is effected at 
Bombay, 20% at Madras, 40% at Calcutta and 10% at Rangoon. 

The direct cost of the goods sold amounts to Rs. 1,35,000 of which 25% is due by 
Bombay, 15% by Madras, 50% by Calcutta and 10% by Rangoon. Rents chargeable to 
the business amount to Rs. 3,600 and administration and other charges to Rs. 7,200, both 
chargeable as regards 20% to Bombay, 15% to Madras, 50% to Calcutta and 15% to 
Rangoon. 

Of the stocks in hand amounting to Rs. 60,000 it is necessary to write off 20%. Of 
the amount so written off, 25% arises at Bombay, 20% at Madras, 40% at Calcutta and 
15% at Rangoon. 

Show the total profit made, the amounts arising in the different towns, and the 
percentage on the turnover in each town, and on the whole. 







790 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


Solution PROFIT AND LOSS ACCOUNT 

_ For the ye ar ended . 


— 

Bombay 

Madras 

Calcutta 

Ran¬ 

goon 

Total 

— 

Bombay 

j Madras 

Calcutta 

Ran- * 

| * goon 

Total 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

To Direct Cost 












of Goods 












sold 

33,750 

20,250 67,500 

13,500 

1,35,000 

By Sales 

67,500 

45,000 

90,000 

22,500 

2,25,000 

„ Deprecia- 












t i on of 












Stock ... 

3,000 

2,400: 4,800 

1,800 

12,000 







„ Gross 












Profit c/d. 

30,750 

22,350117,700 

i 

7,200 

78,000 







Rs. 

67.500 

45,000 90,000 

'22,500 

225,000 

Rs. ; 

67\500 

45,0001 

90,000 

22,500 

2,25,000 

To Rent 

720 

540 

1,800 

i 540 

3,600 

By Gross 






„ Adminis¬ 





| 

Profit 1 





tration 






b/d. 

30,750 122,350 1 17,700 

| 7,200 

78,000 

Charges ..! 

1,440 1 

1,080 

3,600 

1,080 

i 7,200 





1 


„ Net Profit 

28,590 

20,730 12,300 

| 5,580 

i 67,200 





i 

! 


Rs. 

30.750 

22,350 17.700 

7,200 

| 78,000 

Rs. 

30,750122,350 |l7,700 

7,200 

78.000 

Percentage of 




1 








Ptofit on 












Turnover ... 

42*36 

46*06 

1367 

24*80 

29-87 








566 

The following is 


Problem 

the Trial Balance extracted from 
Outfitter, at 31st July 1943:— ✓ 

Stock at 31st July 194^/ 

Tailoring Department*' 

Hosiery Department 
Fancy Goods Department 
Sales— 

Tailoring Department 
Hosiery „ 

Fancy Goods Department 
Purchases— 

Tailoring Department 
Hosiery „ 

Fancy Goods Department 
Packing and Delivery Expenses 
Wages—Tailoring Department 
Discounts 
Rates and Water 
Lighting and Insurance 
Advertising 
Bad Debts 
Repairs 

Trade Expenses 
Salaries 

Interest on Bank Loan 
Interest on Mortgage 
Bank Overdraft 
Trade Creditors 

Mortgage on Freehold Property 
Capital Account 
Cash in Hand 
Book Debts 

Freehold Property at cost 
Drawings 

Furniture and Fixtures 


the books of A. B. 

Rs. Rs. 


2,800 

2,000 

2,100 


Dias, 


10,000 

6,400 

12,000 

700 

4,700 

225 

300 

550 

1,000 

300 

500 

4,000 

250 

850 


5 

12,000 

18,000 

2,500 

2,000 


Rs. 83,180 


17,500 

8,000 

18,080 


600 


3,000 

8,000 

17,000 

11,000 


83,180 
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You are required to prepare Departmental Trading Account and Profit and Loss 
Account for the year ended 31st July 1943, and Balance Sheet at that date, after making 


provision for the following : — 

Rs. 

Rates and Water paid in Advance 75 

Insurance paid in Advance .. 30 

Lighting owing ..180 

Trade Expenses owing .. .. 300 

Reserve 5% on Book Debts and 2£% on Trade Creditors for Discounts. 
Interest on Capital at 5%. Ignore interest on drawings. 

Depreciation of Furniture and Fixtures, 10%. 

Stock at 31st July 1943— Rs. 

Tailoring Department 3,000 

Hosiery Department .. .. 2,500 

Fancy Goods Department .. 2,200 


Any departmental apportionment, you may deem necessary, may be made on the 
basis of 40% each for Tailoring and Fancy Goods Departments and 20% for Hosiery 
Department. 


Solution 


A. B. Dias 

TRADING AND PROFIT & LOSS ACCOUNT 


For the year ended 31st July 1943 



Tailoring 

Hosiery 

Fancy 

Goods 

— ! Tailoring i Hosiery 

!f Rs. 

Rs. 

Rs. 

i Rs. | Rs. ! Rs. 

To Stock, 31st July 




By Sales ... ; 17.500 j 8,000 18,080 

„ Stock, 31st July i 

1942 

2.800 

2,000 

2,100 

„ Purchases 

10,000 

6,400 

i 

12,000 

1943 3,000 2,500 ; 2,200 

„ Wages 

4,700 


Gross Profit c/d. 

3,000 

2,100 

6,180 


Rs. 

20,500 

10,500 

20,280 

Rs. 1 20,500 10,500 20,280 

To Salaries 

1,600 

800 

1,600 

By GrossProfit b/d. 1 3,000 2,100 6,180 

„ Rates & Water... 
„ Lighting & Insu* 

60 

30 

60 


ranee 

180 

90 

180 


,. Trade Expenses 

320 

160 

320 

| 

„ Advertising ... 
„ Packing and deli¬ 

220 

110 

220 

| ! 

very Expenses 

280 

! 140 

280 


„ Repairs 
„ Depreciation on 

120 

j 60 

| 

120 

80 

1 

Furniture ... 

80 

40 


„ Departmental 

, 

670 

3,320 


Profit c/d. ... 

140 

• 

Rs. 

j 3,000 

2,100 

6,180 

Rs. !i 3,000 2,100 6,180 


I 



it 


PROFIT AND LOSS ACCOUNT— Contd. 


Rs. t 

To Bad Debts 1,000 

„ „ „ Reserve 600 

„ Interest on Bank Loan 
„ „ ,, Mortgage 

.Capital ...| 

„ Net Profit carried to Capital A/c. ! 


Rs. 


1,600 

250 

850 

550 

1,680 


Rs. 


4,930 


By Departmental Profit b/d. 
Tailoring 
Hosiery 
Fancy Goods 

„ Discounts 

Add Reserve for Dis¬ 
counts on Creditors 


Rs. ! 

I 

140 ( 
670 

3,320 ; 
600 1 
200 

Rs. ! 


Rs. 


4,130 

800 

4.930 
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A. B. Dus, Outfitter 
BALANCE SHEET 


As at 31st July 1943 


Capital and Liabilities 

Rs. 

Rs. 

Trade Creditors 

8,000 


Less Reserve for Discounts 

200 

7,800 

Bank Overdraft 


3,000 

Creditors for outstanding expenses ... 

480 

Mortgage on Freehold Property 
Capital Account 


17,000 

as at 31st July 1942 

11,000 


Add Interest on Capital 

550 


„ Profit 

1,680 

13,230 


Less Drawings 

2,500 

10,730 


Rs. 

39,010 

- -fcr - 

Problem 567 




Property and Assets 

Rs. 

Rs. 

Cash in hand 


5 

Expenses pre-paid 


105 

Book Debts 

12,000 


Less Reserve for Bad Debts 

600 




11,400 

Stock :— 

Tailoring 

3,000 

Hosiery 

2,500 


Fancy Goods 

2,200 


Furniture & Fixtures 

2,000 

7,700 

Less Depreciation 

200 

1,800 

18,000 

Freehold Property 

... 


Rs. 

39,010 


Tne Daily Needs, Ltd., has an Authorized Capital of 5,000 Shares of Hs. 10 each 
and a Subscribed Capital of 4,000 Shares, fully paid. The Company manufactures goods 
for sale at its own branches A and B, which confine their sales to the company’s own 
products. 

From the following Trial Balance extracted from the books of the Head Office and 
branches as at 31st December 1943, prepare, for submission to the directors, Trading and 
Profit and Loss Accounts for the Head Office and for each of the branches for the 
year ended 31st December 1943, and a Balance Sheet of the Company as a whole as 
on that date:— 

The Daily Needs, Ltd. 

TRIAL BALANCE 
31st December 1943 



H.O. 

Branch 

Branch 


H. O. 

Branch 

Branch 



A 

B 



A 

B 


Rs. 

Rs. 

Rs. 


Rs. 

Rs. 

Rs. 

Freehold Premises— 




Share Capital 

40,000 



Head Office 

30,000 





Branch A 

5,000 



Sundry Creditors ... 

6,500 

700 

400 

„ B 

7,000 






Goodwill 

Plant & Machinery— 

4,000 



Goods to Branch A ... 

55,000 



Head Office 
Fixtures & Fittings— 

3,000 



If M >» B... 

36,000 



Head Office 

600 



Sales (less Returns)... 


63,750 

40,140 

Branch A 

200 

. 




.. B 

200 



Profit & Loss Account 




Cash at Bank 

1,200 



(Balance) 

8,450 



„ in Hand 

50 

60 

40 




Stock in hand—1st 




Head Office Current 




January 1943 
Purchases (less Re¬ 

3,500 

1,200 

1,000 

Account 

i 

650 

2,200 

turns) 

48,000 







Wages 

32,400 

1,700 

1,400 





Salaries 

2,000 

500 

400 





Carriage to Branches 

2,500 



[ 




Carried over Rs. 

1,39,650 

3,460 

2,840 

Carried over Rs. 

1,45,950 

65,100 

42,740 
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TRIAL BALANCE—Contd. 

H. O. Branch A Branch B H. O. Branch A Branch B 



Rs. 

Rs. 

Rs. 


Rs. 

Rs. 

Rs. 

Brought over 

1,39,650 

3,460 

2,840 

Brought over 

1.45.950 

65,100 

42,740 

Rates & Taxes 

350 

200 

170 



General Expenses ... 
Goods from Head 

650 

1,600 

1,300 





Office 


55,000 

36,000 





Bad Debts 


640 

330 





Sundry Debtors 
Income-tax 

600 

4,200 

2,100 





Directors* Fees 

1,500 







Audit Fee 

Branch A—Current 

350 







Account... 

650 







„ B—Current 








Account... 

2,200 







Rs. 

1,45,950 

65,100 

42,740 

Rs. 

1,45,950 

65,100 

42,740 



1 1 






Stock in hand valued as on 31st December 1943 was : — 


Head Office Rs. 6,000 ; Branch A, Rs. 1,500 ; Branch B, Rs. 1,200. 

Write off following Depreciation— 

Head Office Plant and Machinery 10% ; Fixtures and Fittings 5%. 

Create Bad Debts Reserve Rs. 500. 

Write Rs. 500 off Goodwill. All carriage on the goods sent to Branches is paid by 
Head Office. 

Solution 

The Daily Needs, Ltd. 

TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31 st December 1943 


— 

H. O. 

Branch 

A 

Branch 

B 

i 

H.O. 

Branch 

A ■ 

Branch 

B 


Rs. 

Rs. 

Rs. 


Rs. 

Rs. | 

Rs. 

To Stock, 1st Jan. 




By Goods to 


1 


1943 

3,500 

1,200 

1,000 

Branches 

91,000 



„ Purchases (less 




„ Sales less Returns 


63,750 

40,140 

Returns) 

48,000 



„ Stock. 31st Dec. 




„ Goods from 




1943 

6,000 

1,500 

1,200 

Head Office ... 


55,000 

36,000 





„ Wages 

32,400 







„ Gross Profit c/d. 

13,100 

9,050 

4,340 





Rs. 

97,000 

65,250 

41,340 

Rs. 

97,000 

65,250 

41,340 


Rs. 

Rs. 

Rs. 


Rs. 

Rs. 

Rs. 

To Wages 


1,700 

1,400 

By Gross Profit b/d. 

i$ioo 

9,050 

4,340 

„ Salaries 

2,000 

500 

400 



1 


„ Rates & Taxes ... 

350 

200 

170 





„ General Expenses 

650 

1,600 

1,300 



i 


„ Carriage to 








Branches 

2,500 







„ Bad Debts 


640 

330 





„ Depreciation- 








Plant and 








Machinery ... 

300 







Fixtures and 








Fittings 

30 

10 

10 





„ Balance c/d. 

7,270 

4,400 

730 





Rs. 

13,100 

9,050 

4,340 

Rs. 

13,100 

9,050 

4,340 



--- 
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PROFIT AND LOSS ACCOUNT— Contd. 


' 

Rs. 

Rs. 

Rs. 

To Bad Debts Reserve 

500 

By Balance b/d.:— 


„ Directors'Fees 

1,500 

Head Office ... 7,270 


„ Audit Fees 

350 

Branch A ... 4,400 


„ Net Profit— 


Branch B ... 730 


Transferred to P. & L. App. A/c. 

10,050 


12,400 

Rs. 

12,400 

Rs. 

12,400 

PROFIT AND LOSS APPROPRIATION ACCOUNT 

. 

Rs. 


Rs. 

To Income-tax 

600 

By Balance from previous year 

8,450 

„ Amount written off Goodwill 

500 

,, Net Profit this year 

10,050 

„ Balance c/fd. 

17,400 



Rs. 

18,500 

Rs. 

18,500 

The Daily 

Needs, Ltd. 



BALANCE SHEET 


As at 31st December 1943 



(i 

Rs. 



Rs. II 

Rs. 


1 ! 


Goodwill 


4,000 i 


Authorised Capital— 



Less amount written off... 

500 ;i 


5,000 Shares of Rs. 10 each 


50.000 



--i ! 

3.500 


1 


Freehold Premises:— 




Issued, Subscribed and Paid up Share 


Head Office 


30,000 , 


Capital— 


Branch A ... 


5,000 : 


4,000 shares of Rs. 10 each 


40,000 

B ... 


7,000 ! 

1 

Sundry Creditors 

Rs. 



-I 

42,000 

Head Office 

6,500 

Plant & Machinery (H. O.) 

3,000 


Branch A 

700 

Less Depreciation 


300 


„ B 

400 




2,700 



7,600 

Fixtures and Fittings— 


Rs. 


Profit & Loss Appropriation 

Ac- i i 

Head Office ... 

600 



count—Balance 

... 

i 17,400 

Less Depreciation 

30 






-- 

570 ! 



Branch A ... 

200 

) 



Less Depreciation 

10 




! 


— 

190 1 




Branch B 

200 




I 1 

Less Depreciation 

10 

i 





— 

190 ! 



j 



-| 

, 950 




Stock-in-Trade — 





| 


Head Office ... 

... 

6,000 



1 


Branch A 

• • . 

1,500 



! 


.. B ... 


1,200 



| 





8,700 




Sundry Debtors—Branch A 

4,200 





H 

B 

2,100 







6,300 





Less Bad Debts Reserve 

500 








5,800 




Cash at Bank—Head Office 

. 

1,200 




Cash in hand—Head Office 

50 





Branch A... 

60 





»» 

B... 

40 








150 


Rs. 

65,000 



Rs. 

65,000 
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DEFICIENCY ACCOUNT 


Excess of Assets over Liabilities on 
1st January 1939 

Net Profit from 1st January 1939 to 
31st December 1913 ... 

Interest on Capital 
Partners* Salaries 

Deficiency as per Statement of 
Affairs ... 


£ 



£ 


Loss arising from Business from 


83,000 

1st January 1939 to 
December 1943 

31st 

22,500 

11,500 

Bad Debts as per List (I) 


18,650 

20,000 

Expenses other than usual trade Ex* 1 


7,500 

penses, viz., Partners’ Drawings... 

27,500 


Other Losses 

£ 


650 

On Works 

25,000 


1 1 

„ Consignments 

18,000 



„ Stock and Work-in- 



1 

Progress 

7,000 



„ Furniture & Fittings 
,, Bills Receivable 

1,000 



Discounted 

3,000 





54,000 

E 122,650 


£ 

122,650 






COST ACCOUNTS 
Problem 576 

From the following figures ascertained from the Costing Department of the 
Perfect Radios, Ltd., for the six months ended 30th September 1943, you are required 
to pass the necessary Journal entries to close the books and to prepare Ledger Accounts 
and Trial Balance: — 

31st March 30th Sept. 

1943 1943 

Rs. Rs. 

Work-in-Progress Account .. .. 1,24,000 99,200 

Stock of Finished Goods .. 97,400 1,02,500 

Stores on hand .. .. .. 64,000 90,100 

Purchases .. .. .. 3,00,000 

Carriage Inwards .. .. .. 4,500 

Stores Issued .. .. .. 2,76,000 

Productive Wages .. .. .. 2,66,400 

Unproductive Labour .. .. .. 93,600 

Works Oncost .. .. .. 2,68,000 

Materials used in repairs .. .. 2,400 

Cost of Completed Jobs .. .. .. 9,85,100 

„ Finished Goods sold .. .. 9,80,000 

Selling Expenses .. .. .. 22,500 

Office Administration .. 53,000 

Works Oncost allocated to Work-in-Progress .. 3,65,300 

Office Oncost allocated to Work-in-Progress .. 52,600 


Solution 


JOURNAL ENTRIES 


Stores Ledger Control Account 

To Cost Ledger Control Account 
(With the total amount of purchases for the period.) 

' 

. Dr. 

L.F. 

Rs. 

3,00,000 ; 

Rs. 

3,00,000 

Stores Ledger Control Account 

To Cost Ledger Control Account 
(For the amount of Carriage Inwards.) 

. Dr. 

• 

4,500 

4,500 

Work-in-progress Account 

To Stores Ledger Control Account 
(For the amount of Stores issued.) 

. Dr. 

i 

j 2,76,000 

1 

)_j 

2,76,000 
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JOURNAL ENTRIES— Contd. 




L.F. 

Rs. 

Rs. 

Wages Account 

To Cost Ledger Control Account 
(Being the Amount ot Wages as under :— 

Direct Rs. 2,66,400 

Indirect „ 93,600) 

Dr. 


3,60,000 

3,60,000 

Work-in-Progress Account 

To Wages Account 
(For the amount of Direct Wages.) 

Dr. 


2,66,400 

2,66,400 

Works Oncost Account 

To Wages Account 
(For the amount of Indirect Labour.) 

Dr. 

! 

93,600 

93,600 

Works Oncost Account 

To Cost Ledger Account 

(For the amount of Works Oncost other than Indirect 
Wages.) 

Dr. 

! 

2 .68,000 

2 ,68,000 

Works Oncost Account 

To Stores Ledger Control Account 
(For materials used in repairs.) 

Dr. ' 

i 

2,400 

2,400 

, Finished Goods Account 

1 To Work-in-Progress Account 

I (Being the Cost of completed jobs.) 

Dr. 

9,85.100 

9,85,100 

i 

| Cost of Sales Account 

To Finished Goods Account 
' (Being the Cost of Goods sold.) 

Dr. i 

9,80,000 

9,80,000 

' Cost of Sales Account 
; To Cost Ledger Control Account 

| (Being the amount of Sales Expenses.) 

Dr. , 

l 

i 

: 22,500 

22,500 

Office Oncost Account 

To Cost Ledger Control Account 
(Being the amount of Office administration charges.) 

Dr. ! 

j 53,000 1 

| j 

| 

j 53,000 

! Work-in-Progress Account 

To Works Oncost Account 
„ Office Oncost Account 

j (Being the allocation uf Works Oncost to Work-in- 
Progress Account.) 

Dr. 

4,17,900 ' 

| 

3,65.300 

52,600 

j Cost Ledger Control Account ... 

To Cost Sales Account 

| (Being the transfer of Balance from the latter Account.) 

Dr. 

; 10,02,500 

10,02,500 

Works Oncost Account 

To Cost Ledger Account 

(Being the transfer of the balance from Works Oncost 
Account.) 

Dr. 


1,300 

|j 

1,300 

Cost Ledger Control Account ... 

To Office Oncost Account 

(Being the transfer of the balance from Office Oncost 
Account.) 

Dr. 


| 400 

400 
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1943 
Sept 30 


1943 
April 1 

Sept. 30 


1913 
Oct. 1 


1943 
April 1 
Sept. 30 


1943 
Oct. I 


1943 
April 1 
Sept. 30 


1943 

Oct. 1 


~ 1943 
Sept. 30 


In the Cost Ledger 

COST LEDGER CONTROL ACCOUNT 


To Cost of Sales A/c.:— j 
Balance transferred 
„ Office Oncost A/c. :— j 
Balance transferred 
„ Balance c/d. 


Rs. 


Rs. 

1 

1943 


Rs. 


April 1 | 

By Balance b/fd. 

2,85,400 

10,02,500 

Sept. 30 

„ Stores Ledger Control 




Account—Purchases .. 

3,00,000 

400 


,, Stores Ledger Control 

2,91,800 


A/c.—Carriage Inwards 

4,500 



,, Wages Account 

3,60,000 



„ Works Oncost Account 

2 ,68,000 



,, Office 

„ Cost of Sales Account 

53,000 



—Sales Ex penses 
„ Works Oncost Account , 

22,500 



—Balance transferred 

1,300 

12,94.700 

1943 

Rs. 

j 12,94.700 


By Balance b/d. 

2,91,800 

Oct. 1 


WORK-IN-PROGRESS ACCOUNT 


To Balance b/fd. 

„ Stores Ledger Control 
A/c. Stores issued 
,, Direct Wages Account 
t , Works Oncost Account 
,, Office Oncost Account 


ks. 

,21,000 

,76,000 

.66,400 

.65.300 

52,600 


Rs. 10.84.300 


To Balance b'd. 


1943 Rs. 

Sept. 30 By Finished Goods Account! 

—Cost of completed jobs’ 9,85,100 
„ Balance c/d 99,200 


Rs. j 10,84.300 


99.200 

FINISHED GOODS ACCOUNT 
1943 


To Balance b/fd. 

,, Work-in-Progress A/c. 
—Cost of comp eted 
jobs 


Ks. 

97,400 


9,85,100 


Ks 


10.82.500 


To Balance b/d- 


1 , 02,500 


Sept. 30 By Cost of Sales Account.. 
„ Balance c/d. 


Rs. 

9,80,1)00 

1.02,500 


Rs. 10,82.500 


1*0 Balance b/fd. 

., Cost Ledger Control 
A/c.—Purchases 
„ Cost Ledger Control 
A/c.-Carriage Inwards 


STORES LEDGER CONTROL ACCOUNT 

Rs. J 1943 
64.000 1 Sept. 30 


Rs. 


3,00,000 

4.500 

3.68.500 


|To Balance b/d. 


By Work-in-Progress A/c. 

—Stores issued 
,, Works Oncost A/c.— 
Materials for repairs.. 
,, Balance c/d. 


Rs. 


Rs. 

2,76,000 

2,400 

90.100 

3,68,500 


To Cost Ledger Control 
Account 


90,100 
WAGES ACCOUNT 
1943 


Rs. 

3,60,000 


Rs. 


3,60.000 


Sept. 30 By Work-in-Progress A/c..- 
Direct Wages 
„ Works Oncost Account 
—Indirect Wages 


Rs. 

2.66,400 
93,600 
Rs. !, 3,60,000 
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WORKS ONCOST ACCOUNT 


1943 i 
Sept. 30 

To Wages A/c.—Indirect 
Labour 

„ Stores Ledger Control | 
A/c.—Materials for 
repairs 

„ Cost Ledger Control 
Account 

„ Cost Ledger Control 
Account—Balance 
Transferred 

1 Rs. 

93.600 

2,400 

| 2,68,000 

1 

| 1,300 

1943 

Sept. 30 

By Work-in-Progress A/c. 

| Rs. 

f 3,65,300 

i 

| 


Rs. 

3,65,300 


Rs. 

3,65.300 








OFFICE ONCOST ACCOUNT 


1943 1 

Sept. 30 To Cost Ledger Control 
Account ... 

1 Rs. 

53,000 

1943 , 
Sept. 30 

i 

By Work-in-Progress A/c. 

,, Cost Ledger Control 
Account—Balance 
Transferred 

Rs. 

52,600 

400 


Rs. 

53,000 


* Rs. 

53,000 








COST OF SALES ACCOUNT 


1943 ! | 

Sept. 30 : To Finished Goods Account 
„ Cost Ledger Control 

1 A/c.—Sales Expenses 

Rs. 

9 , 80,000 

22,500 

1943 
Sept. 30 

By Cost Ledger Control 
Account—Balance 
Transferred 

Rs. 

10,02,500 


i 

Rs. ! 

10,02.500 


Rs. 

10.02.500 

__ 

_ . - .. — _ _ 

_ 


_ _ 

__ 


TRIAL BALANCE 


Cost Ledger Control Account 
Work-in-Progress Account ... 
Finished Goods Account 
Stores Ledger Control Account 


Rs. 

2,91,800 

... 99,200 

... 1,02,500 
... 90,100 


Rs. 2,91.800 2,91,800 


Problem 577 

You are required to ascertain from the following figures what percentages of the 
total cost of the goods sold arises from the (a) Manufacturing, (b) the Selling, and 
(c) the Management Costs. You are further required to ascertain by what percentage 
the average Selling Price should be raised in order to double the Net Profit. 


ua. 

Opening Stock .. .. ., .. 1,12,500 

Work-in-Progress at Commencement .. .. 1,30,000 

Purchase of Direct Material .. .. .. 3,60,000 

Direct Wages .. .. .. .. 4,50,000 

Factory Oncost .. .. .. .. 2,40,000 

Selling Costs 80,000 

Management Costs (applicable to goods sold) .. 1,10,000 

Sales .. .. .. .. 15,70,000 

Closing Stock .. .. .. 1,25,000 

„ Work-in-Progress .. .. 1,60,000 

Sales of Scrap .. .. .. .. 2,000 

Carriage on Direct Material .. ,. ,, 6,800 
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Solution 

STATEMENT SHOWING TOTAL COST 


Opening Stock 

Work-in-Progress 

Purchase of Direct Materials 

Direct Wages 

Carriage on Purchases .. 

Less Closing Stock 
„ Work-in-Progress 

Rs. Rs. 

. 1,12,500 
. 1,30,000 
. 3,60,000 
. 4,50,000 

6,800 

10,59,300 

.. 1,25,000 
.. 1,60,000 

2,85,000 

Less Sales of Scrap 

Rs. 7,74,300 
2,000 

Prime Cost 

Factory Oncost 

= Rs. 7,72,300 

.. 2,40,000 

Manufacturing or Works Cost 
Management Cost 

= Rs. 10,12,300 

.. 1,10,000 

Cost of Production 

Selling Cost 

= Rs. 11,22,300 

80,000 


Selling or Total Cost 


- Hs. 12,02,300 


84.19% 

9.14% 

6.65%/ 


of Total Cost 


(а) Manufacturing Cost : 

(б) Management Cost : 

(c) Selling Cost : 

Notk. —It has been assumed that Stock and Work-in-Progress have been valued at 
Prime Cost. Hs. 

Sales .. .. 15,70,000 

Less Cost of Sales as above .. 12,02,300 


Net Profit = Rs, 3,67,700 


Net Profit = 23.42% of Selling Price. 

Therefore, in order to double the Net Profit, the Selling Price should be increased 
by 23.42%. 


Problem 578 


N. Robert commenced business on 1st January 1942 as a perambulator manu¬ 
facturer, making three standard types which he designates A, B and C. The following 
is his Trading and Profit & Loss Account for the year 1942 : — 


Rs. 

To Materials charged out .. 27,272 

„ Direct Labour .. 16,535 

„ Works Expenses .. 15,720 

„ Gross Profit c|d. .. 19,903 


a. p. 
3 0 
0 0 
0 0 
7 0 


Rs. 79,430 10 0 


To Office Expenses .. 11,150 0 0 

„ Net Profit .. 8,753 7 0 


Rs. a. p. 

By Sales .. .. 71,940 0 0 

„ Stock of finished peram¬ 
bulators .. 2,790 10 0 

„ Work-in-Progress on 
unfinished peram¬ 
bulators : — Rs. 

Materials .. 3,100 
Labour .. 800 

Works Oncost 800 

- 4,700 0 0 


Rs. 79,430 10 0 


By Gross Profits b|d. .. 19,903 7 0 


Rs. 19,903 7 0 


Rs. 19,903 7 0 


He has kept Cost Accounts in respect of each type charging out materials and 
labour at actual cost, “Works Oncost” at 100 per cent on labour and “Office Oncost” at 
20 per cent on “ Works Cost From the following information and the above particulars, 
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you are required to prepare (1) Statement showing profit per perambulator sold and 
total profit per Cost Accounts ; (2) Works Oncost Account; (3) Office Oncost Account; 
(4) Reconciliation of profits per Cost Accounts with Profit and Loss balance of 
Rs. 8,753-7-0. 




A 


] 

B 

1 

C 


Rs 

. a. 

!>. | 

Rs, 

. a. 

P- 

! Rs. 

. a. 

P- 

Average cost of materials per finished perambulator 

15 

6 

0 1 

16 

12 

0 

11 

6 

6 

Average cost of labour per finished perambulator 

9 

8 

0 ! 

11 

0 

0 

8 

12 

0 

Sale price per perambulator 

47 

0 

0 

52 

0 

0 

40 

0 

0 

Number of finished perambulators manufactured 


845 



470 



290 


Perambulators sold ... ... ... j 


820 



450 



250 



Solution 

MANUFACTURING ACCOUNT 
Showing Profit per Cost Books 


(B.Com.) 



Rs. 

a. p. 

To Sales ... 

... 71.940 

0 0 

,, Finished Stock Account 

... 2.790 

10 0 

„ Work-in-Progress ... 

... 4,700 

0 0 


Rs. 79.430 

10 0 




Rs a. p. 

By Materials ... ...( 27,272 3 0 

Direct Wages ... ...j 16,535 0 0 

„ Works Oncost (100 per cent i 

on labour) ... ...j 16,535 0 0 

„ Office Oncost (20% on Works ! 

Cost) ... ...j'12,068 7 0 

„ Net Profit ... .... 7,020 0 0 

Rs. j 79,430 10 0 


To Manufacturing Account 


To Manufacturing Account 


WORKS ONCOST ACCOUNT 

i Rs. V : Ks. a. i Rs 

...' 16,535 By A Dept/ - ... 8,027 8 i 

B „ ... ... 5,170 0 

„ C „ ... ... 2,537 8 

-1 15,735 

By Work-in-Progress Account ...j 800 

__ * I ^ 

Rs. ; 16.535 ' '' Rs. | 16,535 


OFFICE ONCOST ACCOUNT 

Rs. a. I. Rs. a. 
By A Dept. ... 5,809 6 ! 

„ B „ ... 3,642 8 

„ C * v • ... 1,676 9 

- 11,128 7 

By Office Oncost Suspense Account 940 0 

Rs. j; 12,068 7 



STATEMENT SHOWING RECONCILIATION BETWEEN PROFITS AS PER 
COST BOOKS AND FINANCIAL BOOKS 


Profit as per Profit and Loss Account (in Financial Booksy ' .Vf- 
Less Works Oncost—being excess amount charged in Cost Books 
„ Office Oncost —being excess amount charged in Cost Books 

i o *- t. -* y • 

Profit as per Cost Books 


Rs. a. Rs. a. 

8,753 7 

815 0 
918 7 

- 1,733 7 
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STATEMENT SHOWING PROFIT PER PERAMBULATOR 





A 



B 



C 




Rs. 

a. 

P- 

Rs. 

a. 

P. 

Rs. 

a. 

P. 

Cost of miterials per finished Perambulator 


15 

6 

0 

16 

12 

0 

11 

6 

6 

Cost of Labour 

••• ••• 

9 

8 

0 

11 

0 

0 

8 

12 

0 

Works Oncost—100% on labour 

... 

9 

8 

0 

11 

I 

0 

0 

8 

12 

0 


Works Cost ... 

34 

6 

o i 

38 

12 

0 

28 

14 

6 

Office Oncost—20% on works cost 

... 

6 

14 


7 

12 

o i 

5 

12 

6 

Total cost per 

Perambulator ... 

41 

4 

0 

46 

8 

0 

jir 

11 

0 

Sale price per Perambilator 


47 

0 

0 

52 

0 

0 ! 

! 40 

0 

0 

Less Total cost as above 

... 

41 

4 

0 

46 

8 

0 

34 

11 

0 

Profit per Perambulator Rs. 

5 

12 

0 

5 

8 

J) 

'L 5 

5 

0 


Problem 579 


The elements comprising the cost of a factory output for the three years 
1941, 1942 and 1943 were as under : — 



I 1941 

Rs. 

1942 f 
Rs. | 

1943 ✓ 
Rs. 

Materials 

1 ,20,000 

1 ,00,000 , 

1,40,000 

Labour 

61,000 

60,000 

62,000 

Works Oncost and Power 

24,000 

20,000 

28.000 

Administration Cost ... 

16,000 

16.000 , 

16,000 

Selling and Distribution Costs ... ... ... 

8.800 

8.000 j 

5.600 

Output (in tons) 

7,500 

1 6.250 ! 

8.750 


Following an examination of the figures, you are required to state on what basis 
you would allocate oncost in quoting for a contract to supply 10,000 tons of the commo¬ 
dity representing the whole output for the year 1944. 

What price would you quote, assuming there was no change in the organisation 
and that a profit of 10 per cent on works cost is considered adequate ? 

Solution 

It can be seen from the figures given in the problem that the Works Oncost and 
Power have varied proportionately with the Materials used in each of the years in 
question. The output too has varied in the same proportions, viz. 60 : 50 : 70. It would 
be more correct, on these grounds, to allocate Works Oncost on the basis of Materials 
rather than on Labour, which varies in the ratio of 61 : 60 : 62. An increase or decrease 
of 10 points in ratio of materials consumed or of output is more important than variation 
of 1 point in labour. 

Administration Cost has remained constant in the years given, and if it is assumed 
that they will remain so during the year 1944 despite the increase in output, the alloca¬ 
tion must be either on output or Materials basis, as they both vary in the same proportions. 

The tendency for Selling and Distribution Costs, however, is to reduce, whether 
there is a decrease or an increase in production. As the total output for the year 1944 
has been contracted for, there will be very little of Selling and Distribution Expenses. 
A figure may, therefore, be estimated, which will, of course, be lesser than any figure 


of the past three years. 

QUOTATION Rs. 

Raw Materials (at Rs. 16 per ton) .. 1,60,000 

Labour 63,000 

Works Oncost and Power .. 32,000 


Works Cost .. 2,55,000 
Administration Cost .. .. 16,000 

Selling and Distribution Costs (say) .. 3,500 

Profit of 10% on Works Cost .. .. 25,500 


Rs. 3,00,000 
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The above quotation may be regarded as accurate, provided there is no change 
in the organisation, which might affect Administration Costs, or in the rate of purchase 
of Raw Materials, Wages and Oncost Charges. 

It must have been noted that in the case of Labour, for every increase or decrease 
of Rs. 20,000 in Materials, there has been a corresponding increase or decrease in Labour 
Cost of Rs. 1,000, and hence, the figure of Rs. 63,000 for Labour in the above quotation. 

Problem 580 

The Cost Accountant of the Constructional Contractors, Ltd., Bombay, has 
prepared from his books the following “ Manufacturing Account ” and “ Cost 
Summary — 

MANUFACTURING ACCOUNT (COSTING DEPARTMENT) 



Rs. 


Rs. 

Completed Contracts 

.. 26,250 

| Wages 

.. 10,000 

Completed Stock 

.. 8,000 

| Direct Goods 

.. 2,500 

Balance, Work-in-Progress 

.. 11,220 

Stores 

.. 20,000 



Chargeable Expenses 

.. 1,200 



Works Oncost 

.. 7,500 



Office Oncost 

.. 4,270 


Rs. 45,470 

i 

Rs. 45,470 


COST SUMMARY 



Cost 

Sale or Con¬ 
tract price 

Profit 


Rs. 

Ks. 

Rs. 

Completed Contracts ... 

26,250 

34,000 

7,750 

Sales from Stock 

5,000 

7,000 

1 

2,000 

Profit as per Cost Accounts 

... 

Rs. 

i 

9,750 


The General Trading Account as prepared by the Accountant stands as follows: — 
TRADING ACCOUNT (GENERAL ACCOUNTS) 



Rs. Rs. 


Rs. 

Productive Wages 

.. 10,000 

Completed Contracts 

.. 34,000 

Direct Goods 

.. 2,500 

Sales from Stock 

.. 7,000 

Stores Purchased 

25,000 

Finished Stock on hand 

.. 3,000 

Less Stock in hand 

4,800 

Work-in-Progress 

.. 11,220 


20,200 



Chargeable Expenses 

.. 1,200 



Balance carried down 

.. 21,320 




Rs. 55,220 


Rs. 55,220 

To Works Expenses : — 


By Balance brought down 

.. 21,320 

Rent, Rates, etc. 

1,800 



Supervision Charges 

2,500 



Fuel 

950 



Repairs 

600 



Depreciation 

1,000 



General Expenses 

1,200 




8,050 



To Office Expenses : — 




Rent, Rates, etc. 

500 



Salaries 

1,700 



General Expenses 

1,500 




3,700 



To Balance, being Profit, as 



per General Accounts 

.. 9,570 




Rs. 21,320 


Ks. 21,320 
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It will be observed from the above information that the profits as shown by the 
General Accounts, viz., Rs. 9,570, is less than the profit as revealed by the Cost Accounts, 
viz., Rs. 9,750, by Rs. 180. 

You are required to prepare a statement reconciling the two sets of figures showing 
where the difference arises. 

Solution 

STATEMENT RECONCILING PROFIT AS PER COST ACCOUNTS WITH 
PROFIT AS PER GENERAL ACCOUNTS 

Rs. 

Profit as per Cost Accounts 9,750 

Add Difference between Office Oncost Rs. 4,270 and actual 
Office Expenses Rs. 3,700 (overcharged in Cost Accounts) 570 

10,320 

Less Difference between actual Works Expenses Rs. 8,050 
and Works Oncost Rs. 7,500 (undercharged in Cost 
Accounts) .. .. .. .. 550 


9,770 

Less Difference in item of Stores consumed undercharged 

in Cost Accounts .. .. .. .. 200 

Profit as per General Accounts Rs. 9,570 


Problem 581 

/The following extract of costing information relates to Commodity X for the 
half-year ended 31st December 1943 : — 


Rs. 

Purchases of Raw Materials .. .. 60,000 

Direct Wages .. 50,000 

Rent, Rates, Insurance and Works Oncost .. 20,000 

Carriage Inwards .. .. .. 720 

Stock:—1st July 1943 

Raw Materials .. .. .. 10,000 

Finished Product—1,000 tons .. .. 8,000 

Stock:—31st December 1943 

Raw Materials .. .. 11,120 

Finished Product—2,000 tons .. .. 16,000 

Work-in-Progress, 1st July 1943 .. 2,400 

Work-in-Progress, 31st December 1943 .. 8,000 

Cost of Factory Supervision .. .. 4,000 

Sales—Finished Product .. .. 1,50,000 


Advertising, Discounts allowed and Selling Costs— 
8 annas per ton sold. 16,000 tons of commodity 
were produced during the period. 


You are required to ascertain:— 

(a) The value of the raw materials used. 

(b) The cost of the output for the period. 

(c) The cost of the turnover for the period. 

(d) The net profit for the period. 

(•) The net profit per ton of the commodity. 
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Solution Commodity X 

PRODUCTION ACCOUNT 
For the half year ended 31 st December 1943 


Rs. 

Rs. 


Rs. 

To Work-in-Progress 

2,400 

By Work-in-Progress (at end) 

8,000 

„ Materials Consumed — 


,, Prime Cost of Goods 


Opening Stock ... 10,000 


Manufactured 

1,04,000 

Purchases ... 60,000 




70,000 

1 



Less Closing Stock 11,120 

! 




! 58,880 



„ Carriage Inwards ... ...i 

720 



„ Direct Wages 

j 50,000 

1 


Rs. 

1,12,000 

Rs. 

1,12.000 

To Prime Cost of Manufactured Goods 

| 1,04,000 

By Cost of Finished Goods ...j 

1,28,000 

„ Rent, Rates, Insurance and Works 

1 



Oncost 

1 20,000 



„ Factory Supervision... 

; 4,000 



Rs. 

1,28.000 

Rs. 

1,28,000 

Tons. 

Rs. 

Tons. 

Rs. 

To Stock of Finished Goods— 


By Sales ... 15,000 

1,50,000 

1st July 1943 1,000 

8,000 

„ Stock of Finished 


„ Cost of FinishedGoods 16,000 

1,28,000 

Goods at end 2,000 

16,000 

„ Advertising, Discounts 




and selling costs 

7,500 



„ Net Profit 

22,500 



17,000 Rs. 

1,66,000 

;' 

17,000 Rs. 

1,66,000 


According to the above working, 

(a) The value of raw materials used comes to Rs. 58,880. Usually, the item of 
Carriage Inward is added to Raw Materials Cost. If an amount representing carriage on 
closing stock of Raw Materials is taken out from the total carriage, the balance may 
be added to the other cost of raw materials consumed. 

(b) The cost of the output for the period is Rs. 1,28,000. 

(c) The cost of turnover for the period is Rs. 1,27,500 (— 15,000 tons X Rs. 8 per 
ton -f Rs. 7,500 for Advertising, etc.). 

(d) The net profit for the period is Rs. 22,500. 

(e) The net profit per ton of the commodity is Re. 1-8-0. 


Problem 582 

Product X yields by-products Y and Z. 

The joint expenses of manufacture are : — 
Materials 
Labour 
Oncost 


Rs. 

5,000 

4,000 

4,500 


Rs. 13,500 


expenses are as follows : 

X 

Y 

Z 

Materials 

.. 1,000 

800 

900 

Labour 

.. 1,200 

700 

850 

Oncost 

.. 1,300 

500 

750 


Rs. 3,500 

2,000 

2,500 


The Selling Prices are Rs. 21,000 10,000 9,000 

The Estimated Profits on Sales are 50% 50% 331|3% 

Show the manner in which you would apportion the joint expenses of manufacture. 
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Solution 


— 

x 

Y 1 

t 

z 


: Rs. 

Rs. ! 

Rs. 

Selling prices 

... i 21,000 

io,ooo: 

9,000 

Less Estimated Profit on Sales ... 

... 10,500 

5,000 , 

1 

3,000 


10,500 

5,000 ' 

6,000 

Less Subsequent Expenses 

| 3,500 

i 2,000 

2,500 

Total Joint Expenses apportioned (Process No. 1) 
Subsequent Expenses (Process No. 2) 

7,000 

3,000 

3,500 

Materials 

1,000 ! 

800 

900 

Labour 

1.200 

i: 700 

850 

Oncost 

1,300 

j 500 

750 

Total Expenses of both Processes 

Rs. |. 10,500 

5,000 

6.000 


Problem 583 


The information given below is extracted from the Cost Accounts of a Factory 
producing a commodity in the manufacture of which three processes are involved. 
Prepare Process Cost Accounts showing the cost of the output and the cost per unit at 
each stage of manufacture. 

(1) The operations in each separate process are completed daily. 

(2) The value at which units are to be charged to Processes “ B ” and “ C ” is the 
cost per unit of Processes “ A ” and “ A ” plus “ B ” respectively. 


Process 

A 

B 

c 


£ 

£ 

£ 

Direct Wages 

640 

1,200 

2,925 

Machine Expenses 

360 

300 

360 

Factory Oncost 

200 

225 

240 

Raw Materials Consumed 

2,400 

Units 

Units 

Units 

Production (gross) 

Wastage 

.37,000 

1,000 

1,500 

500 

Stock, 1st July 1943 


4,000 

16,500 

Stock, 31st July 1943 


1,000 

5,500 


(Incorporated Accountants.) 

Solution 

Process Cost Accounts 


To Raw Materials 
„ Direct Wages 
„ Machine Expenses 
„ Factory Oncost 


To Stock, 1st July 1943 
M Transfer from Process A .. 
„ Direct Wages 
„ Machine Expenses 
„ Factory Oncost 


PROCESS A 


... 

£ 

2,400 

640 

360 

200 

By Transfer to Process B 
Normal Wastage 

Cost per Unit, 2/* 

Units 
... 36,000 
... 1,000 

£ 

3,600 

£ 

j 3.600 


£ 

3,600 







PROCESS B 



Units 

4,000 

36,000 

£ 

400 

3,600 

1,200 

300 

225 

By Transfer to Process C 
„ Stock, 31st July 1943 
Normal Wastage 

Cost per Unit, 3/- 

Units 
... 37,500 
... 1,000 
... 1,500 

£ 

5,625 

100 

£ 

5,725 


£ 

5.725 









816 


TYPICAL PftOfiLEMS IN ADVANCED ACCOUNTING 


PROCESS C 


- - —-— 

Units 

II £ 

- ■.-• - ■ 

Units 

1 £ 

To Stock, 1st July 1943 

16,500 

|l 2,475 

By Finished Goods 

... 48,000 

! 10,800 

„ Transter from Process B ... 

37,500 

1 5,625 

„ Stock, 31st July 1943 

... 5,500 

825 

„ Direct Wages 
„ Machine Expenses 
„ Factory Oncost 

£ 

2,925 

360 

240 

1 

_11 *625 

Normal Wastage 

Cost per Unit, 4/6 

500 

£ 

~ j 

jj 1,625 


It has been assumed that the stocks consist only of raw materials at each stage of 
production, and not units which have been subjected to the process. 


Problem 584 

A firm manufactures a standard article in three qualities, of which they 
produced during the year 1943 : — 

500 articles of quality X 
1,000 „ „ „ Y 

1,200 „ „ „ Z 

The stocks of Finished Goods at 1st January 1943 were : — 

Quality X 60 articles ; Quality Y 40 articles ; Quality Z 76 articles. 

Sales during the year 1943 were : — 

Quality X 510 articles at Rs. 60 

„ Y 960 „ „ „ 67-8 

Z 1,248 „ „ „ 75 

and the following figures, in respect of the year, were extracted from the books of 


accounts :— Rs. 

Work-in-Progress at 1st January 1943 .. .. 15,000 

Work-in-Progress at 31st December 1943 .. 18,000 

Cost of Raw Materials used in manufacture .. .. 43,500 

Cost of Stores used in manufacture .. .. 6,000 

Manufacturing wages .. .. .. 78,000 

Depreciation (Works) .. .. .. 9,000 

Works Oncost .. .. .. 16,500 


From the above particulars, prepare Manufacturing and Trading Account for the 
year, showing the amount of Gross Profit carried to Profit & Loss Account; assume that 
the rate per cent of Gross Profit is the same for all the three kinds of articles. 


Solution 

MANUFACTURING AND TRADING ACCOUNT 
For the year ended 31st December 1943 




Rs. 


Rs. 

Rs. 

To W or k-in-Progress ... 
„ Raw materials used ... 
„ Stores consumed ... 
„ Manufacturing Wages 
„ Depredation (Works) 
„ Works Oncost 


15,000 

43.500 
6,000 

78.000 

9,000 

16.500 

By Cost of Production: 
Quality X 
„ Y 

„ z 

24,000 

54,000 

72,000 

1,50,000 

18,000 


„ Work-in-Progress ... 



Rs. 

1,68,000 


Rs. 

1,68,000 

To Stock: X60@ Rs. 48 
Y40@ ,, 54 
Z 76 @ „ 60 

2,880 
2,160 1 
4,560 

1 

1 

9,600 

1,50,000 

37,800 

By Sales: X 510 @60/- 
X 960 @67/8 
Z 1,248 @ 75/- 

30.600 
64,800 

93.600 

1,89,000 

8,400 

„ Production: X 500 
Y 1,000 
Z 1,200 

24,000 

54,000 

72,000 

„ Stocks: X 50 @ 48 

Y 80 @ 54 

Z 28 @60 

2,400 

4,320 

1,680 

„ Gross Profit—20% ... 





Rs. 

1,97,400 


Rs. 

1,97,40ft 

......... ..... 





' 
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Notes.—(1) As the rate per cent of Gross Profit is the same in the case of all 
three qualities, the cost of production must be in direct proportion to the Selling Price 
of the articles produced, i.e. X 500 X 60 = Rs. 30,000; Y 1,000 X 6718 = Rs. 67,500; 
Z 1,200 X 75 = Rs. 90,000. 

Rs. 

X 20/125 X 1,50,000 = 24,000 

Y 45/125 x 1,50,000 = 54,000 

Z 60/125 X 1,50,000 = 72,000 

(2) In the absence of necessary figures, it is assumed that the cost of production 
in the previous year was the same per article. 

(3) The Gross Profit per quality is : — Rs. 

X 510 X (60 - 48) = 510 X 12 ~ 6,120 

Y 960 X (67/8 - 54) - 960 X 13/8 = 12,960 

Z 1,248 X (75 - 60) 1,248 X 15 = 18,720 

Rs. 37,800 

Problem 585 


The Cost Ledger of Eastern Motox's, Ltd., showed the following balances as at 
1st January 1943 : — 


Stores Ledger Account 



Rs. Rs. 

.. 1,05,000 : 

Work-in-Progress Account 



.. 78,400 

Finished Goods Account 



.. 55,800 

Works Oncost Account 


.. 

1,000 

Administration Oncost Account 


. . 

600 

Cost Ledger Control Account 


•• 

' 2,38,800 


Rs. 2,39,800 ! 2,39,800 


Further balances resulting from the operations for the year ended 31st December 
1943 were : — 


Rs. 

Stores Purchases .. .. 3,60,000 

Stores issued to Production Orders 3,93,000 
Stores issued to Works and 
Repairs Orders .. 15,000 


Rs. 


I 


Wages 
Productive Labour 
Unproductive Labour 
Carriage inwards 


Works Oncost allocated to Pro¬ 
duction Orders .. .. 1,79,000 

Works Expenses .. .. 1,40,000 

Administration Expenses .. 18,000 

6,15,000 I Administration Oncost allocated 

5,90,000 ! to Production Orders .. 18,400 

25,000 | Goods finished during the year 11,72,000 

6,000 i Finished Goods sold ..12,00,000 

| Sales Expenses .. .. 13,400 

Prepare the necessary accounts in the Cost Ledger, and a Schedule of Balances 
for the year ended 31st December 1943. Also explain what each balance represents. 


Solution 


STORES LEDGER ACCOUNT 




] 

Rs. 

”! 

| ) 

Rs. 

1943 



1943 

. 


Jan. 1 

To Balance b/fd. 

1,05,000 

Dec. 31 

By Stores issued to Pro- 


Dec. 31 

„ Purchases 

3,60,000 


duction Orders 

3,93,000 


„ Carriage Inwards 

6,000 

i 

„ Stores issued to Works 




and Repairs Orders 

15,000 





„ Balance c/d. 

63.000 

1944 

Rs. 

4,71.000 


Rs. 

4,71,000 

To Balance b/d. 

63,000 




Jan. 1 


52 
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WORK-IN-PROGRESS ACCOUNT 


1943 
Jan. 1 
Dec. 31 

i 

i 

! To Balance b/id. 

| „ Stores 
„ Wages ... 

„ Works Oncost 
„ Administration Oncost 

Rs. 

78.400 
3,93,000 
5,90,000 

! 1,79,000 

18.400 

1943 
Dec. 31 

By Finished Goods 
„ Balance c/d. 

... 

Rs. 

11,72,000 

86,800 

1944 
Jan. 1 

, 

Rs. 

12,58,800 



Rs. 

12,58,800 

To Balance b/d. 


86,800 







FINISHED GOODS ACCOUNT 



1943 
Jan. 1 
Dec. 31 

; 

To Balance h/fd. 

„ Work-in-Progress 

Rs. 

55,800 

11,72,000 

1 

1943 
Dec. 31 

By Cost of Sales 
„ Balance c/d. 


| Rs. 

12,00,000 

27,800 

1944 
Jan. 1 


Rs. 

12,27,800 



Rs. 

12,27,800 

To Balance b/d. 

... 

27,800 




i 



WORKS ONCOST ACCOUNT 



1943 
Dec. 31 

To Stores—Works & Re¬ 
pairs ... 

„ Wages ... 

„ Expenses ... 

Rs. 

15,000 

25,000 

1,40,000 

1943 
Jan. 1 
Dec. 31 

j By Balance b/fd. 

1 „ Work-in-Progress 

1 

i 

...1 

...i 

l 

i 

Rs. 

1,000 

1,79,000 



Rs. 

1,80,000 


i 

1 

Rs. j 

i 1,80,000 

— 

—. - _ __ 




1 

!i 



ADMINISTRATION ONCOST ACCOUNT 



1943 
Jan. 1 
Dec. 31 | 

To Balance b/fd. 

„ Expenses... 

... 

1 

Rs. 

600 

18,000 

1943 
Dec. 31 

i i 

| : 

j By Work-in-Progress 
! „ Balance c/d. ..J 

1 i 

Rs. 

18,400 

200 

1 

1944 
Jan. 1 


Rs. 

L _1W00 


! 

i 

Rs. 

18,600 

To Balance b/d. 

> ^ \ ; Jj,. 


! 200 


i 

1 

i 

j 





WAGES ACCOUNT 



1943 
Dec. 31 

I 

To Cost Ledger Control 
Account ...j 

Rs. 

6,15,000 

1943 
Dec. 31 

By Work-in-Progress 
,» Works Oncost 

... 

Rs. 

5,90,000 

25,000 



Rs. 

1 

6,15,000 



Rs. 

6,15,000 



COST OF SALES ACCOUNT 



1943 
Dec. 31 

To Finished Goods 
„ Selling Expenses 

... 

Rs. 

12,00,000 

13,400 

1943 
Dec. 31 

By Cost Ledger Control j 
Account 

Rs. 

12,13,400 



Rs. 

12,13,400 



Rs. 

12,13,400 


If 
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COST LEDGER CONTROL ACCOUNT 



Rs. 

1943 


Rs. 

To Cost of Sales 

12,13,400 

Jan. 1 

By Balance b/fd. 

238,800 

„ Balance c/d. 

1 i 

1 

i 

1,77,800 

Dec. 31 

„ Purchases ... 

„ Wages 

,, Carriage Inwards 
„ Works Expenses 
„ Administration Expenses 
„ Sales Expenses 

3,60,000 

6,15,000 

6,000 

1,40,000 

18,000 

13,400 

I Rs. 

13,91,200 

i 

1 

.1944., 
Jan. 1* 

Rs. 

By Balance b/d. 

13,91,200 

1,77,800 


TRIAL BALANCE 
As at 31st December 1943 




Rs. 

Rs. 

Stores Ledger Account 

.. ... 

63,000 r 


Work-in-Progress Account ... 

.. ... 

86,800 ij 


Finished Goods Account 

.. ... 

27,800 


Administration Oncost Account 

Cost Ledger Control Account 


200 | 

1,77,800 


Rs. 

1,77,800 ji 

1,77.800 


Notes. —It is assumed that (1) Works and Repairs orders are only service orders 
for repairs and maintenance ; (2) carriage has been added to the issue price of stores, 
and the requisitions valued accordingly. 

The following is an explanation of the above balances : — 

Stores Ledger Account. This balance in the Cost Ledger represents the total of the 
individual balances appearing in the Stores Ledger. 

Work-in-Progress. This is a “ Control ” account for all jobs and contracts accounts 
appearing in the Cost Ledger, and therefore the balance on this account must equal 
the balances on all jobs accounts. 

Finished Goods Account. This again is a “ Control ” account for the Stock Ledger, 
and represents the cost of Finished Goods unsold. 

Administration Oncost Account. The debit represents the amount by which such 
Oncost is under-allocated. As there is also an opening debit balance, it shows that a 
revision in the Oncost rate is necessary. It may be advisable to transfer this debit to 
the Cost Ledger Control Account, without disturbing the rate. 

Cost Ledger Control Account. This is similar to the Capital Account in the finan¬ 
cial books and the balance on this account is equal to the total of the debit balances 
(less any credit balances remaining in the Cost Ledger). 

HOLDING COMPANIES 

Problem 586 

While preparing the annual Accounts and Balance Sheet of the Indian Traders, 
Ltd., whose business consists of exports and lending of money, the following points arise, 
and you are requested to state how they should be dealt with: — 

(1) The following shares are held in other Companies:— 

(a) 50,000 Ordinary Shares of Rs. 10 each fully paid are held in the A. B. C. Co., 
Ltd., which has a subscribed capital of 75,000 Ordinary Shares of Rs. 10 
each and 20,000 Cum. Preference Shares of Rs. 10 each fully paid. The 
shares were acquired at Rs. l£-8 each, each share carrying one vote and 
the company does not possess any extraordinary power as to appointment 
of directors beyond their ordinary right as shareholders. 
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(b) 50,000 Ordinary Shares of Rs. 10 each, Rs. 7-8 per share paid up in the 
X. Y. Z. Co., Ltd., with a subscribed capital of 1,20,000 Ordinary Shares of 
Rs. 10 each, Rs. 7-8 per share paid up with no power to appoint directors 
beyond the right as shareholders. The shares were acquired at Rs. 6 each. 

(c) 15,000 Ordinary Shares also in the X. Y. Z. Co., Ltd., as security only in 
respect of a loan of Rs. 30,000 granted to one of its constituents. 

(2) A loan of Rs. 45,000 in the ordinary course of its business to one of its own 
directors, which was repaid within the financial period. 

(3) Debentures of Rs. 75,000 issued as collateral security against a loan from the 
Bankers which was repaid. The debentures are still held by the bankers. 

Solution 

(1) Holdings in other Companies: — 

(a) The A. B. C. Co., Ltd. must be regarded as a subsidiary of the Indian 
Traders, Ltd., inasmuch as the latter holds over 50 per cent Share Capital 
of the former Company. The holdings in the A. B. C. Co., Ltd. will have 
to be separately stated in the Balance Sheet of the Indian Traders, Ltd. 

(b) The holding of 50,000 Ordinary Shares out of the total Share Capital of 
1,20,000 Ordinary Shares does not make X. Y. Z. Co., Ltd., a subsidiary of 
the Indian Traders, Ltd. Besides, the latter company has no right to appoint 
a majority of directors on the board of the former company. 

(c) The 15,000 Ordinary Shares held in X. Y. Z. Co., Ltd., as security for loan 
granted to one of the constituents cannot be counted for the purpose of 
making X. Y. Z. Co., Ltd. subsidiary to the Indian Traders, Ltd. as lending 
of money is the usual business of the latter company. 

The items (b) and (c) need not therefore be shown separately in the Balance 
Sheet of the Indian Traders, Ltd. 

(2) As the loan granted to its Director is in the ordinary course of the company’s 
business and as the same has been repaid before the date of the financial close, there is 
no need to make any mention thereof in the Balance Sheet. 

(3) .It is necessary to make a note in the Balance Sheet to the effect that Deben¬ 
tures of Rs. 75,000 lodged with the bankers as collateral security against a loan are 
still held by them although the loan has been repaid. 


Problem 587 

The directors of Holding Company, Ltd., desire to present to the members a 
Consolidated Balance Sheet as on 31st December 1943, of the whole undertaking, incor¬ 
porating the Company’s interest in the assets and liabilities of X, Ltd., and Y, Ltd. 

Draft such a Balance Sheet with full details. 

The following is an abstract of the draft Balance Sheets of the three Companies 
as on 31st December 1943. 


Cr. Balances 

Share Capital, Ordinary Shares of Rs. 10 each fully paid 
Five per cent First Mortgage Debentures 
Capital Redemption Reserve Fund 
Share Premium Account— 

(Premium on issue of 5,000 Shares issued in payment 
for 7,500 Shares in X, Ltd.) 

Sundry Creditors 

Bills Payable (issued to Holding Co., Ltd.) 


Holding 

X, Ltd. 

Y, Ltd. 

Co., Ltd. 



Rs. ! 

Rs. | 

Rs. 

4,00,000 ! 

2,00,000 

1,00,000 

1,10,000 

,20,000 

50,000 , 

1,60,000 

80,000 | 
32,000 ! 

40,000 


Profit and Loss Account:— 

Balance on 1st January 1943 

Add Interim Div. from Y, Ltd. 
Profit for year to date 

Less Interim Div. of 20% 

Rs. 

62,500 

7,500 

80,000 

1,50,000 

i 

16,000 

j 34,000 

50,000 

20,000 

30,000 


Rs. 

m 

7,60,000 

3,12,000 

Rs. 

3,00,000 
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Dr . Balances 

Goodwill at cost 

Land. Buildings, Plant and Machinery at cost 

... 

Holding ] 
Co. Ltd. j 
Rs. 
6,000 
88,000 


X, Ltd. 

Rs. 

36,000 

80,000 

Y, Ltd. 

Rs. 

70,000 

Investments at cost— 

15,000 Shares in X, Ltd. 

5,000 „ „ Y, Ltd. 

* 

5,000 „ „ Y, Ltd. 

2.000 „ „ X. Ltd. 

Stocks, as valued by Company’s Officials ... 

Rs."* 

1,50,000 

1,00,000 

2,50.000 

1,00,000 


1,00,000 

50,000 

40,000 

40,000 

Sundry Debtors 


1,80.000 


10,000 

70,000 

Bills Receivable (accepted by X, Ltd.) 

Balances at Bankers 


16,000 

1,20,000 


4,000 

80,000 

Profit and Loss Account— 

Balance on 1st Jan. 1943 

Deduct Interim Div. from Y, Ltd. 

Add Loss for year to date 

Rs. 

7,60,000 

20,000 

7,500 

12.500 

19.500 

Rs. 

32,000 

3,12,000 

3,00,000 


Note.— Holding Company, Ltd. had contingent liabilities in respect of (a) Bills dis¬ 
counted Rs. 16,000 and (b) a guarantee of the Debentures' issued by Y, Ltd. 

Holding Company, Ltd. and X Co., Ltd., both purchased their shares in Y, Ltd., on 
1st January 1943. 

Holding Company, Ltd. purchased the 15,000 Shares in X, Ltd. on 1st January 1942, 
when the debit balance on the latter Company’s Profit and Loss Account was Rs. 16,000. 
Y. Ltd. purchased the 2,000 Shares in Holding Co., Ltd., on 1st January 1943. 

Solution 

CONSOLIDATED BALANCE SHEET OF HOLDING CO., LTD.. AND 
ITS SUBSIDIARY COMPANIES 
As at 31st December 1943 


i Rs. i Rs. I 

Share Capital-Holding 
Co., Ltd., Ordinary 
Shares of Rs. 10 each j : 4,00,000 

Less held by Subsi- : ' 

diary Y, Ltd. ... : ! 20,000 

Proportion of Shares of j 
X, Ltd. held by out-1 
side Shareholders... 

5% Mortgage 
Debentures, Y, Ltd., 
guaranteed b y 
Holding Co., Ltd. ... j | 

Capital Reserve, Y,Ltd. I i 

Capital Redemption ! 

Reserve Fund ... 20,000 

P. & L. Account (see 
below) ... 16,000 

Less Proportion at* 36,000 

tributable to X, 

Ltd. \ ... i8,ooo; 

18,000j 

Proportion of Y, Ltd. 

Capital Reserve at¬ 
tributable to X, Ltu. 

(as above) ... 18,000 

Carried over Rs. 18,000 18,0001 


Rs. Rs. Rs. 

Goodwill:— 

Holding Co., Ltd. 

X, Ltd. 36,000, 

Cost of Shares in 
X, Ltd. 1,50,000 

3,80,000 Less Premium 
on S h a r e s 
issued in ex- 
50,000 change of 

Shares ... 50,000 

1,00,000 

Less Nomi- 

1,10,000 na ] value 1.50,000 

credit 50,000 
Less Loss 
at date 
of acqui¬ 
sition 16,000 
Less At¬ 
tributa¬ 
ble to 
outside 
Share¬ 
holders 4,000 

-12,000 

Cr. 38,000; 
Cr. 2,000 

5,40,0001 Carried over Rs. 2,000 


Rs. 

6,000 


6,000 
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Brought over 18,000 18,000 5,40,0 

Less Attributable to 
X, Ltd., Outside 
Shareholders—Jth 4,500 


Carried to Goodwill! 
(i Contra ) 


Sundry Creditors:— ! 
Holding Co„ Ltd.... 

X, Ltd. ... 

Y, Ltd. ...i 

Bills Payable, X, Ltd. 

Less held by Holding 
Co., Ltd. 

Profit & Loss 
Account:— 

Holding Co., Ltd.... i 

Less Proportion ap¬ 
plicable to Shares 
purchased by Y, 

Ltd. at date of pur¬ 
chase l/20th of 
Rs. 62,500 

Y Ltd. ...30.000! 

Less Profit at date ! 

of acquisition of 
Shares transferred j 

to Capital Reserve! 16,000 


14,000 

Less Attributable to 
Shares held by X,; 

Ltd., i ...[ 7,000 


1,60,000 

80,000 

40,000 


• 2,80,000 


11,50,000 


3,125 
11,46,875 


Less X, Ltd., Profit! 
& Loss Account; 
(per contra) | 


7,000 

1,53,875 


-1,47,125 


Carried over 


Rs. 9,83,125 


,ANCE SHEET— Contd. 


Ks. 

Rs. 

Rs. 

Brought over 

Cost of Shares 
in Y, Ltd. ... 2,00,000 
Less Nomi¬ 
nal value... 1,00,000 

1,00,000 

Less Capital 

Reserve (per 
contra) 31,500 

2,000 

6,000 

. - 

68,500 


| 

66,500 

Premium on Purchase 
of Shares in Holding 

i 


Co., Ltd. by Y, Ltd. l 
Less Undistributed 
profits of Holding ; 
Co., Ltd., at date 

20.000 

j 


l/20th 

3,125 



16,875 

Land. Buildings, Plant 
and Machinery :— 


88,000 

Holding Co., Ltd. 


X, Ltd. 


80,000 

Y. Ltd. 


70,000 

Stocks-Holding Co. Ltd. 


1,00.000 

X, Ltd. 

i 

50,000 

Y, Ltd. 

Sundry Debtors — 


40,000 1 

Holding Co., Ltd. ... 


1,80,000 

X. Ltd. 


10,000 

Y, Ltd. 

l 

70,000 

Cash at Bank:— 



Holding Co., Ltd. ... 


1,20,000 

X, Ltd. 


4,000 

Y, Ltd. 


80,000 

Profit & Loss Account 



X, Ltd. 

Less Profits of Y, Ltd. 
attributable to 
holding of X, Co., 


32,000 ■ 

Ltd. (per contra) ... 

Less Loss at date of 
acquisition of shares 
transferred to Good* 

! 

7,000 

25,000 

will 


16,000 

Less Attributable to 
outside Share¬ 


9,000 

holders—ith 


2,250 

Holding Co/s propor¬ 


6,750 

tion (per contra) ... 


Carried over 

Rs. 



2,38,000 


1,90,000 


2,60,000 


2,04,000 


9,81,375 
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CONSOLIDATED BALANCE SHEET— Contd. 


Brought .over 


Rs. I Rs. 


I Rs. 
9,83,125 


Rs. 


9.83,125 


Brought over 
Proportion of Losses! 
of X, Ltd., attribu¬ 
table to outside 
Shareholders:— 

P. & L. Account (as 
above) 

Goodwill (as above) 


Less Y, Ltd., Capital 
Reserve (per contra) 


Rs. 


Rs. 

Rs. 

9,81375 

2,250 

4,000 


6,250 


4,500 

1,750 


Rs. 

9.83,125 


Problem 588 

The following are the Balance Sheets of a Holding Company A, Ltd. and its 
Subsidiary, B, Ltd.: — 

Holding Company 
BALANCE SHEET 
As at 31 si October 1943 


Capital & Liabilities 
Authorised Capital: — 

20,000 Shares of Rs. 10 each . 


Rs. 

2,00,000 


Issued Capital : — 

13,500 Shares of Rs. 10 each 
fully paid .. 1,35,000 

6% Debentures (carrying a float¬ 
ing charge) .. .. 30,000 

Trade Creditors .. .. 15,000 

General Reserve .. .. 30,000 

Profit & Loss Account .. 35,000 


Rs. 2,45,000 


Assets 

Lands & Buildings 
Plant & Machinery 
Fixtures & Fittings 
Investments in Subsidiary at cost 
7,500 Shares 
Stock-in-Trade 

Sundry Debtors : — Rs. 

Subsidiary Company 10,000 

Book Debts 20,000 


Cash at Bank 


Rs. 

25,000 

50,000 

5,000 

90,000 

30,000 


30,000 

15,000 


Rs. 2,45,000 


Capital & Liabilities 
Authorised Capital : — 

12,500 Shares of Rs. 10 each . 


Subsidiary Company 
Rs. 


1,25,000 


Issued Capital : — 

10,000 Shares of Rs. 10 each 

fully paid .. .. 1,00,000 

Sundry Creditors : — Rs. 

Holding Co. .. 9,500 

Other Trade Creditors 25,000 

- 34,500 

Profit and Loss Account .. 25,000 


Rs. 1,59,500 


Assets 

Rs. 

Land & Buildings 

18,000 

Plant 

.. 13,000 

Fixtures & Fittings 

500 

Stock-in-Trade 

.. 45,500 

Sundry Debtors 

.. 50,000 

Bills Receivable 

5,000 

Cash at Bank 

.. 27,500 


Rs. 1,59,500 


The holding in the Subsidiary was acquired on 1st January 1940 at a premium of 
Rs. 2 per share, the balance at credit of the Profit and Loss Account of the subsidiary 
being Rs. 10,000. 

Transactions between the Holding and the Subsidiary include the purchase of goods 
by subsidiary at cost plus 331|3%. The Stock of the Subsidiary on 31st October 1943 
consisted of Rs. 

Goods purchased from the Holding Co, .. .. 15,008 

„ „ others ,. .. 30,492 
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Cash amounting to Rs. 500 was in transit from the Subsidiary, Ltd., to the Holding 
Company at the close of business on 31st October 1943. 

You are required to prepare a Consolidated Balance Sheet to be presented to the 
Shareholders of the Holding Co. as on 31st October 1943. 

Solution 

CONSOLIDATED BALANCE SHEET OF HOLDING CO., LTD., AND 
ITS SUBSIDIARY CO., LTD. 

As at 31st October 1943 


i 

Authorised Capital, 20,000 

Rs. Rs. Rs. 

shares of Rs. 10 each... 

Issued Capital—13,500 
Shares of Rs. 10 each, 

2,00,000 

j 

fully paid ... 

Shares of the Subsidiary 
Co., Ltd., held by the 

1,35,000 

outside shareholders ... 
6% Debentures (carrying 

j 25,000 

I 

a floating charge) 

30,000 


Undistributed Profits of 
Subsidiary Company 
attributable to outside 
Shareholders:— 


Capital Reserve 


(see below) ...! 

2,500 

Profit & Loss Account! 


(see below) 

3,750' 


- 6,250 

Trade Creditors— 


Holding Co , Ltd ... 

15,000 

Subsidiary Co., Ltd. 

25,000 


- 40,000 

Capital Reserve, being 


undistributed 


Profits of Subsidiary 


Ltd. at date of acqui- 


sition of the Shares 


therein—T r a n s f e r 


from P. & L. A/c. ... 

10,000 

Less due to outside 


Shareholders 

; 2,500 

Deducted from Good¬ 


will per contra 

j 7.500 

General Reserve A/c.:— 

! 30,000 

P. & L. A/c.:- i 


Holding Co., Ltd. 

35,000 


Subsidiary Co., Ltd. ... 25,0001 
Less Transferred to j 

Capital Reserve ... 10,0001 


; Rs. ! Rs. j 

Goodwill, being excess 
of cost of 7,500 Shares J 

in Subsidiary Ltd., over 
the proportionate share j 
of its Net Assets — cost (90 000 

Less Nominal value 175,000 ' 

15,000 

Less Proportion of ! , 

undistributed Pro¬ 
fits at date of 
acquisition per 
Capital Reserve 
(contra) ... 7,500 

Land and Buildings :— 

Holding Co., Ltd. ... 25,000 j 

Subsidiary Co., Ltd. ... 18,000; 


Plant and Machinery:— i 

Holding Co., Ltd. ... 50,0001 

Subsidiary Co., Ltd. .. 13,0001 


Fixtures and Fittings:— 

Holding Co., Ltd. ... 5,000 

Subsidiary Co., Ltd. ... 500 


Stock-in-trade:— 

Holding Co., Ltd. ... 30,000 j 

Subsidiary Co., Ltd. ...45,500 
Less unrealised 

Profit ... 2,814 42,686, 


Sundry Debtors:— 

Holding Co , Ltd. ... 20,000 
Subsidiary Co., Ltd. ...50,000 


Hills Receivable 
Cash at Bank:— 

Holding Co . Ltd. ... '15,000 

Subsidiary Co., Ltd. ... |27,500 

In transit ... ... j 500 


15,000 j 

Less Interest of 
outside Members , 3,750} 


Rs. 


7.500 

43,000 

63,000 

5.500 

72,686 

70,000 

5,000 

43,000 


Less Unrealised 
Profit included in 
stock on hand . 


|11,250 

i 

I 

,j 2,814 8,436 


Rs. 


43,436 

3,09,686 


Rs. 


3.09 686 
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Problem 589 

From the following Balance Sheets of the Senior Co., Ltd., and its subsidiaries 
X, Y, and Z, prepare a Consolidated Balance Sheet as at 31st December 1943 : — 


Senior Co., Ltd. 
BALANCE SHEET 
As at 31st December 1943 


Liabilities 


Rs. 


Assets 


Rs. 


Capital Authorised, Issued and 
Fully paid : — 

75,000 Shares of Rs. 10 each 7,50,000 
6% 1st Mortgage Debenture 
Stock— Rs. 

As Issued 1,50,000 

Less Purchased and 
cancelled to date 1,33,800 

- 16,200 

Loan from Y Subsidiary, Ltd. .. 58,800 

Sundry Creditors .. .. 13,500 

Reserve for Contingencies .. 1,45,389 
General Reserve .. .. 2,25,000 

Profit & Loss Account—Balance 69,576 


Freehold Land & Buildings .. 2,06,100 

Plant, Fixtures at cost 
less Depreciation .. 6,420 

Investments in Subsidiary 
Companies at cost: — Rs. 

X Subsidiary, Ltd. 

1,128 7% Pref. Shares of 
Rs. 10 each 8,460 

3,000 Ordinary Shares 30,000 
Y Subsidiary, Ltd. 

15,000 8% Pref. Shares 
of Rs. 10 each 1,50,000 

56,400 Ordinary Shares 
of Rs. 10 each 6,00,000 

Z Subsidiary, Ltd. 

15,000 Ordinary Shares 
of Rs. 10 each 1,62,000 

i Rs. 5,700 6 °/c. Debenture 

Stock 4,500 

| - 9,54,960 

j Advances to Subsidiary 
Companies : — 

X Subsidiary, Current 
Account 1,860 

Y Subsidiary, Current 
Account 141 


Stock-in-Trade 
Sundry Debtors 
Cash at Bank 


2,001 

28,080 

13,176 

67,728 


Rs. 12,78,465 


Rs. 12,78,465 


X Subsidiary Co., Ltd. 
BALANCE SHEET 
As at 31st December 1943 
Liabilities Rs. 


Capital Authorised, Issued and 
Fully paid: — Rs. 

1,500 Pref. Shares of 
Rs. 10 each .. 15,000 

3,000 Ordy. Shares of 
Rs. 10 each .. 30,000 

- 45,000 

Bank Loan .. 15,000 

Advances by Associated Com¬ 
panies .. •• 1,02,495 

Sundry Creditors .. .. 4,209 


Rs. 1,66,704 


Assets Rs. 

Freehold and Leasehold Premises 

at cost less Depreciation .. 22,827 

Motor Lorries and Cars at cost 

less Depreciation 74,289 

Stocks of Petrol, Oil, Spares, etc. 10,209 

Sundry Debtors .. .. 216 

Cash at Bank .. .. 357 

Profit & Loss Account .. 58,806 


Rs. 1,66,704 
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Y Subsidiary Co., Ltd. 
BALANCE SHEET 
As at 31st December 1943 


Liabilities 

Capital Authorised, Issued and 

Rs. 

! Assets 

Leasehold Land and Buildings at 

Rs. 

Fully paid : — Rs. 

15,000 8% Pref. Shares 


cost less Depreciation 

Plant, Fixtures, etc. at cost less 

68,250 

of Rs. 10 each .. 1,50,000 
60,000 Ordy. Shares of 

Rs. 10 each .. 6,00,000 

7,50,000 

Depreciation 

Investments:— Rs. 

Senior Co. Ltd. .. 1,41,000 

58,425 

Sundry Trade Creditors 

49,299 

Shares at cost .. 1,59,000 


Outstanding Creditors for Expenses 
Senior Co. Ltd.—Current Ajc. .. 

57,000 

4% Govt. Bonds .. 2,10,000 


141 


3,69,000 

Profit & Loss Account 

1,12,287 

Stock-in-Trade 

Sundry Trade Debtors 

Senior Co., Ltd.—Advance A|c. 
Cash at Bank 

1,97,880 

1,32,960 

58,800 

83,412 

Rs. 

9,68,727 

Rs. 

9,68,727 

Z 

Subsidiary Co., Ltd. 

BALANCE SHEET 


As 

at 31st December 1943 


Liabilities 

Rs. 

Assets 

Rs. 

Capital, Authorised Issued and 


Goodwill 

1,02,600 

Fully paid : — 


Development Account 

26,397 

15,000 Ordy. Shares of Rs. 10 


Stock-in-Trade 

33,603 

each 

1,50,000 

Loan to Associated Company 

1,00,635 

6% Debenture Stock (secured) 

60,000 

Sundry Debtors less Reserve 

52,287 

Sundry Trade Creditors 
Contingency Reserve 

Profit & Loss Account 

44,748 

29,109 

34,968 

Cash, at Bank 

3,303 

Rs. 

3,18,825 

Rs. 

3,18,825 


Solution 


Authorised Capital:—, 
75,000 Shares ot 
Rs. 10 each ... 


Issued & Subscribed 
Capital:— 

75,000 ghares of 
Rs. 10 each, 

* x. fully paid 
H Less Held by Sub* 
\\ sidiary,Ltd. 

Shares of Subsidiary 
Companies held by 
outside shareholders. 
X Subsidiary Co., Ltd. 
372 7% Preference 
Shares of Rs. 10 each] 
Y Subsidiary Co., Ltd.) 
3,600 Ordinary 
Shares of Rs. 10 each 


Carried over 


CONSOLIDATED BALANCE SHEET OF SENIOR CO., LTD. AND 
ITS SUBSIDIARIES 
As at 31st December 1943 

Rs. Rs. | Rs. || 

Goodwill:— . 4 r i| 

Z Subsidiary Co , Ltd. ... 1,02,600 [ 

7,50,000 ; | Excess cost of shares 

over nominal Value— 

Face value Cost 


Rs. 


7,50,000 

1,41,000 

V 

6,09,000 

! 

j 

(Pref. 

Shares) 

Y Subsidiary 

Co.. Ltd. 5,64,000 6,00,000 
(Ord. 

Shares) 

Subsidiary 

Co., Ltd. 1,50,000 1,62,000 
(Ord. i 

Shares) 

Senior Co. 

Ltd., (Ord. 

Shares) 1,41,000 1,59,000. 


3,720 

|l 

• 36,000 

39,720 

8,66,280 9,29,460j 

63,180 


l_ 

Rs. 

1 6,48,720 

Carried over Rs. i 

1,65*780 
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CONSOLIDATED BALANCE SHEET— Contd. 



Rs. 

Rs. 

! 

Rs. 

Rs. 

Brought over 


6,48,720 

Brought over 1 

1,65,780 


6% First Mortgage 



Less Excess of Face value 



Debenture Stock ... 

• 1,50,000 


of Debentures over cost 1 

1,200 

1,64,580 

Less Purchased & 






Cancelled 



Freehold & Leasehold Land 



to date 

1,33,800 


and Buildings at cost 




— 

16,200 

less Depreciation 



6% Debenture Stock 



Senior Co., Ltd. 

2,06,100 


(Z Subsidiary Ltd.) 

60,000 


X Sub. Co., Ltd. 

22,827 


Less held by Senior 



Y Sub. Co., Ltd. 

68,250 


Co., Ltd. 

5,700 



— 

1 2,97,177 



54,300 

Plant, Fixtures, etc. at cost 


j 

Undistributed Profits 

1 


less Depreciation:— 


I 

attributable to 



Senior Co., Ltd. 

6,420 

1 

| 

outside shareholders 



Y Sub. Co , Ltd. 

58,425 


—Y Sub. Co., Ltd. 


6,738 



64,845 

Bank Loan— 



Motor Lorries & Cars at cost 



X Subsidiary, Ltd. 

| 

15,000 

less Depreciation:— 



Sundry Trade and 

i 


X Subsidiary Co., Ltd— 


74,289 

other Creditors:— 

1 





Senior Co., Ltd. ... 

13,500 

1 

Development Account 


i, 

X Sub. Co., Ltd ... 

4.209 


Z Sub. Co., Ltd. 


; 26,397 

Y Sub Co., Ltd. ... 

1,06,299 

i 




Z Sub. Co., Ltd. ... 

44,748 


Stock-in-trade: — 




- 

1,68,756 

Senior Co., Ltd. 

28,080 


Reserve for Con¬ 



X Sub. Co., Ltd. 

10,209 


tingencies: — 



Y Sub Co., Ltd. 

1,97,880 

i 

Senior Company, 



Z Sub. Co., Ltd. 

33,603 

M 

Ltd. 

1,45,389 




2,69,772 

Z Subsidiary 



Sundry Debtors, 



Co., Ltd. 

29,109 


less Reserve:— 


! 



1,74,498 

Senior Co., Ltd. 

13,176- 

1 

General Reserve 


2,25,000 

X Sub. Co., Ltd. 

216 


Profit & Loss A/c. — 



Y Sub. Co., Ltd. 

. 1,32,960 

* 

Senior Co., Ltd. ... 

69,576 


Z Sub. Co., Ltd. 

52,287. 


Y Subsidiary 

! 



--- 

1,98,639 

Co., Ltd. 1,12,287 


Investments, 4°,'» Govern¬ 



Less attributable 



ment Bonds 


2,10,000 - 

to outside share¬ 

| 


Cash at Bank: — 



holders 



Senior Co., Ltd. 

67,728 


3/50ths ... 6,738 



X Sub. Co., Ltd. 

357 

1 


1,05,549 


Y Sub. Co., Ltd. 

83,412 


Z Sub. Co., Ltd. .. 

34,968 

ij 

Z Sub. Co., Ltd. : 

3,303 







1,54,800 


2,10,093 





Less loss of X Sub. 

! 





Co., Ltd. 

58,806 

i 






| 1,51,287 





Rs. 

14,60,499 


Rs. 

1 14,60.499 


Notes.— (a) Due to want of further information as to the actual position of the 
subsidiaries at the date of acquisition of their shares by the Senior Company, it has not 
been possible to give a more detailed Balance Sheet. 

(b) The Preference Shares have been assumed to be preferential as to Capital. 

Problem 590 

REORGANIZATION OF SHARE CAPITAL 

The Share Capital of the Enterprise, Ltd., consisted of 40,000 9% Cumulative 
Preference Shares of Rs. 10 each, 20,000 7 % non-Cumulative Participating Preference 
Shares of Rs. 5 each and 40,000 Ordinary Shares of Rs. 2-8 each, all fully paid. The 
dividend on Cumulative Preference Shares was in arrears for the last two years. 
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The following Scheme of Capital Reduction was duly approved and authorised by 
the Shareholders: — 


(1) The Cumulative Preference Shareholders were to be issued two 7J% Cumu¬ 
lative First Preference Shares of Rs. 10 each, one 8% non-Cumulative Second 
Preference Share of Rs. 5 and one Ordinary Share of Re. 1 for every four 
9% Cumulative Preference Shares held by them. 

(2) The non-Cumulative Participating Preference Shareholders are to receive 
one 8% non-Cumulative Second Preference Share of Rs. 5 and three Ordi¬ 
nary Shares of Re. 1 each for every four shares held by them. 

(3) The Ordinary Shareholders are to receive one Ordinary Share of Re. 1 for 
every 10 Ordinary Shares of Rs. 2-8 each held by them. 

(4) One Ordinary Share of Re. 1 is to be issued for every Rs. 10 of accumulated 
Pref. Dividend. 


(5) The sum rendered 
utilised as under : - 


available by the reduction of Capital as above is to be 


(a) To reduce the book value of Factory Building by 

(b) do. do. Plant and Machinery by 

(c) do. do. Investments by 

( d) do. do. Furniture and Fixtures by 

(e) To provide for up-to-date Factory equipment 

(/) To wipe off debit balance on Profit and Loss Account, 
.^ass the necessary Journal entries to record the above transactions. 


Solution 


Rs. 

20,000 

25,000 

15,000 

5,000 

40,000 


JOURNAL ENTRIES 


75 ^6 J bW9 v o < Cumulative Pref. Shares of Rs. 10 each ... Dr. 
20,000 7% N in-Cumulative Pref. Shares of Rs. 5 each „ 
40,000 Ordinary Shares of Rs. 2/8 each ... ... „ 

To 20.000 7J% Cumulative Pref. Shares of Rs. 10 each 
,, 15.000 8% Non-Cum. Pref. Shares of Rs. 5 each 
,, 29.000 Ordinary Shares (New) and 7,200 Ordinary 
Shares (for Dividend) 

,, Capital Reduction Account 
(Being the issue of 20.000 7£% Cumulative Pref. shares 
of Rs. 10 each. 10.000 8% non-Cum. 2nd Pref. shares of 
Rs. 5 each and 10.000 Ordinary shares of Re. 1 each 
to the 9% Cumulative Pref Shareholders; 5,000 non- 
Cum. 2nd Pref. shares of Rs. 5 each and 15,000 Ordi¬ 
nary shares of Re 1 each to the 7% non-Cum. Pref. 
Shareholders; 4.000 Ordinary shares of Re, 1/- each to 
the Ordinary Shareholders and 7,200 Ordinary shares 
of Re. 1 to the Cumulative Preference Shareholders 
in satisfaction of arrears of Dividends as per the 
Scheme of Reconstruction.) 


Capital Reduction Account ... ... ... Dr. 

To Factory Building 
,, Plant and Machinery 
„ Investments 
„ Furniture and Fixtures 
„ Factory Equipment 
„ Profit and Loss Account 

(Being the various assets written down, the debit on 
P. & L. A/c. written off and a provision made for 
Factory Equipment as per Scheme of Reconstruction.) 


L.F. Rs. I Rs. 
4,00,000 I 

l.oo.ooo ! 

1 , 00,000 ! 

! 2,00,000 
75,000 

| 36,200 

2,88,800 


I 

i 


2,88,800 


20,000 

25,000 

15,000 

5,000 

40,000 

1,83,800 


Problem 591 

The X. Y. Z. Co., Ltd., decided to reduce its capital with a view to a reconstruc¬ 
tion. and its Balance Sheet on 30th June 1944, was as under:— 
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Capital & Liabilities Rs. 
Share Capital 
Authorised & Issued : — 

50,000 8% Cum. Pref. Shares of 
Rs. 10 each fully paid .. 5,00,000 
25,000 Ordinary Shares of 

Rs. 100 each fully paid ..25,00,000 
Reserve Fund .. .. 70,000 

Bank Overdraft on Floating 
Charge on Stock .. 1,50,000 

Sundry Creditors .. .. 4,80,000 


Rs. 37,00,000 


Assets 

Freehold Works & Buildings 
Plant & Machinery 
Patents 

Stock-in-Trade 
Sundry Debtors 
Investments 

Profit & Loss Account: — 

Debit balance Rs. 

to 30-6-43 .. 9,95,000 

Less Profit 1944 .. 2,10,000 


Cash at Bank 


Rs. 

.15,00,000 
. 4,50,000 
. 75,000 

. 2,50,000 
. 1,20,000 
. 5,00,000 


7,85,000 

20,000 


Rs. 37,00,000 


There was a contingent liability in respect of Cum. Pref. Dividend which was in 
arrears for the last two years. The Market value of Investments was Rs. 6,00,000. 

On investigation, you find that the Pref. Shares are preferential also as to return 
of Capital. The present value of the Freehold Property is Rs. 11,50,000 and of Plant 
Rs. 3,00,000. The Stock is to be depreciated by 10% and a Reserve of Rs. 30,000 is neces¬ 
sary for Doubtful Debts. The Patents are worth Rs. 20,000 only. 

You are requested to prepare your Report on a Scheme of Capital Reduction to be 
placed before the Board. 


Solution 

To 

The Directors 

of the X . Y. Z. Co., Ltd. 

Gentlemen, 

As desired by yourselves, we have pleasure in submitting our Report suggesting 
a Scheme for the Reduction of your Company’s Capital to be placed before the Board’s 
ensuing meeting: — 

It appears from the facts placed before us that your Company stands to have 
lost so far Rs. 12,25,000 resulting from working losses and depreciation in values of 
the assets as under : — 




Rs. 

Loss on working 


.. 7,85,000 

Depreciation on Building 


.. 3,50,000 

„ Plant 


.. 1,50,000 

„ Stock 


25,000 

„ Patents 


55,000 

Reserve for Doubtful Pebts 


.. 30,000 


Rs. 

13,95,000 

Less Reserve Fund 

.. 70,000 

„ Gain on Investments 

.. 1,00,000 

1,70,000 


Rs. 12,25,000 


As the sum thus lost in the aggregate amounts to over a third of the Company’s 
Capital, a reduction in the Company’s Capital is no doubt highly desirable, and we are 
of opinion that the following Scheme will serve the purpose most equitably : 

As the Preference Shares are preferential also as to Return of Capital, they will 
not stand to lose anything in respect of capital refund, in case the Company went into 
liquidation. Evidently, therefore, the Preference Shareholders would not be prepared 
to make any capital sacrifice. If the Share Capital of the Company is reduced, the whole 
of the buruen of capital loss will thus have necessarily to be borne by the Ordinary 
Shareholders. 

The Ordinary Shareholders will not be averse to the nominal value of their 
shares being reduced to Rs. 50 each, as the Company has already lost Rs. 12,25,000 
M above explained. If they are agreeable to this proposal, there would be left a sum 
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of Rs. 12,50,000 which would enable the company to wipe off its past losses, reduce 
the book values of its fixed assets to their present worth, and leave a sufficient margin 
for Working Capital. 

In view of the prospect for immediate resumption of future dividends as would 
naturally result from the Capital Reduction Scheme, and in view also of the whole of 
the Capital loss being borne by the Ordinary Shareholders, it would seem to be fair 
to call upon the Cumulative Preference Shareholders to at least waive their right towards 
5 arrears of dividends. If they are agreeable to this, the Company can well convert their 
l existing rate of dividend of 8 per cent into 9 per cent by way of compensation for the 
| loss they agree to bear. 

As the market value of the Investments happens to be far in advance of their 
book value, it seems desirable that they be realised and the amount thus rendered 
available may be utilised in paying off the Bank Overdraft and reducing the amount 
of other creditors by Rs. 3,00,000. This will not only relieve the company of the burden 
of its immediate liabilities, but will also help to invest it with a working capital 
of Rs. 1,50,000. 

It would seem wrong in principle to allow the Reserve Fund to stand as there 
cannot be a Reserve Fund along with a heavy debit balance on Profit and Loss Account 
appearing in the Balance Sheet. Evidently, therefore, this fund will have to be set 
off against the accumulated loss. 

The above Scheme as suggested by us seems to be highly desirable in view of 
the Company’s business having taken a favourable turn, and we have not the slightest 
hesitation to believe that the Cumulative Preference Shareholders as also the Ordinary 
Shareholders will most readily fall in with the views expressed herein. Divested thus 
of the heavy losses in the past, with the assets brought down in value to their true 
intrinsic worth, supplied with ample Working Capital and favoured with an excellent 
market as reflected from the immediate preceding year’s profit, and with more cautious 
and economic working which the Board has in view, there is no reason why the 
shareholders may not find in this Scheme an excellent opportunity to make good their 
past losses. 

We remain, Dear Sirs, 

Yours faithfully. 


Problem 592 


The following is the Balance Sheet of the Bharat Manufacturing Co., Ltd., as 
on 31st December 1943 : — 


Capital & Liabilities 

Rs. 

Assets 


Rs. 

Capital, Authorised & Issued: — 


Goodwill 


30,000 

25,000 7% Cum. Pref. Shares of 


Freehold Land & Building 

1,30,000 

Rs. 10 each fully paid 

2,50,000 

Plant & Machinery 


1,05,000 

25,000 Ordinary Shares of 


Patents 


75,000 

Rs. 10 each fully paid 

2,50,000 

Stock-in-Trade 


1,10,000 

6% Debentures giving a Float- 


Sundry Debtors 


1,40,000 

ting Charge on the Assets .. 

1,50,000 

Cash at Bank 


2,500 

Interest on Debentures unpaid .. 

18,000 

Profit & Loss Account 

1,65,000** 


Bank Overdraft 

Sundry Creditors 

30,000 

14,500 

Less Profit 

45,000 

1,20,000 

Rs. 

7,12,500 


Rs. 

7,12,500 


The Preference Dividends are three years in arrears. 


The working of the Company for the year 1943 having shown considerable improve¬ 
ment yielding a net profit of Rs. 45,000 which profit is likely to be maintained even in 
the near future, the Directors decide upon a scheme of reconstruction with a reduction of 
Capital so that regular payment of dividends may be maintained in the future. 

With a view to assist in the scheme, the Debenture-holders have agreed to accept 
Ordinary Shares for half the amount of the Interest due to them and forego the balance 
and to accept further Debentures for Rs. 60,000 for cash giving a floating charge to help 
towards repayment of Bank overdraft and to provide working Capital. 

While the Preference Shares do not give any Preference as to refund of Capital, 
any arrears of dividend has a first charge on any surplus in case of winding up. The 
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Reference Shareholders are agreeable to forego half the amount of their accumulated 
dividend, to accept Ordinary Shares for the remaining half and to reduce the future rate 
of dividend to 6%. 

Draft a suitable scheme as would help the Company to re-organize on the following 
lines: — 

(a) To write off Goodwill; 

lb) To write off accumulated Loss ; 

(c) To depreciate Plant and Machinery by 10% ; 

(d) To write down Patents by Rs. 45,000 ; 

(e) To provide 5% for Doubtful Debts ; 

(/) To depreciate Stock by 10%. 


Solution 


DRAFT SCHEME FOR REDUCTION OF CAPITAL 


(1) The total amount required to adjust matters under the Scheme of Reduction 
is as under : — 


Rs. 


For writing off debit balance on Profit and 


Loss Account 
For writing off Goodwill 
In reducing values of assets : — Rs. 

Patents .. .. 45,000 

Plant .. .. 10,500 

Stock-in-trade .. 11,000 


In providing for Doubtful Debts .. 

In providing for half arrears of Cumulative 
Dividend 


1,20,000 

30,000 


66,500 

7,000 

26,250 


Rs. 2,49,750 

(2) As the Preference Shares do not carry any preferential right as to refund of 
capital, the loss of capital that would arise in case the company went into liquidation 
will have to be borne equally between the Preference and the Ordinary Shareholders. 
The facts, however, that the Preference Shareholders have agreed to a reduction in the 
future rate of dividend which in itself would adversely affect the value of their shares, 
and that they have agreed also to forego their claim to half the extent of the arrears 
of Cumulative Dividend, must necessarily be brought into account while considering 
th6 reduction in the nominal value of their shares. In order, therefore, to equitably 
adjust the rights of the Preference and the Ordinary Shareholders inter se, it is sug¬ 
gested that the Capital Reduction may be brought about in the following manner, and 
the Share Capital be reorganised as under : — 

(a) The 25,000, 7 per cent Cumulative Preference Shares of Rs. 10 each Rs. 

fully paid be converted into the same number of 6 per cent 

Cumulative Preference Shares of Rs. 5 each, which would result in 
reduction in Capital to the extent of .. .. .. 1,25,000 

(b) The 25,000 Ordinary Shares of Rs. 10 each fully paid be converted 

into an equal number of Ordinary Shares of Rs. 4 each fully paid, 
resulting in reduction of Capital to the extent of 1,50,000 

(c) The Debenture-holders be allotted 2,250 Ordinary Shares of Rs. 4 
each fully paid in full satisfaction of half the arrears of their 

, Interest, 'the Company’s liability in respect of the other half being 

cancelled, thus representing a reduction of .. .. 9,000 


Total Reduction Rs. 2,84,0 00 


(3) From the total amount of Rs. 2,84,000 rendered available as above explained, 
Rs. 2,49,750 would be taken up by the adjustments as detailed in para (1) above, leaving 
a balance of Rs. 34,250. 

(4) The above sum of Rs. 34,250 be credited to Capital Reserve in order to 
provide for any future contingency. The expenses incurred on account of the Reduction 
Scheme may then be set off against this Capital Reserve. 

(5) The scheme must provide for the issue of 6,562i Ordinary Shares of Rs. 4 
each equal to Rs. 26,250 in satisfaction of the arrears of Cumulative Dividend aggregating 
to Rs. 52,500 which they have agreed to receive. 



$32 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


(6) As a result of the above adjustments, the Company’s Balance Sheet on a 
re-organization of its Share Capital will assume the following shape: — 

BALANCE SHEET 
After the Scheme of Reconstruction 


Capital and Assets Rs. Rs. 

25,000 Pref. Shares of Rs. 5 each ... 1,25,000 
25,000 Ord. Shares of Rs. 4 each 1,00,000 : 

2,250 Ord. Shares to Debenture- 
holders ... 9 , 000 ;, 

6,562£ Ord. Shares to Pref. 

Shareholders ... 26,250! 

-1,35,250 

Debentures, giving a floating charge ..., 2,10,000 
Sundry Creditors ... ...;j 14,500 

Contingency Reserve ... ... 34,250 


Rs. j.5,19.000 

l! -ii—I— 


Liabilities 

Rs. 

Rs. 

Freehold Property 


1,30,000 

Plant & Machinery 

1,05,000 


Less written oft 

10,500 



_ 

94,500 

Patents 

75,000 


Less written off 

45,000 



— 

30,000 

Stock-in-trade 

1,10,000 


I.ess written off 

11,000 



- j 

99,000 

Sundry Debtors 

1,40.0001 


Less Reserve for D/D... 

7 . 000 ; 



-[ 

1,33,000 

Cash at Bank 


32,500 


Rs. | 

5,19,000 


(7) The Company’s share capital having been re-organized as shown above, and 
assuming that the profit of Rs. 45,000 as made in the preceding year will be consistently 
maintained in the future, the following allocations could then be easily made thereout: — 

Rs. a. 

In paying Debenture Interest .. 12,600 0 

„ „ 6% Dividend to Pref. Shareholders .. 7,500 0 

„ „ 9% Dividend to Ord. Shareholders .. 12,172 8 


Rs. 32,272 8 


leaving a balance of Rs. 12,727-8-0 to be carried to Reserve so as to help towards 
additional Working Capital as also to enable the Company to meet any future contin¬ 
gencies that might arise. 


CRITICISM OF ACCOUNTS 

Problem 593 

Is the Profit and Loss Account, as set out below, properly drawn up ? If not, 
submit the account as you would present it. 


PROFIT AND LOSS ACCOUNT, 31st December 1943 


Rs. 


•Salaries 

,. 

8,200 

•Depreciation 

.. 

14,010 

' Purchases « 

,, 

4^6,000 

Returns » 

., 

3,620 

•Discounts 

.. 

4,210 

Dividend paid 

.. 

38,420 

Directors’ Fees 


10,OOP 

' Trade Expenses 


12,000 

Dividend (5% for year) 

62,000 

^Manufacturing Wages 

\ 

32,800 

Transfer to Reserve 

Account 

40,000 

Balance carried to 

Balance 


Sheet 

•• 

28,760 


RsT 

1 

1 


Rs. R&. 

By* Stock .. 1,82,000 

• Less Jan. 1st .. 1,74,000 

- 8,000 

„ Interest on Invest¬ 
ments .. 34,000 

Less Loss on Sale 
of Investments .. 9,000 

- 25,000 

„ Balance from last year’s 

account .. .43,210 

„ * Sales .. . 5,99,400 

„ Error in Books .. 1,200 

„ Unclaimed Dividends 3,210 


Rs. 6,80,020 
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Solution 

TRADING AND PROFIT & LOSS ACCOUNT 


For the year ended 31st December 1943 


i 

To Stock, 1st Jan. 1943 
,, Purchases 

„ Manufacturing Wages ... 

„ Gross Profit c/d. 

Rs. 

i 

To Salaries 
„ Trade Expenses 
„ Discounts 
„ Directors’Fees 
„ Loss on Sale of Investments 
„ Depreciation 

„ Net Profit transferred to P. & L. 
Appropriation Account 

Rs. 

Rs. 

1,74,000 

4,26,000 

32,800 

1,44,980 

Rs. 

By Sales ... ... 5,99,400 

Less Returns ... 3,620 

„ Stock-at-end ... 

Rs. 

By Gross Profit b/d. 

„ Interest on Investments ... 

Rs. 

Rs. 

5,95.780 

1,82,000 

7,77780 

7,77,780 

8,200 

12,000 

4,210 

10,000 

9,000 

14,010 

1,21,560 

1,44,980 

34,000 

|l,78,980 

1,78,980 




PROFIT AND LOSS APPROPRIATION ACCOUNT 

|i 

Rs. 

: 


Rs. 

To Dividend for 1942 

38,420 

By Balance from last year ...| 


43,210 

,, Balance available for distribution 1 


,, Net Profit this year 


1,21,560 

as per Balance Sheet ...|l 

1,26,350 

i 



Rs. 

1,64,770 

R,j 

1.64,770 


Notes. — (1) No entry can be passed for dividend of the current year as also the 
amount to be transferred to Reserve Fund unless the same are sanctioned in the General 
Meeting of shareholders and hence the items are not shown in the Profit and Loss 
Appropriation Account. 

(2) Loss on sale of Investments should be shown distinctly, and not as a deduc¬ 
tion from income from investments. 1 

(3) Error in Books. A big difference like this is not written off to Profit and 
Loss Account but is carried forward until the same is traced later on. 

(4) Ordinarily, unclaimed dividends are liabilities, and not an item of gain. If, 
however, statute-barred dividends are to be written off, the same should be credited 
to Profit and Loss Appropriation Account. 

Problem 594 

State fully your views as to the correctness or otherwise of the following 
Balance Sheet of a Limited Company and draw a new Balance Sheet in conformity 
with those views : — 

The Land Development Syndicate 
BALANCE SHEET 
As at 31st December 1943 



Capital, Etc. 

Rs. 

Assets Rs. 

Rs. 

Share Capital 

.. 75,000 

Land Account: — 


Profit & Loss 

Account 

.. 75,000 

Purchase Money, viz. 

100 acres @ Rs. 750 75,000 

Add Increase in value 75,000 

1,50,000 

Deduct Sales of 25 acres 
@ Rs. 3,000 .. 75,000 

75,000 

53 

Carried over 

Rs. 1,50,000 

Carried over 

Rs. 75,000 
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BALANCE SHEET— Contd. 


Rs. 


Rs. 

Brought over 1,50,000 

Brought over 
Development Account: — 

Cost of Street Making, etc. on 

75,000 


the whole Estate 

15,000 


Cash in hand 

60,000 

Rs. 1,50,000 

Rs. 

1,50,000 


Solution 

The Balance Sheet given in the question is incorrect for the following reasons : — 

1. The Company being a Limited Company, the word “ Limited ” ought to have 
appeared at the end of the name. 

2. Instead of the heading i£ Capital, etc.”, the heading “ Capital and Liabilities ” 
would be more appropriate as the same would be complete. 

3. The Capital must be subdivided into “ Authorized,” “ Issued,” “ Subscribed,” 
“ Called-up,” etc. The number of shares as also the face value of each share should 
be Indicated. 

4. The amount to the credit of “ Profit and Loss Account ” is subject to alteration, 
as will be seen from the reasons given below. 

5. “ Land Account ” is a floating asset to this business, and the basis of valuation 
for such a class of assets seems to have been disregarded in this case. The principle 
to be followed in the valuation of this asset, is “ Cost or Market price, whichever is 
the lower at the date of the Balance Sheet.” Following this principle, the amount of 
Rs. 75,000 added as ‘ Increase in value ’ is simply unjustified. Similarly, the amount of 
Rs. 75,000 deducted for the sale of 25 acres at Rs. 3,000 per acre is also wrong. The 
amount to be deducted will be Rs. 18,750, i.e. the cost price of the land sold, and the 
balance of Rs. 56,250 should go to Profit and Loss Account. 

6. “ Development Account ” representing the cost of street-making, etc. on the 
whole estate ought to be adjusted. That part of the cost which relates to the area 
sold must be transferred to Profit and Loss Account, and the balance, viz. three-fourths 
of Rs. 15,000, allowed to stand in the Balance Sheet. 

The Balance Sheet if drawn in conformity with the above views would appear 
as follows : — * 

The Land Development Syndicate, Ltd. 

BALANCE SHEET 
As at 31st December 1943 


Capital and Liabilities 

Rs. 

Property and Assets 

i 

Rs. 

Authorized Capital 


Land Account 

Development Account 

Cost of Street-making on Land 
not sold 

Cash at Bank 

56,250 

Issued and Subscribed Capital:— 


11,250 

; 60,000 

! 

Amount Called up 

Rs..per share called up 

Profit and Loss Account 

I 75,000 
| 52,500 

i 


i 

Rs. 

! 1,27,500 

Rs. 

1,27.500 


i i 

. 



Problem 595 

The following is a copy of the published Accounts of a Trade Union. Criticise 
the form , and extract from them an Income and Expenditure Account and a Balance 
Sheet: — 
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Dr. 


To Cash in Treasurer’s hands, 

31st Dec. 1942 .. 35 7 6 

Property & Furniture .. 1,632 1 9 

Cash in Bank .. 8,675 0 0 

Contributions, Fees & Fines 2,431 11 6 

From Branch No. 1 net .. 7 0 0 

„ „ 2 „ .. 38 0 0 

» „ 3 „ 77 0 0 

Interest from Bank .. 288 10 3 

Rent from Property 85 0 0 

Cards and Rules .. 0 0 7 


GENERAL BALANCE SHEET 
For the year ending 31st December 1943 
£ s. d. 


£ 13,269 11 7 


Cr. £ s. d. 

By Lock-out Pay .. 908 17 6 

„ Out-of-Work Pay .. 1,119 15 2 

„ Sick Pay .. .. 306 5 8 

„ President, Treasurer and 

Committee .. 40 5 0 

„ Secretary .. 109 15 0 

„ Shop Stewards .. 22 10 4 

„ Sick Stewards .. 10 0 

„ Auditors .. .. 3 2 0 

„ Rail and Tram Fares .. 3 4 9 

„ Treasurer—Special Work . 2 17 1 

„ Printing, Post, etc. .. 48 16 3 

„ Telephone .. .. 8 17 0 

„ Trades’ Congress Fees and 

Delegates .. .. 4 13 3 

„ Trades’ Council Fees .. 9 7 6 

„ Workers’ Municipal Fede¬ 
ration .. .. 10 0 0 

„ National Labour Party Fees 9 0 4 

„ Delegations .. .. 4 5 9 

„ Grants .. .. 11 5 6 

„ Membership Social Club 40 0 0 

„ Secretary’s and Treasurer’s 

Bonds .. .. 12 0 

„ Solicitor’s and Architect’s 

Fees .. 89 10 3 

„ Remitted to Branch No. 4 

net 9 0 0 

„ Payments on Rooms Account 12 18 2 

„ Property .. .. 1,701 0 0 

„ Furniture, Fittings, etc. .. 563 9 11 

„ Cash in Bank, 31st Dec. 

1943 .. 8,200 0 0 

„ Cash in Treasurer’s hands, 

31st Dec. 1943 .. 28 13 2 


£ 13,269 11 7 


The funds in the hands of Branch Secretaries (not included in the above Account) 
at the beginning and end of the year were :—Branch No. 1, £3-15-4 and £8-12-6; No. 2, 
£3-9-2 and £4-12-8 ; No. 3, £4-18-5 and £5-12-10 ; No. 4, £2-19-11 and £10-18-8. 

(Incorporated Accountants.) 


Solution 

(1) The form of Accounts as presented by the Trade Union is not a Balance Sheet 
but is a summary of Receipts and Payments together with the assets at the commencement 
and end of the period. 

(2) No distinction has been drawn between Capital and Revenue payments. 

(3) The outstanding Debtors and Creditors do not appear to have been brought 
into account. 

(4) No provision appears to have been made for depreciation of Property and 
Furniture and Fixtures. 

(5) There ought to be a separate Income and Expenditure Statement and a Balance 
Sheet as under: — 
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The Trade Union 

INCOME AND EXPENDITURE ACCOUNT 
For the year ended 31 st December 1943 


Expenditure 

£ s. d. 

Income 

£ s. d. 

To Out of Work Pay ... ...| 

.1,119 15 2 

By Contributions, Fees and 


„ Lock out Pay ... ...I 

908 17 6 

Fines£ s. d. 


„ Sick Pay 

306 5 8 

Head Office ...2,43111 6 


„ President, Treasurer, and j 




Committee 

40 5 0 

Branch No. 1 ... 11 17 2 


„ Secretary 

109 15 0 


\ 

„ Shop Stewards 

22 10 4 

Branch No. 2 ... 39 3 6 

\ 

„ Sick Stewards 

1 0 0 


1 

„ Auditors 

3 2 0 

Branch No. 3 ... 77 14 5 


„ Printing, Postage & Stationery 

48 16 3 



„ Rail and Tram Fares 

3 4 9 


2,560 6 7 

,, Treasurer-Special work ...j 

2 17 1 



,, Telephone 

8 17 0 

„ Interest—Bank ... 

288 10 3 

„ Secretary's and Treasurer's 




Bonds 

1 2 0 

„ Rent from Property 

85 0 0 

„ Trades'Congress Fees 

4 13 3 

j 


„ Trades'Council Fees 

9 7 6 


0 0 7 

## Workers' Municipal Federation 

10 0 0 

„ Cards and Rules ... ...j 


„ National Labour Party 

9 0 4 



„ Delegations ... ..., 

4 5 9 



„ Grants... 

11 5 6 



„ Membership Social Club 

40 0 0 

l 


„ Repairs to Rooms ... 

12 18 2 

j 


„ Branch No. 4 

1 1 3 



! 2,678 19 6 1 



„ Balance, being Excess of In- r 




come over Expenditure 

254 17 11 



£ : 

2,933 17 5 

£ 

2.933 17 5 


___ 

.. . 

1 


The Trade Union 
BALANCE SHEET 
As at 31st December 1943 


Liabilities £ s. d. 

Capital Fund at 1st 

Jan. 1943 10,357 12 1 

Add Excess of In¬ 
come over Ex- 
p en dit u r e 
during the year 254 17 11 


£ 



Assets £ s. d.u 

Property ... 1,701 0 o! 
Solicitors' and ! 

Architects' Fees 89 10 3 


Furniture & Fittings 

Cash in Bank ... 8,200 0 0 j. 

Cash in Treasur* I; 

er's hands ... 28 13 2 j ( 

Cash at Branches— I 

£ s. d. | 

No. 1 8 12 6 

No. 2 4 12 8 | 

No. 3 5 12 10 J 

No. 4 10 18 8 

- 29 16 8 1 


£ s. d. 

1,790 10 3 
563 9 11 


8,258 9 10 
10,612 10 0 


Note. —For a complete Balance Sheet, information should be obtained in regard to 
contributions, fees, interest, etc. due and not received, as also outstanding liabilities for 
expenses unpaid at the end of the financial year, and these ought to be brought in. 
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Problem 596 

Criticise the Balance Sheet set out hereunder. 

Upright, Limited 

BALANCE SHEET 


For the year ending 31st December 1943 

Rs. Rs. Rs. 

Ordinary Share Capital 86,000 Stock on hand .. .. 32,000 

Less Forfeited Shares 400 Uncompleted Contracts .. 1,68,992 

- 85,600 Cash .. 2,210 

Preference Share Capital .. 1,00,000 Goodwill and Trade Marks .. 56,000 

Depreciation Fund 2,500 Plant and Machinery .. 24,600 

Debentures—1,000 Debentures of Sundry Debtors .. .. 10,200 

Rs. 100 each at 5%, issued at 90 90.000 Unpaid Calls .. .. 1,500 


Bank Overdraft and Sundry 

Creditors .. 15,862 

Profit for the year .. 12,850 

Balance from last year _2,250_ 

15,100 

Less Preference Dividend 
and proposed Ordinary 
Dividend .. 13,560 1,540 

Rs. 2.95,502 Rs. 2,95,502 


Solution 

1. As a Balance Sheet represents the financial position of the concern at one 
particular date, it should be headed “ Balance Sheet as at 31st December 1943.” 

2. The Authorised Capital is not stated. 

3. Unpaid Calls should be shown by way of deduction from the Issued Capital, 
instead of being shown as an Asset. 

4. No amount appears to have been received on Forfeited Shares although some¬ 
thing must have been received by way of application money on those shares. Possibly 
the amount might have been credited to Profit and Loss Account or Unpaid Calls or might 
have been included in the item Sundry Creditors. The item ought to be- shown separately 
on the Liabilities side. 

5. Debentures should follow the Issued Capital, and they should be shown at the 
face value, the Discount on Issue of Debentures being shown on the Assets side until 
written off. 

6. Bank Overdraft and Sundry Creditors should be separately shown. If any 
securities are lodged with the Bankers, the fact should be stated. 

7. Presumably the Depreciation Fund has been maintained for Plant and Machi¬ 
nery, and, if so, it should better be shown by way of deduction from the Asset. 

8. The heading Profit and Loss Appropriation Account should be inserted above 
the item of Profits, and the balance from last year should be shown above the item of 
the current year’s profits. 

9. The proposed Ordinary Dividend should not be shown by way of deduction from 
available profits, as dividend entries are usually passed after the dividend is declared 
at the General Meeting of the Shareholders. 

10. No order appears to have been observed in stating the various assets, and 
fixed and floating assets have all been mixed up. 

11. Each fixed asset must be shown at its original cost, and the depreciation written 
off to date of Balance Sheet must be shown as a deduction therefrom. 

12. There is nothing to indicate the basis on which the stock and the uncompleted 
contracts have been valued. 

13. The amount of Goodwill should be shown separately from the Trade Marks. 

14. The item of cash is very vague, It must be mentioned whether it is Cash in 

hand or at bank. 
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15. No provision seems to have been made for Doubtful Debts. 

16. Outstanding Liabilities for expenses do not seem to have been provided for. 

Problem 597 

The Ramshackle Motor Co., Ltd. acquired the undertaking of Messrs. Smith 
Bros. Ltd., as at the end of 1942. The following Statement of Accounts, made up to the 
30th June 1943, is submitted tb you for audit. Criticise the statement, taking at least 
six points (three on the Balance Sheet and three on the Trading and Profit and Loss 
Account). 

BALANCE SHEET 




£ 



£ 

To 

Capital 

250,000 


By Freehold and Buildings 

87,650 

»» 

£30,000 5% Mortgage Deben¬ 



„ Goodwill, Patents, Patterns, 



tures issued at 10% Discount 

27,000 


Plant & Work-in-Progress 

74,342 


Creditors : — £ 



„ Fixtures & Fittings (Office) 

232 


On Open Accounts 16,444 



„ Investments 

4,732 


Debenture Interest 1,500 



„ Cash at Bank and in hand 

12,411 



17,944 


„ Capital unissued 

25,770 


Reserve for Bad Debts 

279 


„ Debtors 

2,075 





., Stock 

84,784 





„ Suspense Account 

3,227 


£ 

295,223 


£ 

295,223 


TRADING AND PROF] 

T 

& LOSS ACCOUNT 




£ 

: 


£ 

To Stock acquired from Vendors 

21,441 


By Sales 

10,418 

tt 

Purchases 

58,937 


,, Amounts paid on Forfeited 


tt 

Wages 

4,392 


Shares 

385 

n 

Rates and Taxes 

1,174 


„ Appreciation in Value of Secu¬ 


tt 

Debenture Interest 

1,500 


rities 

219 

tt 

Fuel and Lighting 

1,052 


„ Stock, 30th June 1943 

84,784 

tt 

Cartage 

589 


,, Balance carried to Suspense 


tt 

Office Expenses 

3,441 


Account 

392 

tt 

Bad and Doubtful Debts 

279 




tt 

Preliminary Expenses 

2,143 




tt 

Directors’ Fees 

1,250 





£ 

96,198 


£ 

96,198 


(Chartered Accountants.) 


Solution 

Criticism as to Balance Sheet : 

1. The period covered by the Trading and Profit and Loss Account and the 
date of the Balance Sheet should be shown. 

2. The Authorised Capital should be shown as the first item on the Liabilities 
side, and in the money column the Paid-up Capital figure alone should appear. Unissued 
Capital should never be shown on the Assets side. 

3. The Mortgage Debentures should be shown at face value, the Discount on Issue 
being shown on the Assets side. 

4. The items Goodwill, Patents, Patterns, Plant and Work-in-progress should be 
shown separately and not included in one amount. 

5. The basis of valuation of stock, work-in-progress and investments must be 
clearly stated. 

6. No Depreciation appears to have been written off any of the Assets. 

7. The nature of the item Suspense Account must be clearly indicated. As can 
be seen, the balance of Trading and Profit & Loss Account forms part of this account. 

Criticism as to Trading and Profit & Loss Account : 

1. The Trading Account must be separated from the Profit and Loss Account 
in order to show Gross Profit, 








REVISIONAL PROBLEMS 


839 


2. The amount received on forfeited shares should not be credited to Profit and 
Loss Account. 

3. The closing stock appears to have been much overvalued as it amounts to 
nearly the figure of opening stock, purchases and wages, in spite of the fact that large 
sales have been effected. 

4. Appreciation in value of investments should not be credited to Profit and Loss 
Account unless such investments are realised. 

5. The balance of Profit and Loss Account should not be transferred to Suspense 
Account. 

Problem 598 

The Agra Cotton Mill, Ltd., presents its Balance Sheet for audit as follows. 
What alterations are required to bring it in exact accordance with the form prescribed 
by the Indian Companies Act ? 


BALANCE SHEET 


As at 30th 
Rs. 

Share Capital : — 

Authorised and Subscribed, 

100 Shares of Rs. 1,000 each 1,00,000 

Loans—Secured .. .. 4,00,000 

Creditors :— Rs. 

Fixed deposits . . 1,50,000 
For cotton stores and 

expenses .. 23,000 

For unclaimed wages 

& dividends .. 3,000 

- 1.76.000 

Profit Sc Loss Account—Balance 84,000 


Rs. 7,60,000 


June 1944 



Rs. 

Rs. 

Land 


20,000 

Buildings at 1st Jan. 
1944 

1,40,000 


Additions 

20,000 


1,60,000 

Less further depreciation 10,000 


Machinery—revalued 


1,50,000 

4,90,000 

Book Debts 


12,000 

Stores, Spare Parts and 
Cotton 

18,000 

Coal, Yarn, etc. 

2,000 


Preliminary Expenses 

(still to 

20,000 

write off) 


2,000 


Cash and Investments : — 

War Bonds .. 10,000 

Cash at Mill .. 2,000 

Cash at Office and in 

Bank including Fixed 
Deposits, Rs. 40,000 54,000 

- 66.000 


Rs. 7,60,000 


Solution 

In order to bring the Balance Sheet of the Agra Cotton Mill, Ltd. in exact 
accordance with the form prescribed by the Indian Companies Act, the following 
alterations will be necessary: — 

1. Authorised Capital should be shown separately and ruled off. Subscribed 
Capital must state that the Shares are fully called up and paid up. 

2. Loans Secured : A note underneath this item must be made of the particular 
asset or assets charged. 

3. The item of Unclaimed Dividends should be shown separately from unclaimed 
wages. Sundry creditors for goods supplied should be distinguished from those for 
expenses and for other finance. 

4. If a Profit and Loss Appropriation Account has not been prepared and forwarded 
along with the Balance Sheet, it will be necessary to give full details of this account 
on the face of the Balance Sheet, the details required being the balance as per previous 
Balance Sheet, less appropriations made thereout, profit or loss since the last Balance 
Sheet and the balance to be carried forward. 
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5. Land: In case of all fixed assets the items must appear at their original cost, 
and the total depreciation written off upto the date of the Balance Sheet must be shown 
as a deduction. 

6. The same remarks as in (5) apply to Buildings and Machinery, but in the 
case of the latter, adjustment regarding the revaluation must be specifically shown. 

7. The Stock of Cotton must be separated from Stores and Spare Parts, and the 
mode of valuation must be indicated in each case. 

8. Book Debts follow Stock-in-trade, and these again must be properly distin¬ 
guished, as debts considered good and those considered doubtful. Debts owing by 
Directors or other officers of the Company must also be separately shown. 

9. The item of Investments must not be put under the head Cash and Invest¬ 
ments, but the same should be separately shown under a distinct head above the item 
of cash, and the mode of valuation mentioned. 

10. Separate figures must be given of cash in office, at bank on Current Account 
and on Fixed Deposits, and the total of these extended in the outer column. 

Problem 599 

Redraft the following Balance Sheet : — 

. & Co., Ltd. 

BALANCE SHEET 
For the year aided 30 th June 1944 



Rs. 


Rs. 

7. To Capital 

.. 7,50,000 

1. By Freehold Premises, Good¬ 


8. „ Mortgage 

.. 10,000 

will, Fixtures, etc. 

5,00,000 

9. „ Sundry Creditors 

.. 97,500 

2 „ Investments at cost 

50,000 

10. „ Reserve Fund 

.. 50,000 

3. ,, Stock 

1,00,000 



4. ,, Sundry Debtors 

2,00,000 



5. „ Cash 

7,500 



6. „ Profit & Loss Account 

50,000 


Rs. 9,07,500 

Rs. 

9,07,500 

The items are made 

up as follows : — 

• 



Rs. 


Rs. 

1. Freehold Premises 

.. 15,000 

i 4. (Contd.) b|o. .. 

1,54,500 

Goodwill 

.. 4,82,500 

Goods sold on approval 

25,000 

Fixtures 

2,500 

Advances to X Co., Ltd. 

20,000 



Rates and Taxes and Fire 



Rs. 5,00,000 

Insurances paid in advance 

500 

2.500 Shares of Rs. 100 

each 

Rs. 

2,00,000 

Rs. 50 paid up .. 

25,000 

— 


500 Shares of Rs. 50 

each 

5. Cash in hand 

4,000 

fully paid up 

.. 25,000 

Bills Receivable 

2,000 



At Bank 

1,500 


Rs. 50,000 

— 




Rs. 

7,500 

Note, —Stock Exchange value 

7. Capital, Nominal ..10,00,000 

30th June 1944 was Rs. 37,500. 

Capital, Subscribed and called 




up 

9,00,000 

3. Stock at Manager’s valuation 75,000 

Calls in arrears 

1,50,000 

Stationery 

2,500 

— 


Trade Utensils 

.. 22,500 

8. Mortgage on Freehold 




Premises .. Rs. 

10,000 


Rs. 1,00,000 

_ 




9. Bank Advance on Security of 


4. Sundry Debtors’ Trade Accts. 1,50,000 

investments 

5,000 

Temporary Loans to Directors 4,500 

Trade Creditors 

92,500 


C|o. 1,54,500 

Rs. 97,500 


Note. —There is an action pending against the Company on a claim for damages 
amounting to Rs. 50,000. 
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Solution 


. & Co., Ltd. 

BALANCE SHEET 
As at 30 th June 1944 


Capital and Liabilities 
Authorised Capital:— 

10,000 Shares of Rs. 100 each 
Issued Capital:— 

9,000 Shares of Rs. 100 each 


Subscribed and Called up Capital:— 
9,000 Shares of Rs. 100 Rs. 
each ... ... 9,00,000 

Less Calls in Arrear 1,50,000 


Reserve Fund ... .. J 

Mortgage on Freehold Premises ... j 
Bank Advances on Security of 
Investments 

Sundry Creditors ... ...ij 

Contingent Liabilities 
On Action Pending ... 50,000 

Uncalled Liability on In¬ 
vestments ... 25,000 


Rs. i! 

il 


Rs. 

10,00,000 

9,00,000 


7,50,000 

50,000 

10,000 


Property and Assets j 

Goodwill ... ... ... 

Freehold Premises 
Fixtures 
Trade Utensils 

Stock as valued by the Manager ... 
Stock of Stationery 
Bills Receivable 

Sundry Debtors on Open Accounts 
Sundry Debtors for Loans:— Rs. 
•Directors ... 4,500 

XCo., Ltd ... 20,000 i 


Payments in Advance ... ...| 

5,000 Investments at Cost ... ...j 

92,500 Note :— The present market value j, 

of these Investments is Rs. 37,500 , 
Cash in hand ... 4,000 j 

,, at Bank ... 1,500 j 


9,07,500 


Profit & Loss Account—Balance 

Rs. 


Rs. 

4,82,500 

15,000 

2.500 
22,500 

1,00.000 

2.500 

2,000 

1,50,000 


24,500 

500 

50.000 


5,500 

50,000 


9.07.500 


Note.— Goods sold on approval are included in stock, but the same should be valued 
at cost price. 

* Under the Indian Companies (Amendment) Act, 1936, it is illegal to grant loan 
to any Director. 


Problem 600 

You are required to criticise briefly the following Balance Sheet. The 
Articles of the Company provide for the submission to the members of a Balance Sheet 
“ accompanied by a report from the Board on the transactions of the Company during 
the period covered by such Balance Sheet.” 


BALANCE SHEET 
As at 31st December 1943 


Capital: — 
Authorised 


Rs. 65,00,000 


Rs. 


Contracted to be 
issued for Investments 
Issued acquired 

Number Amount Number Amount 


Rs. Rs. 

7% Cumulative Preference Shares of 
Rs. 10 each .. 161,124 16,11,240 2,714 27,140 

Ordy. Shares of Rs. 10 each 321,376 32,13,760 1,002 10,020 

Def. Shares of Rs. 5 each 190,963 9,54,815 9 45 


57,79,815 

General Reserve: — 

Amount transferred from Share Premium Account 
Amount transferred from Profit & Loss Account 

Deposit and Current Accounts of Subsidiary & Asso¬ 
ciated Companies 
Sundry Creditors 


37,205 

29,100 

40,900 


58,17,020 

70,000 

7,65,140 

84,650 









842 


TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


BALANCE SHEET— Contd. 

Rs. 

Profit & Loss Account: — 

Profit (before providing for Income-tax) for the year 


ended 31st December 1943 

Less Amount carried to General Reserve 

.. 40,900 

.. 4.. r ')0,720 

Provision for Income-tax 

.. 12,530 


Carried forward to 1944 

.. 8,270 

61,700 



Profit recommended for distribution 
Less Dividends paid : — 

Interim Pref. Dividend 56,070 

Interim Ordinary Dividend 96,820 


.. 3,95,020 



1,52,890 


Balance available for further Distribution 
To be carried forward as above 


2,42,130 

8,270 


Rs. 


69,87,210 


Investments at cost: — Rs. 

Shares in Subsidiary and Asvsociated Companies ..58,10,980 
Other Industrial Investments .. .. .. 69,990 


Preliminary Expenses 

Loan and Current Accounts of Subsidiary & Associated Companies 

Sundry Debtors including Income-tax recoverable from Final 
Dividends 

Office Furniture and Fittings, etc. 

Cash at Bankers and in hand 

Note.— Contingent liabilities existed at 31st December 1943, in 
connection with offers open at that date to purchase shares 
of certain companies for cash or by the issue of Share 
Capital, and in connection with the Guarantee of a Bank 
Overdraft of a Subsidiary Company. 


Rs. 


58,80,970 

1,26,100 

8,34,520 

75,420 

3,980 

60,220 


Rs. 


Solution 


Rs. 


69,87,210 


The following is the criticism of the given Balance Sheet from the viewpoint of 
the shareholders: — 

1. Since the shares contracted to be issued for investments acquired have 
apparently not yet been allotted, the item of Rs. 37,205 is a liability at the date of the 
Balance Sheet which should not be brought in under Share Capital. The rights of the 
various classes of shareholders have not been defined. 

2. It must be made clear whether the Deposit and Current Accounts are for 
cash or goods transactions, and whether they carry interest. 

3. Creditors should be analysed into Creditors for goods supplied, for expenses, 
for acceptances and for other finance, and amounts due to Subsidiary and Associated 
Companies must also be stated, separately. Despite no mention of the nature of the 
business, it appears to be a non-trading holding company. 

4. It cannot be said whether the profit figure includes any profit of a subsidiary 
and whether any provision has been made for loss on any subsidiaries. 

5. Provision for Income-tax ought to be increased in view of the tendency of 
increasing profits (assuming the present reserve is made on the basis of past year’s 
profits). It is rather strange to find no balance of profit brought forward from previous 
years. 

6. The ultimate yield on the total capital employed in the business, assuming 
the assets and liabilities to be properly valued, and that the whole capital was issued 
in previous years (although from the amount of the interim dividends it would appear 
that this is not the case), comes to nearly 8 per cent, which would appear to be 
hardly sufficient 

7. Unless the maximum dividend on Ordinary Shares is smaller than 9 per cent 
per annum, the Deferred Shares would appear to be unlikely to rank for dividend out 
of the available profits after meeting the full year’s Preference an4 Ordinary Dividends, 
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8. It might become desirable to create reserves against the losses which may / 
arise out of the contingent liabilities. 

9. The item of shares in subsidiary and associated companies requires more 
detailed information, as many questions arise out of the same. Firstly, it is not clear 
whether there is any liability for unpaid calls or whether the shares are partly called. 
The values of the shares in subsidiaries on the date of the Balance Sheet must be 
compared with their individual cost, and some indication of the values must be given 
in the Balance Sheet. The basis of valuation of Industrial Investments is not indicated. 

10. Sundry Debtors should be analysed into Trade Debtors, Bills Receivable, 
Prepaid Expenses, Loans to Directors and Managers, etc. A Reserve for Doubtful 
Debts is desirable, if not already provided. Income-tax recoverable should appear as 
a separate item from Sundry Debtors. 

11. There is no indication of the basis of valuation of the furniture, etc. 

12. Whether the Company has adequate working capital or not can only be 
ascertained if the nature of the Company’s business is known. 

13. The cash position of the company will not permit of payment of any further 
dividends. It is not known whether any part of the Preliminary Expenses has been 
written off, and enquiry should be made as to whether this item includes Preliminary 
Expenses of the subsidiaries, especially having due regard to the magnitude of the item. 

Problem 601 

Set out below is the Trial Balance of the Modern Manufacturing Co., Ltd., 
as on 31st December 1943. The Authorized Capital of the Company consisted of 15,000 
Shares of Rs. 100 each. 

TRIAL BALANCE 

Rs. 

Share Capital (fully called) 

Unpaid Calls .. .. .. .. 65,000 

5% Debentures of Rs 1,000 each, 400 Debentures issued 
on January 1st, at Rs. 950 
Debenture Interest due for year to December 31st 
Unexpired Expenses .. .. .. .. 3,620 

Debentures drawn and repaid on 1st July 1943 . . 20,000 

Sundry Debtors and Creditors .. .. . . 1,28,620 

Reserve for Bad Debts (31st December 1942) 

Stock at Market Prices (cost Rs. 2,64,720) .. .. 2,87,560 

Profit and Loss Account 

Machinery and Plant .. .. .. . . 2,26,480 

Do. do. sales during the year 
Cash at Bank .. .. .. 18,720 

Loan to Managing Director 12,000 

Goods in transit on consignment to Madras at Selling 
Price (cost Rs. 82,600) 96,420 

Investments :—2,000 Shares of Rs. 100 each, Rs. 37-8 paid 
in Airv Co., Ltd.. Rs. 75.000, and War Loan at Market 
Price ‘(cost Rs. 91,000) Rs. 95,000 .. .. 1.70,000 

Freehold Factory .. .. 4,77,750 

Goods out “on appro” at Selling Price (cost Rs. 16,940) 19,000 

Rs. 15,25,170 15,25,170 


Rs. 

10,00,000 


3.80,000 

19,000 


78,620 
I 7.000 

j 31,600 

I 8.950 


From the above Trial Balance, the Company’s Book-keeper prepared the following 
Balance Sheet: — 


BALANCE SHEET 


Rs. 

Capital Account .. .. 10,00,000 

5% Debentures .. .. 3,80,000 

Sundry Creditors .. .. 1,13,570 

Profit & Loss Account .. 31,600 



Rs. 

Freehold Factory 

.. 4,77,750 

Machinery and Plant 

.. 2,26,480 

Stock 

.. 4,02,980 

Sundry Debtors 

.. 2,17,240 

Investments 

.. 1,82,000 

Cash at Bank 

18,720 


Rs. 15,25,170 j 

If you do not approve the above Balance Sheet, amend it. 


Rs. 15,25,170 
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Solution 

The Modern Manufacturing Co., Ltd. 
BALANCE SHEET 
As at 31 st December 1943 


Capital and Liabilities I 

Rs. 

Authorized Capital:— i 

15,000 Shares of Rs. 100 each... 1 15,00.000 


Issued & Subscribed Capital:— 
10,000 Shares of Rs. 

Rs. 100 each, 

fully called 10,00,000, 

Less Calls in arrears ... 65,000 


Reserve for Bad Debts... 

5% Debentures ... 4,00,000 

Less Repaid on 1st 
July 1933 ... 20,000 


Interest due on the above, 
for one year 
Sundry Creditors 


9,35,000 

7,000 


3,80,000 

19,000 

78,620 


a. p 
0 


Freehold Property 
01 Machinery & Plant:— Rs. a. p. 
Balance ... 2,26,480 0 0| 

Less Sales during 
the year ... 8,950 0 0| 


0 01 
0 (H 


0 0 | 

0 0 

0 ol 


Property and Assets 


Discount on Issue of 
Debentures ... 20,000 0 0| 

Less Amount writ¬ 
ten off to 1st July 
1943—20/210ths 1,904-12-11 


To 31st Dec. 43— 
19/210ths 


18,095-3-11 
1,809 8 5| 


Stock-in-hand 

(at cost) ... 2,64,720 0 0| 
Stock out on appro. 

(at cost) ... 16,940 0 0| 

Stock on Consignment 

(at cost) 82,600 0 Oj 


Sundry Debtors:— 

On Open Accounts 1,28,620 0 0| 
Loan to Managing 
Director ... 12.000 0 0; 


Pre-paid Expenses 
Investments:— 

War Loan (at cost) 91,000 0 0 
Shares in Airy Co. 

Ltd*. 2,000 of 
Rs. 100 each, 

Rs. 37-8 paid 75,000 0 0! 


Cash at Bank 

Profit and Loss Account 


Rs. a. p. 
4,77,750 0 0 


2,17,530 0 0 


16,285 11 6 


3,64,260 0 0 


1,40,620 0 0 
3,620 0 0 


1 , 66,000 0 0 
18,720 0 0 
14,834 4 6 


Rs. 


14,19,620 0 0| 


Rs. 


14.19,620 0 0 


Note. —The above Balance Sheet has been prepared, as far as possible, according 
to the form prescribed under the Indian Companies Act. 

Assuming that the Debentures are repayable by equal half yearly drawings of 
Rs. 20,000 the amount of discount on Issue of Debentures has been written off in pro¬ 
portion to the amount outstanding. 

In the case of Fixed Assets, the original cost and the total depreciation written 
off under each head have got to be stated. In the absence of necessary figures, this 
information is not given in the above Balance Sheet. 

It is supposed that the Loan to the Managing Director is properly authorized and 
secured. Under the Indian Companies (Amendment) Act, 1936, no new loan can be 
granted to any director. 

Owing to the total stock at Factory and outside the Factory as well as War Loan 
having been valued at cost, instead of at market prices, and also due to the amount 
written off discount on issue of Debentures, the Profit and Loss Account now shows 
a deb’t balance. 
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BANK ACCOUNTS 
Problem 602 

The following are the Ledger Balances of the Metropolitan Bank, Ltd., and 
you are required to prepare Revenue Account and Balance Sheet as at 31st December 


1943 as per the requirements of the Indian Companies Act: — 

Rs. 

Share Capital, 10,000 Shares of Rs. 1,000 each, Rs. 100 paid . 10,00,000 

Reserve Fund invested in 5% Government Bonds / .. .. 5,00,000 

Current Accounts L .. .. .. .. .. .. 1,51,22,110 

Deposit Accounts L- .. .. .. .. .. .. 34,60,115 

Acceptances for Customers 1— .. .. .. .. .. 7,71,410 

Endorsements and Guarantees L .. .. .. .. 37,010 

Cash A- .. .. 1,13,270 

Cash with Reserve Bank A • • * • • • • .. 10,06,050 

Owing by Foreign Correspondents A .. .. .. .. 1,00,220 

Short Loans • • . • • • • 32,41,030 

Investments iV .. .. .. .. .. .. 44,41,270 

Investments on account of Reserve Fund, 5% Govt. Bonds /V 5,00,000 
Bills Discounted .. .. .. 31,14,120 

Loans and Advances to Customers h .. .. .. .. 77,28,350 

Bank Premises i V .. .. .. .. .. 1,26,890 

Customers* Liability for Acceptances ^ .. .. .. 7,71,410 

Endorsements and Guarantees per contra & .. * * * * 37,010 

* Interest Received .. .. .. .. .. 2,66,130 i 

* Commission A .. .. .. .. .. 22,120; 

* Discount .. .. .. .. .. 1,21,8801 

Profit and Loss Account, Balance brought forward .. .. 1,14,670 

Interest paid .. .. .. .. .. 80,260 

General Expenses .. .. .. .. .. 91,210 

* Bad Debts written off .. .. .. .. 64,355 


Note. —Reserve Rs. 32,190 for Rebate on Bills Discounted. The Profit and Loss 
Account balance is the balance left on that Account after the payment of Interim Dividend 
amounting to Rs. 1,00,000. It is not deemed desirable in the interest of the Bank to 
make public the totals of the Revenue items marked (*). 

Solution 

The Metropolitan Bank, Ltd. 

PROFIT AND LOSS ACCOUNT 


For the year ended 31st December 1943 



| Rs. 


I Rs. 

To Interest paid 

80,260 

By Interest, Commission, Discount, 

| 

„ General Expenses 

91,210 

etc., after deducting Bad Debts 

3,45,775 

„ Rebate on bills discounted 

32,190 



„ Balance (Net Profit) ... 

1,42,115 


i 

'1 

Rs. 

! 3,45,775 

Rs. 

I 3,45,775 

1! ' - ~ 


BALANCE SHEET 


As at 31st December 1943 


| 

Capital and Liabilities 
Authorised CapitalRs. 
10,000 Shares of 

Rs. 1,000 each ... 1,00,00,000 

r 

1 Rs. 

Property and Assets Rs. 
Cash in hand ... 1,13,270 

Cash with Bankers... 10,06,050 

Money at Call and Short 

Notice ... 32,41.030 

Rs. 

Issued & Subscribed 
Capital:— 

10,000 Shares of 

Rs. 1,000 each ... 


i 

43,60,350 

44,41,270 

5,00,000 

1,00,00,000 


Investments and other Securities 
Investments on account of Reserve 
Fund (5% War Bonds) 




Carried over Rs. 

93,01,620 
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BALANCE SHEET— Contd. 


Called up Capital 

10,000 Shares of Rs. 1,000 each, 
Rs. 100 per Share called up 
Reserve Fund 

Current and Fixed Deposits 
Acceptances for Customers as per 
contra ... 

Endorsements and Guarantees as| 
per contra 
Rebate on Bills discounted not due| 
Profit and Loss Account:— Rs. 

Balance as per last 
Balance Sheet ... 2,14,670 
Less Interim Dividend 
paid ... 1,00,000 

1,14,670 

Profit for the year 1943 1,42,115 


Rs. 


10 , 00,000 

5,00.000 

1,85,82,225 

7,71,410 

37,010 

32,190 


2,56,785 


Rs. 


2,11,79,620 


Loans and Other advances 
Loans & Advances to Rs. 

Customers ... 77,28,350 

Owing by Foreign Cor¬ 
respondents ... 1,00,220 

Bills Discounted ... 31,14,120 

Customers' Liability 
for Acceptances as 
per contra 
Endorsement and 
Guarantees as per 
contra 


7,71,410 


37,010 


Rs. 

93,01,620 


Particulars required by 
the Act:— ,i 

(1) Debts considered 
good and in respect 
of which the Bank 

is fully secured ... 8,08,420 || 

(2) Debts considered 1 

good secured by ,j 

the personal liabili* j 

ty of one or more j 

parties as under:— i 

(a) Bills Dis¬ 
counted 31,14,120 ; 

(b) Debts due , 

on Demand 

Cash Credits, j 

Temporary 
Overdrafts 
& Personal 

Security 77,28,350 j 

- 1,08,42,470 J 

(3) Debts owing by 


1.17,51,110 


Foreign Correspon¬ 
dents, considered 
good 


1,00,220 


1,17,51,110 


Bank Premises 


Rs. 


1,26,890 


2,11,79,620 


Problem 603 


/ 


v 


From the following figures taken from the books of the Indian Banking 
Company, Limited, you are requested to prepare Balance Sheet and Profit and Loss 
Account and then append, as Auditor, your certificate for publication and presentation 
to the shareholders : — 


Rs. 

Current & Deposit Accounts U. 7,73,14,500 
Acceptances on behalf of 
Customers L • • • • 1,20,00,000 

Capital subscribed, 50,000 shares 
of Rs. 400 each, Rs. 250 per 
share paid L .. 1,25,00,000 

Reserve Fund (Invested in 5% 

War Loan) .. 60.00,000 

Profit & Loss Account, 1st Jan.* 1,53,000 
Interest accrued and paid ^ 2,55,000 

5% War Loan (Reserve Fund 60,00,000 


Rs. 

Securities guaranteed by Indian 
Government ^ .. .. 82,50,000 

Railway Shares and Stocks A.. 63,75,000 
Foreign Govt. Securities f\ .. 23,55,000 
Current Expenses, Salaries, 

Rent, etc. .. .. 7,12,500 

Amount added to Staff Retire¬ 
ment Fund ^ 4) y 30,000 

^Premises Account, amount writ¬ 
ten off $ . 2,25,000 


/ 
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Rs. f\ Rs. 

Gross Profit for the year after Bills Discounted '» .. 37,95,000 

providing for Bad and Doubt- * Loans and Advances^. .. 4,66,50,000 

ful Debts .. . - 24,45,00(1^' Bank Premises, Furniture/) etc. 33,75,000 

Cash in hand & at Reserve Banlr,l,58,47,500 Freehold and Leasehold Pro- 
Money at Call & Short Notice* 27,42,500 perties .. .. 18,00,000 

Note. —Make provision for Rebate on Bills Discounted amounting to Rs.^24^500. 

Solution 

The Indian Banking Co., Ltd. 

PROFIT AND LOSS ACCOUNT 


Fo r th e year en ded 


-- - -- - — 

Rs. 

j| 

Rs. 

To Interest accrued and paid 
„ Current Expenses, Salaries, 

. 2,55,000 

By Interest, Commission, Discount, ; 
etc. after providing for Bad j 


Rent. etc. 

7,12,500 

and Doubtful Debts and allow- ' 


,, Premises Account—a mount 
written off 

Staff Retirement Fund 
„ Net Profit carried to Balance 

2,25,000 

30,000 

ing for Rebate 

| 24,20,500 

Sheet 

11,98,000 



Rs. 

; 24 J 20 I 500 

Rs. 

j 24,20,500 


BALANCE SHEET 
As at . 


Capital & Liabilities Rs. Rs. 

Authorised Capital: — 

...Shares of Rs 400 
each ... - 

Issued Capital:— 

...Shares of Rs. 400 
each 

Subscribed Capital:— 

50,000 Shares of | 

Rs. 400 each ... 2,00,00,000 | 

- I 

Called up Capital:— i 

50,000 Shares of Rs. 400 each 

Rs. 250 per share called ... 1,25,00,000 

Reserve Fund ... ...! 60,00,000 

Current and Fixed Deposits ...I 7,73,14,500 
Acceptances on behalf of 
Customers, as per contra ...: 1,20,00,000 
Rebate on Bills discounted ...' 24,500 

Profit and Loss AccountRs. 

Previous year's Balance 1,53,000 I 
Add Net Profit this ' 

year ... 11,98,000 

-13,51,000 



Property & Assets Rs. 

Cash in hand & at Imperial Bank 1,58,47,500 
Moneys at call and short notice ... 27,42,500 

Investments of Reserve Fund:— 

5% War Loan ... ... 60,00,000 

Securities guaranteed by Indian 

Government ... ... 82,50,000 

Railway Shares and Stocks ... 63,75,000 

Foreign Govt. Securities ... j 23,55,000 

Loans and Advances 4,66.50,000 I 
Bills discounted ... 37,95,000 j 

- 5,04,45,000 

Particulars required I 

by the Act:— 

(1) Debts considered 
good in respect of 
which the Bank is 
fully secured 

(2) Debts considered j 

good secured by the 
personal liability of 
one or more parties j 1 

in addition to the l; 

personal security of |j 

the Debtors ... ! 

(3) Debts due by I 

Directors and other i 

officers of the Bank | 

(4) Doubtful ... < 


Bank Premises and Furniture ... 33,75,000 

Freehold and Leasehold Properties 18,00,000 
Customers for acceptances as 
per contra . . ... 1,20,00,000 

I Rs. 10,91.90,000 
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We have audited the above Balance Sheet as at ... and Profit & Loss 

Account for the year ended upon that date with the Books and Vouchers at the 
Head Office and the certified Returns from the Branches. We have verified the cash and 
securities and beg to report that we have obtained all the information and explanations 
we required, and in our opinion the Balance Sheet is properly drawn up so as to exhibit 
a true and correct view of the Bank’s affairs according to the best of our information 
and the explanations given to us, and as shown by the books of the Company, and is 
drawn up in conformity with the Law. In our opinion, the Books of Account have 
been kept by the Company as required by Section 130 of the Indian Companies Act. 


Bombay, .19. Incorporated Accountants. 

Note. —In the absence of a distinct item of Staff Retirement Fund, it is assumed 
that the same is included in the Reserve Fund. 


INSURANCE ACCOUNTS 

Problem 604 

From the following figures of the Asiatic Insurance Co., Ltd., you are 
required to prepare Revenue Account, Profit and Loss Account and Balance Sheet as at 
31st December 1943 : — 

TRIAL BALANCE 





Rs. 

Rs. 

Fire Insurance Department: — 





Claims paid and outstanding 



.. 1,40,000 


Expenses of Management 



.. 1,13,800 


Commission 



.. 21,400 


Premiums 



3,81,600 

Employers’ Liability Department: — 
Claims 



.. 1,52,400 

Expenses of Management 



.. 3,01,900 


Commission 



.. 90,000 


Premiums 




8,92,400 

General Insurance Department: — 




Claims paid and outstanding 



. .14,62,800 


Expenses of Management 



.. 8,61,900 


Commission 



.. 3,02,400 


Premiums 




36,02,800 

Interest and Dividends 




47,000 

Accident Insurance Department: — 





Claims paid and outstanding 



4,800 


Expenses of Management 



.. 12,400 


Commission 



9,800 


Premiums 




52,000 

Share Capital l _ 




52,31,500 

Claims admitted but not paid 




9,01,400 

Cash at Bank f\ 



!! 15,60,000 

Cash in hand (K ... 



2,900 


Indian Government Securities ft 



..50,05,200 



Foreign Government Securities 
Agents* Balances A 
Sundry Debtors l\ .. ... 

Amounts due to other Companies L .. 

Sundry Creditors U- .. 

Amount w ritten off SecuritiesH 
/Employers 7 Liability Insurance Fund i 
/General Insurance Fund at 1-1-1943 
] Accident Insurance Fund at 1-1-1943 
IFire Insurance Fund at 1-1-1943 
Profit and Loss Account Balance 1-1-1943 
Interest and Dividends 
Investments deposited with the Controller-General 
Currency 


atVl-l! 


943 


15,62,900 

12,02,900 

21,000 


22,400 


of 


2,62,000 


3.37.400 
2,41,000 

2.62.400 

6.21.400 

10,000 

1,04,200 

3,92,800 

35,000 


1,31,12,900 


Rs. 1,31,12,9001 
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You are required to create a Specific Reserve of 40% on the Premiums received 
in respect of risks. 

Solution 

The Asiatic Insurance Co., Ltd. 

FIRE DEPARTMENT 
REVENUE ACCOUNT 


For the year ended 31 st December 1943 



Rs. 


Rs. 

Claims paid and outstanding 

1,40,000 

Amount of Fire Insurance Fund at 


Commission ... 

21.4U0 

the beginning of the year, viz. 


Expenses of Management 

1,13,800 

Reserve for unexpired Risks ... 

1,04,200 

Amount of Fire Insurance Fund at the 
end of the year as shown in the 
Balance Sheet, viz. 

Reserve for unexpired Risks, being 
40% of the premium income of 
the year 

Profit and Loss Account—transfer ... 

1,52,640 

57,960 

Premiums less Re-insurances 

3,81,600 

Rs. 

4,85,800 

Rs. 

4,85,800 

1 


ACCIDENT INSURANCE DEPARTMENT 
REVENUE ACCOUNT 


For the year ended 31st December 1943 



Rs. 


Rs. 

Claims 

! 4,800 

Amount of Accident Insurance Fund 


Commission ... 

9,800 

at the beginning of the year, viz. 


Expenses of Management 

| 12,400 

Reserve for unexpired Risks ... 

10,000 

Amount of Accident Insurance 
Fund at the end of* the year as 
shown in the Balance Sheet, viz. 
Reserve fior unexpired Risks, being 
40% of the premium income of 
the year 

Profit and Loss Account—transfer ... 

20,800 

14,200 

Premiums less Reinsurances 

52,000 

Rs. 

62,000 

Rs. 

62,000 


EMPLOYERS’ LIABILITY INSURANCE DEPARTMENT 
REVENUE ACCOUNT 


For the year ended 31st December 1943 


i 

Claims 

Commission ... 

Expenses of Management 

Amount of Employers' Liability 
Insurance Fund at the end of the 
year, viz. 

Reserve for unexpired Risks, being 
40% of the Premium Income for 
the year 

Profit and Loss Account—-transfer ... 

Rs. 

1,52,400 

90,000 

3,01,900 

Amount of Employers' Liability In¬ 
surance Fund at the beginning of 
the year, viz. 

Reserve for unexpired Risks ... 
Premiums less Reinsurances 

Rs. 

3,56.960 

2,53,540 

2.62.400 

8.92.400 

Rs. 

11,54,800 

Rs. 

11.54.800 


54 
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GENERAL INSURANCE DEPARTMENT 
REVENUE ACCOUNT 


For the year ended 31st December 1943 


Claims paid and outstanding ...j 

Rs. 


Rs. 


14,62,800 

Amount cf General Insurance Fund 


Commission ... ... ...1 

3,02,400 

at the beginning of the year, viz. 


Expenses of Management ...\ 

8,61,900 

Reserve for unexpired Risks ... 

6,21,400 

Amount of General Insurance Fund 


Premiums ... 

36,02,800 

at the end of the year, viz. 

Reserve for unexpired Risk, being 
40% of the Premium Income for 
the year 

i 

14.41,120 

Interest and Dividends 

47,000 

Profit and Loss Account—transfer ... 

| 2,02,980 



Rs. 

42,71,200 

Rs. 

42.71.200 

1 


_ . 

_ __ _ _ 


PROFIT AND LOSS ACCOUNT 


For the year ended 31st December 1943 



Rs. 


Rs. 

Amount written off Securities 

22,400 

Balance as per last year 

3,92.800 

Balance carried to Balance Sheet ... 

i 

9,34,080 

Interest and Dividends not carried 
to other Accounts ... 

Profit transferred from:— Rs. 

Fire Insurance ... 57,960 

Accident Insurance ... 14,200 

Employers' Liability 

Insurance ... 2.53,540 

General Insurance ... 2,02,980 

, 35,000 

I 

5,28,680 

Rs. 

H 

9,56,480 

Rs. 

9.56.480 


The Asiatic Insurance Co., Ltd. 
BALANCE SHEET 
As at 31st December 1943 


Liabilities 

Rs. 

1 

Assets 

Rs. 

Share Capital 

Fire Insurance Fund 

Accident Insurance Fund 

Employers' Liability Insurance Fund 
General Insurance Fund... 

Profit and Loss Account... 

Claims admitted but not paid 

Sundry Creditors 

Amounts due to other Companies ... 

52,31,500 

1,62,640 

20,800 

3,56.960 

14,41,120 

9,34,080 

9,01,400 

2,41,000 

3,37,400 

Investments; — 

Deposited with the Comptroller 
General of Currency 

Indian Government Securities ... 
Foreign Government Securities ... 
Agents* Balance 

Sundry Debtors 

Cashat$ank 
,, in hand 

2,62,000 

50,05,200 

15,62,900 

12,02,900 

21,000 

15,60,000 

2,900 

Rs. 

96,16,900 

Rs. 

96,16,900 

_ _ _ _ . 

. .. 

_ _ _ ___ _ . _ _ 

. _ 


Problem €05 

From the following Trial Balance of the Globe Insurance Company, Ltd., 
prepare Final Accounts for the year ended 31st December 1943: — 
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Share Capital (6,90,000 Shares of Hs. 10 each, Hs. 5 per 
Share paid up) 

Cash received on Forfeited Shares 
Premiums received: — 

Fire, less reinsurances 

Accident and General, less reinsurances .. 

Marine, less Commission and reinsurances .. 

Claims paid: Marine 
Claims paid and Outstanding : — 

Fire 

Accident and General 
Claims Admitted but not paidt— 

Fire 

Accident and General 
Commission: — 

Fire 

Accident and General 
Expenses: — 

Fire 

Accident and General 

Marine 

General 

Due to reinsurers 
Fire 

Accident and General 
Marine 

Preliminary Expenses A 
Investments fi ^ .. 

Freehold and Leasehold Premises 
Agents* Balances^ 

Sundry Debtors ^ 

Sundry Creditors JL 
Office Furniture, Fittings, etc. 

Inter est and Dividends less tax 
Interest accrued but not payable 
- Misce llaneous Receipts ix' .. 

Cash on hand and at Bankers 


3,53,000 

71,000 

2,55,000 


. 37,000 

. 1,66,000 

. 86,000 
. 1,83,000 
. 1,13,000 
. 4,04,000 


34,50,000 

1,000 

3,52,000 

9,19,000 

12,27,000 


. 4,10,000 
.20,50,000 
. 9,62,000 
.12,83,000 
. 2,70,000 


3,57,000 

8,41,000 

5,000 


1,89,000 

1,05,000 


7,50,000 


Rs. 74,82,000|74,82,000 

The following adjustments are to be made before the preparation of the Final 
Accounts : —Freehold and Leasehold Premises are revalued on 31st December 1943 and 
an increase of Rs. 1,98,000 is shown over cost of Rs. 9,62,000. This increase is to be 
credited to Capital Reserve; write off Preliminary Expenses Rs. 1,10,000 and Deprecia¬ 
tion of Investments Rs. 39,000 against Capital Reserve. The Balanc e of Marine Account 
carrie d forward ; upon both Fire Account and Accident and General AccoUttFprovision 
for unexpired risks is made of 35 per cent of premiums received, less reinsurances, and 
the balances of these accounts are carried to Profit and Loss Account. The year under 
review being the first year of the Company, the balanc e of Pr ofit and Loss Ac count is 
carried to Establishment and Organisation Account! " " 


Solution 


Globe Insurance Co., Ltd. 
MARINE DEPARTMENT 
REVENUE ACCOUNT 
For the year ended 31st December 1943 


Claims paid and Outstanding 
Expenses of Management 
Balance carried to Balance Sheet 


... 3,53,000 

... 1,13,000 

... 7,61,000 

Rs. -12,27,000 


Premiums less reinsurances 


12,27,000 


Rs. 12,27,000 
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FIRE DEPARTMENT 
REVENUE ACCOUNT 
For th e year ende d 31 st December 19 43 


Claims paid and Outstanding 
Commission ... 

Expenses of Management 

Provision for unexpired risks, 
being 35% of premium income 
for the year 

Balance carried to P. & L. Account... 

in §§ 
s§ 

r-t 

Premiums less Re-insurances 

Rs. 

3,52,000 

i 

l 

i 

! 

Rs. 

3,52,000 

Rs. 

3.52,000 





ACCIDENT AND GENERAL DEPARTMENT 

REVENUE ACCOUNT 

For the year ended 31st December 1943 

j 

Claims paid and Outstanding 
Commission ... 

Expenses of Management 

Provision for unexpired risks being 
35% of premium 

Rs. 

2,55,000 

1,66,000 

1,83,000 

3,21,650 

Premiums less Re-insurances 
Transfer to P. & L. A/c. 

f Rs. 
9,19,000 
6,650 

Rs. 

9,25,650 

Rs. 

9,25.650 





PROFIT AND LOSS ACCOUNT 

For the year ended 31st December 1943 


) 

General Expenses ... ... 

Loss: Accident and General | 
Department ... ...| 

] 

Rs. 

4,04,000 

6,650 

Interest and Dividends less tax ... 
Profit: Fire Department 
Miscellaneous Receipts 

Balance transferred to Establish¬ 
ment and Organisation Account 

i Rs. 

; 1 , 05,000 

! 34,800 

5,000 

2,65,850 

Rs. 

* 4,10,650 

Rs. 

4.10.650 


i! 




BALANCE SHEET 
As at 31st December 1943 


Liabilities 
Share Capital:— 

6.90,000 Shares of Rs. 10 each 
Rs. 5 per share paid up 
Forfeited Shares 
Investments Reserve Fund s/'' 
Capital Reserve 

Insurance FundsRs. 
Fire ... ... 1,23,200 

Accident and General 3,21,650 
Marine ... ... 7,61,000 


Outstanding Claims 

Fire ... ... 17,000 

Accident and General 14,000 


Amounts due to other companies:— 
Fire ... ... 3,57,000 

Accident and General 8,41,000 
Marine ... ... 5,000 


Sundry Creditors 


Rs. 


II Rs * 


34,50,000 

1,000 

39,000 

49,000 


12,05,850 


31,000 


12,03,000 

1,89,000 


61,67350 


Assets Rs. 

Investments 

Freehold and Leasehold Premises... 
Office Furniture, Fittings, etc. 
Agents’ Balances 
Sundry Debtors 

Interest accrued but not payable ... 
Cash on hand and at Bank 
Preliminary Expenses 4,10,000 

Less Written off ... 1,10,000 

Establishment & Organisation 
Account A 


Rs. 

20,50.000 

11,60,000 

75,000 

12,83.000 

2,70,000 

14,000 

7,50,000 


3,00,000 

2,65,850 


Rs. 


61,67,850 
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Problem 606 { 

Given below is the Trial Balance of the General Insurance Co., Ltd., as at 31st 
December 1943. You are required to prepare (1) Fire Revenue Account, (2) Marine 
Revenue Account, (3) Profit and Loss Account, and (4) Balance Sheet therefrom. 


TRIAL BALANCE, as at 31st December 

1943 

Rs. 

Rs. 

Fire Fund (1-1-1943) 



8,56,900 

Marine Fund (1-1-1943) .. 



19,000 

Fire Premium (Net) 



32,62,400 

Marine Premium (Net) 



1,26,900 

Management Expenses (Fire) 


2,03,000 


Management Expenses (Marine) 


17,500 


Claims—paid and outstanding (Fire) 

16,40,300 


Claims—paid and outstanding (Marine) 

58,000 


Commission (Fire) 


11,12,900 


Commission (Marine) 


17,800 


Interest, Dividends, etc. 



1,74,500 

Loss on sale of old Motor Car 


1,300 


Outstanding Interest (accrued) 


50,800 

76,900 

Investment Reserve Fund 



Provident Fund 



6,500 

Transfer Fees 



600 

Auditors’ Fees 


2,000 


Directors’ Fees 


1,300 

5,400 

Depreciation on Furniture 

. .. 


Motor Car 


3,300 


Furniture (original cost Rs. 24,300) 

Debts due from other offices. Chief Agents, etc. (including 

25,100 


Rs. 3,000 due from an Officer of the Company) 

(All considered good) 

Debts due from the Random Bank, Ltd. (in Liquidation) 

. 6,68,700 


(Considered Doubtful) 


. 10,700 


Preference Share Capital 



4,99,700 

Ordinary Share Capital 



18,75,000 

Forfeited Shares Account 



100 

Fire Claims Outstanding 



4,09,300 

Marine Claims recoverable 


! 1,600 


Amounts due to other offices 



2,36,200 

Sundry Creditors 



45,400 

Investments (to be specified) 


.36,36,900 


Cash at Bankers 


. 1,72,200 


Cash in hand 


. 13,200 


Profit and Loss Account (Balance) 



600 

Managing Agents’ Commission 

.. 


41,200 


Rs. 

76,36,600 

76,36,600 


The Authorised Capital of the Company is 1,00,000 Cum. Preference Shares of Rs. 50 
each, and 1,50,000 Ordinary Shares of Rs. 100 each. Half of Preference Share Capital and 
1,25,000 Ordinary Shares are issued and subscribed. The directors have forfeited 30 
Preference Shares for non-payment of calls. The calls made are Rs. 10 per Preference 
Share and Rs. 15 per Ordinary Share. Provident Fund is to be increased to Rs. 13,300. 
The credit balance of Managing Agents’ Commission Rs. 41,200 (for previous year) is 
not payable, as the same is foregone by them. It is necessary, however, to bring in the 
liability to the Managing Agents in respect of Commission for the current year—Rs. 56,000 
(for Fire) and Rs. 4,900 (for Marine), The Fire Fund at the end of the year must be 
such figure as is equal to 40% of the current Net Fire Premium. Provide additional 
depreciation on Furniture Rs. 2,500 and depreciate Motor Car by 10%. There is a 
Contingent Liability in respect of Preference Share Dividend upto 31st December 1943, 
amounting to Rs. 1,27,900, 
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Solution 

The General Insurance Co.> Ltd. 
BALANCE SHEET 
As at 31st December 1943 


Liabilities 

Rs. 

Assets 

Rs. 

Rs. 

Authorised Capital:— Rs. 


Investments 


36,36,900 

1,00,0005% Cumula- 


Rs. 



tive Pref. Shares 


Furniture—Balance as per 



of Rs. 50 each 50,00,000 


last Balance Sheet 24,300 



1,50,000 Ordinary 


Add Additions during 



Shares of Rs. 100 


the year 800 



each 1,50,00,000 



25,100 




Less Depreciation in 



Rs. 2,00,00,000 


previous years 5,400 





„ Depreciation in 



Issued and Subscribed 


this year 2,500 



Capital:— 



7,900 


50,000 5% Cumula- 




17,200 

tive Pref. Shares 


’ Motor Car at Cost 

3,300 


of Rs. 50 each 25,00,000 


Less Depreciation 

330 


1,25,000 Ordinary 




2,970 

Shares of Rs.100 


Sundry Debtors 



each 1,25,00,000 


Considered Good—due 

|. 



from other Offices, Chief 

!! 

1,50.00.000 


Agents, etc. (including 


" ' ' ' 


Rs. 3,000 due from an 


! 

Called-up and Paid- 


Officer of the Company)... 

| 6,68,700 


up Capital:— 


Considered Doubtful—due 



49,970 5% Cumula¬ 


from Random Bank, Ltd. 

i ! 

tive Preference 

i 

(in Liquidation) 

10,700 1 

Shares of Rs. 50 

l 


— 

6,79,400 

each Rs. 10 per 

1 

Marine Claims Recoverable 

I . 

! 1,600 

Share called up 4,99,700 1 

ij 

Interest Accrued 

... 

! 50,800 

1,25,000 Ordinary 


Cash at Bankers 

| 1,72,200 


Shares of Ks. 100 


Cash in hand 

13,200 


each Rs. 15 per 




1,85,400 

Share called up 18,75,000 





Forfeited Shares A/c. 100 






23,74,800 




Fire Fund 

13,04,960 




Marine Fund 

47,700 




Investment Reserve Fund 

76,900 


II 

Provident Fund 

13,300 


|l 

Fire Claims Outstanding 

4,09.300 


!| 

Amounts due to other Offices... 

2,36,200 


i 

Sundry Creditors 

45,400 


! 

Managing Agents' Commission 

60,900 




Profit and Loss A/c.—Balance 

4,810 


; 


Rs. 

45,74,270 


! Rs. 

i 

45,74,270 


Note.— There is a Contingent Liability in respect of Cumulative Preference Share 
Dividend upto 31st December 1943 amounting to Rs. 1,27|0OO. 

MARINE REVENUE ACCOUNT 
____ For the yea r ended 31st Dec ember 1943 



Rs. 


Rs. 

Claims paid and Outstanding 

58,000 

Marine Fund at the beginning of 


Commission 

17.800 

the Year 

19,000 

Expenses of Management 

Managing Agents' Commission 
Marine Fund at 31st Dec. 1943 

17,500 

4,900 

47.700 

Marine Premium 

1,26,900 

Rs. 

1,45.900 

Rs. 

1*45,900 
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FIRE REVENUE ACCOUNT 
For the year ended 31st December 1943 



Rs. 

| 

Rs. 

Claims Paid and Outstanding 

16,40,300 

Fire Fund at the beginning of the 1 


Commission 

11,12,900 

Year 

8,56,900 

Expenses of Management 

2,03,000 

Fire Premium (net) 

32,62,400 

Managing Agents’ Commission 

j 56,000 

Amount transferred from Profit 

1,97,860 

Fire Fund at 31st Dec. 1943 (being 


and Loss Account 

a reserve of 4% of the net 
premium) 

j 

j 13,04,960 

! 


Rs. 

i! 43.17.160 

Rs. j 

43,17,160 


ll ' ' " l 

1 _ 1 


PROFIT AND LOSS ACCOUNT 


For the year ended 

31st December 1943 



H 

Rs. 

1 

! 

Rs. 

Fire Revenue A/c.—Transfer 

1 1,97,860 

Balance of last year 

600 

Auditors’Fees ...., 

2,000 

Interest, Dividends,etc. ...I 

1,74,500 

Directors' Fees 

, ! 1,300 

Managing Agents’Commission for 

Depreciation—Furniture 2,500 


previous year given up 

41,200 

Motor Car 330 

■ 1 2.830 

Transfer Fees 

600 




Provident Fund—Company's Con- 



i 

tribution 

6,800 



Loss on sale of old MotorCar 

1,300 



Balance carrier! to Balance Sheet 

4,810 



Rs. 

I 2,16,900 

Rs. 

J 2,16.900 


.i 

1 ."i 


ROYALTIES & SHORT WORKINGS 

Problem fi07 

On 1st January 11140 the Swadeshi Collieries, Ltd. leased a piece of land for 
a minimum rent of Rs. 1,000 in the first year, Rs. 2,000 in the second year and thereafter 
Rs. 3,000 per annum, merging into a royalty of 4 annas per ton, with power to recoup 
short-workings over the first three years only* The annual output for the four years 
ending with 31st December 1943 was 1,000, 6,000, 16,000 and 24,000 tons respectively. 
Show how the accounts would appear in the hooks of the colliery. 


Solution 


JOURNAL ENTRIES 



i 

! 

L.F. Rs. 

Rs. 

First Year 

1 



Royalties Account 

Dr. 

250 


Short Workings Account 

To Landlord's Account 

(Being the entry for Royalties earned and Short Workings 

1 

! 

i 

750 

1,000 

to be paid to the Landlord.) 

! 



Landlord’s Account 

To Bank 

(For the amount paid to Landlord.) 

Dr. 

j 

1,000 

i 1,000 

Profit and Loss Account 

Dr. 

250 


To Royalties Account 

(Amount of Royalties transferred to Profit and Loss 


i 

250 

f 

Account.) 



t 

II 
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JOURNAL ENTRIES— Contd. 


Second Year 

Royalties Account 

Short Workings Account 
To Landlord 

(Being the Royalties earned and Short Workings payable 
to the Landlord.) 

Landlord's Account 
To Bank 

(For the amount paid to landlord.) 

Profit and Loss Account 
To Royalties Account 

(Being the transfer of Royalties to Profit and Loss 
Account.) 


Rs. Rs. 


v Third Year 
ordfa RoyaltiesAccount 


RoyaWesA 

\ ✓(To^Dmdlord’sAccounts_._„__ v\ ^ 

‘ v ^^hi^Workinga Aeeoimt * ~ L 

i#'. V cry (Being Royalties earned and the amount of Short 
Workings recouped after crediting the Landlord with 




cnrx> 




minimum rent.) 


■j ; 

i 

^ Landlord's Account 

To Bank 

(Being the payment made to the Landlord.) 

Dr. 1 

! 

.1 

3,000 

3,000 

. Profit and Loss Account 

To Royalties Account 

(Amount of Royalties transferred to Profit and Loss 
Account) 

Dr. | 

I 

4,000 

4,000 

r Profit and Loss Account 
' • To Short Workings Account 

(Being the irrecoverable Dead Rent transferred to 
Profit and Loss Account.) 

Dr. 

250 

250 

Fourth Year 

Royalties Account 

To Landlord's Account 

(Being Royalties earned and payable to the Landlord.) 

Dr. 

6,000 

6,000 

Landlord's Account 

To Bank 

(Being the payment to the Landlord.) 

Dr. 

6,000 

6,000 

Profit and Loss Account... 

To Royalties Account 

(Being the amount of Royalties transferred to Profit 
and Loss Account.) 

Dr. 

6,000 

6,000 


ROYALTIES ACCOUNT 


1st Year 

To Landlord’s Account 

Rs. 

250 

By Profit & Loss Account 

Rs. 

250 

2nd Year 

i To Landlord's Account 

1.500 

By Profit & Loss Account 

1,500 

3rd Year 

To Landlord's Account 

_jL000 

By Profit & Loss Account 

4.000 

4th Year 

To Landlord's Account 

6,000 

By Profit & Loss Account 

6,000 
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SHORT WORKINGS ACCOUNT 




| Rs. 

i 

I 

Rs. 

1st Year 

To Landlord's Account 

750 

By Balance c/fd. ... ...j 

750 

2nd Year 

To Balance b/fd. ... 

750 

i 

By Balance c/fd. ... ...I 

1,250 


,, Landlord's Account 

500 




Rs. 

1,250 

Rs. ; 

1.250 

3rd Year 

To Balance b/fd. ... 

1,250 

By Landlord’s Account 

1,000 




„ Profit & Loss Account ...:: 

250 * 


Rs. 

1,250 

1— 

Rs. 

1,250 


HIRE-PURCHASE SYSTEM 
Problem 608 

A firm of Coal Merchants purchased wagons on hire-purchase system, over 
a period of four years. Rs. 6,000 was payable on delivery, 1st January 1939, and the 
balance by annual instalments of Rs. 6,000 each on 31st December in each year. The 
vendors charged 5 per cent per annum interest on the yearly balances. The Cash value 
of the Wagons on delivery was Rs. 27,300. Depreciation at the rate of 10 per cent on 
diminishing balance was written off in each year. 

Write up the accounts concerned in the purchasers’ books and show how they 
would appear in the firm’s Balance Sheet on 31st December 1940. 

(Calculations to be made to the nearest rupee. Journal entries are not required.) 

Solution 


WAGON’S ACCOUNT 


1939 
Jan. 1 
Dec. 31 

To Bank 

„ Vendors’ Account 

! 

Rs. 

6,000 

4,935 

1939 
Dec. 31 

M »> 

By Depreciation 

on Rs. 27,300 at 10% 

„ Balance c/d. 

! 

Rs. 

2,730 

8,205 



Rs. 

10,935 


Rs. 

10,935 

1940 
Jan. 1 
Dec. 31 

To Balance h/d. 

„ Vendors’ Account 

... 

8,205 

5,182 

1940 
Dec. 31 

»» » 

By Depreciation 

on Rs. 24,570 at 10% 

„ Balance c/d. 

i 

! 2,457 

10,930 



Rs. 

13,387 


Rs. 

13387 

1941 
Jan. 1 
Dec. 31 

To Balance b/d. 

„ Vendors' Account 

... 

10.930 

5,441 

1941 
Dec. 31 

M » 

By Depreciation 

on Rs. 22,113 at 10% 

„ Balance c/d. 

; 2,211 

1 14,160 



Rs. 

16.371 


Rs. 

16,371 

1942 
Jan. 1 
Dec. 31 

■ 

To Balance b/d. 

„ Vendors* Account 

... 

14,160 

5,742 

1942 
Dec. 31 

»i »» 

By Depreciation 

on Rs. 19,902 at 10% 

„ Balance c/d. 

j 1.990 
17,912 



Rs. 

19,902 


Rs. 

19,902 

1943 
Jan. 1 

To Balance b/d. 


17,912 



| 

i 
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VENDORS’ ACCOUNT 


1939 
Dec. 31 

To Bank 

i 

Rs. 

6,000 

1939 
Dec. 31 

By Wagon’s Account 
„ Interest Account 

... 

l 

Rs/ 

4,935 

1,065 



Rs. 

6,000 



Rs. 

6.000 

1940 
Dec. 31 

To Bank 

J 

i 

1 

6,000 

1940 
Dec. 31 

By Wagon’s Account 
„ Interest Account 

... 

5,182 

818 



Rs. ! 

6,000 



Rs. 

6.000 

1941 

Dec. 31 ! 

To Bank 

! 

6,000 

1941 
Dec. 31 

By Wagon’s Account 
Interest Account 


5.441 

559 



Rs. 

6,000 



Rs. 

6,000 

1942 
Dec. 31 

To Bank 


6,000 

1942 
Dec. 31 

By Wagon’s Account 
„ Interest Account 

... 

5,742 

258 



Rs. 

6,000 



Rs. 

( 6.000_ 


INTEREST ACCOUNT 


1939 | 

1 

Rs. 

1939 1 

i, 

Ks. 

Dec. 31 | 

To Vendors' Account 

1,065 

Dec. 31 1 

By P. & L. Account ...J t 

1,065 

1940 
Dec. 31 

To Vendors'Account ... j 

| 818 

1940 
Dec. 31 

By P. & L. Account ... I 

818 

1941 
Dec. 31 

To Vendors' Account ...j 

559 

1941 
Dec. 31 

By P. & L. Account ...;j 

559 

1942 
Dec. 31 

To Vendors’Account 

258 

1942 
Dec. 31 

1 

By P. & L. Account ... j 

258 


. . _ .. . ■ 

—- 

—--- 

. — 

- — - 


On 31st December 1940, the total instalments paid on Wagon Account (so far as 
the principle amounts are concerned) will appear in the Balance Sheet as an asset 
minus the depreciation written off to that date as under: — 


Wagon Account— Rs. Rs. 

Hire purchase instalments paid to date . . 16,117 

Less Depreciation written off .. 5,187 

- 10,930 


CONTRACT ACCOUNTS 
Problem 609 

The Contract Ledger of Ramlal & Co. showed the following expenditure in 
connection with the contract for the erection of an Ice Factory: — 

Rs. 

Materials .. 80,000 

Wages 40,000 

Overhead Expenses .. 15,000 

Plant (special) 30,000 

The contract price was Rs. 3,50,000 and it was estimated that the contract would 
take one more year to complete. The work certified so far was Rs. 1,60,000 and 80% of 
the Architect’s Certificates was received in cash. At the end of the first year, the work 
done and not certified was estimated at Rs. 10,000 and Materials lying on site was 
valued at Rs. 4,000. 
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You are required to show how the Contract Account would appear after all the 
necessary adjustments are made and what profit you deem it desirable to bring into 
credit. The Plant is to be depreciated by 10%. 


Solution 


CONTRACT ACCOUNT 


To Materials Issued 

Rs. 

80,000 


ii 

i, 

Rs. 

„ Wages 

40,000 

By Contractee’s Account—Work 


„ Overhead Expenses ... 

15,000 

certified 


1,60,000 

„ Special Plant 

,, Profit and Loss Account-Profit 

30,000 

„ Work-in-Progress— 

Works uncertified ... 

j 

10,000' 

taken credit for 
Work-in-progress—Balance of 
Profit carried forward 

21,600 

14,400 

Materials on site 

Plant less depreciation 

4 , 000 : 

27,000 

! 

41,000 

Rs. 

2,01,000 


Rs. 

.1 

i 

2,01,000 


Note.— As only half the work is completed, it is thought advisable to take credit 
for only three-fourths of the profit earned, and that too, on the cash basis. 

In the Balance Sheet, the item Work-in-Progress will appear on the Assets side 
at Rs. 1,86,600 less Rs. 1,28,000 received on account, i.e. Rs. 58,600. 


Problem 610 


Trial Balance a year hence was as under : — 

2,000 6% Preference Shares of Rs. 100 each 

4,000 Ordinary Shares cf Rs. 100 each 

Land and Buildings 

Plant and Stores 

Sundry Debtors 

Sundry Creditors 

Investments 

Contract No. 1 Account: — 

Materials 

Wages 

Plant (specially acquired) 

Overhead Expenses 

Contractee’s Account—80% of Work Certified 

Office Salary and Wages 

Sundry Expenses 

Bank Balance 

Cash Balance 


Realised 


1st April 

1943 and 

Rs. 

Rs. 


2,00,000 

.* .* 50,000 

.. 60,000 
4,500 

4.00,000 

4,00,000 

.. 80,000 
.. 75,000 

.. 12,000 
.. 3,000 

18,000 

3,600 
.. 1,500 

.. 85,000 

.. 3,400 

1,60,000 


Rs. 7,78,000 7,78,000 


Interest on Investments amounting to Rs. 12,500 is outstanding. The cost of work 
done and not certified amounted to Rs. 10,000 and there were materials of the value of 
Rs. 2,000 lying unconsumed on site. Of the Plant used on the contract, Rs. 1,500 was 
returned to the stores, which remains to be adjusted, and the balance is to be depreciated 
by 121%. You are to depreciate Land and Building by 2% and the Plant and Stores by 
5%. As the entire contract is for Rs. 3,00,000 you are required to bring into credit only 
three-fourths of the profit ascertained on the work done and that too on the cash basis. 
Show the Contract Account, Work-in-Progress Account, the Profit and Loss Account and 
the Balance Sheet as at 31st March 1944. Ignore Income-tax. 
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TYPICAL PROBLEMS IK ADVANCED ACCOUNTING 


Solution 

CONTRACT NO. 1 ACCOUNT 


To Materials Issued 
„ Wages 

„ Plant (specially acquired) 

„ Overhead Expenses ... 

„ Profit & Loss Account:— 

Profit taken credit for this year 
on cash basis 

„ Work-in-progress Account :— 
Profit carried forward 

Rs. 

80,000 

75,000 

12,000 

3,000 

31,612-8 

) 21,075-0 

By Contractee’s Account- 
Work certified ... 

„ Plant & Stores Account- 
Plant returned to Stores 
„ Work-in-progress Account 

Work completed but Rs. 

uncertified ... 10,000 

Materials on site ... 2,000 

Plant Rs. 10,500 

Less Deprecia¬ 
tion at 124% U12-8 9,187-8 

I 

Rs. 

2 ,00,000 

1,500 

j 21,187-8 

Rs. 

2,22.687-8 

Rs. 

2,22.687-8 





CONTRACTEE’S ACCOUNT 


To Contract Account- 
Work Certified 

' Rs. 

2 ,00.000 

By Bank 
„ Balance c/d. 

Rs. 

1,60,000 

40,000 

Rs. 1 

2 ,00,000 

Rs. 

2 .00,000 

To Balance b/d. ... ... 

40,000 

j 

l 


WORK-IN-PROGRESS ACCOUNT 


^ ~ Rs. 

To Contract Account — 

| Ks. 

By Contract Account:— 

Rs. 

Work uncertified 10,000 


Profit carried forward 

21,075 

112-8 

Materials 2,000 

Plant 9,187-8 

21,187-8 

„ Balance c/fd. 

Rs. j 

j 21,187-8 

Rs. j 

21,187-8 


[For Profit and Loss Account see next page 


BALANCE SHEET 
As at 31st March 1944 


] 

Rs. 

Rs. 

Rs. 

Authorised Capital 




2,000 6% Pref. Shares of Rs. 100 


Land and Buildings 50,000 


each 

2,00,000 

Less Depreciation at 2% 1,000 


4,000 Ord. Shares of Rs. 100 each 

4,00,000 


49,000 



Plant and Stores 61,500 


Issued and Subscribed Capital:— 


Less Depreciation at 5% 3,075 


2,000 6% Pref. Shares of Rs. 100 



58,425 

each ... ... 2,00,000 


Investments 

4,00,000 

4,000 Ord. Shares of Rs. 100 


Interest accrued 

12.500 

each ... ... 4,00,000 


Sundry Debtors 

4,500 


6,00,000 

Work-in-Progress A/c. 2,00,112-8 


Sundry Creditors 

18,000 

Less Amount Received 1,60,000 


Profit and Loss Account 

34,937-8 


40,112-8 



Cash at Bank 85,000 




Cash in hand 3,400 


i 



88,400 

Rs. 

6,52.937-8 

Rs. 

6,52,937*8 
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PROFIT AND LOSS ACCOUNT 


Rs. 

Ks. 


Rs. 

To Office Salaries and Wages 

3,600 

By Contract No 1:— 


„ Sundry Expenses 

1,500 

Profit taken into Account ... 

31,612-8 

„ Depreciation:— 


„ Interest on Investments 

12,500 

Land and Building 2% 1,000 




Plant and Stores 5% 3,075 


i 



4,075 



„ Profit—Carried to Balance Sheet 

34,937-8 



Rs. 

44,112-8 

Rs. 

44,112-8 

... 

!j__ 

! 



DOUBLE ACCOUNT SYSTEM 

Problem 611 

The following balances are extracted from the books of the Gangapur Electric 
Light and Power Co., Ltd., as at 31st December 1943. Prepare therefrom Final Accounts 
under the Indian Electricity Act. 

Share Capital:— Rs. 

8,000 Ordinary Shares of Rs. 100 each to 31-12-42 .. 8,00,000 
2,000 Ordinary Shares issued during the year .. 2,00,000 
4,000 Ordinary Pref. Shares of Rs. 100 each to 31-12-42 4,00,000 
Cost of Licence 30,000 

Leaseholds .. 1,00,000 

Preliminary Expenses 20,000 

Buildings (Balance to 31-12-42 Rs. 1,00,000) .. 1,10,000 

Plant ( „ „ „ 3,00,000) .. .. 4,20,000 

Mains ( „ „ „ 3,50,000) .. .. 4,60,000 

Transformers, Motors, etc. .. .. 50,000 

Meters (Balance to 31-12-42 Rs. 18,000) 24,000 

Stores .. .. 1,000 

Dead and Live Stock (Balance to 31-12-42 Rs. 10,000) .. 15,000 

Public Lamps ( „ „ „ 50,000) .. 60,000 

Loose Tools ( „ „ „ 6,000) .. 8,000 

Fuel consumed 30,000 

Oil, Waste and Engine Room Stores .. .. 4,000 

Salaries of Engineers, Superintendents and Officers 

(Generation) .. .. 7,200 

Salaries of Engineers, Superintendents and Officers 
(Distribution) 

Power House Salaries and Wages 
Management Expenses 
Establishment Charges 
Sale of energy for lighting purposes 
Sale of energy for power 
Public Lighting 
Rent of Meters 
Miscellaneous Receipts 
Rents Receivable 
Transfer Fees 
Sale of Ashes 

Reconnection and Disconnection Fees 
Interest on Bank Deposits 
Repairs and Maintenance of Buildings 
Repairs and Maintenance of Plant 
Distribution Wages 
Repairs and Maintenance of Mains 
Repairs and Maintenance of Public Lamps 
Repairs to Transformers 
Repairs to Switches, Cut-outs, etc. .. 

Street Lighting Wages 
Rents Payable 


Rents ana Taxes 
Directors' Fees 
Auditors’ Fees 
Legal Expenses 
Bad Debts 


4,800 

6,000 

9.600 

7.200 
1,00,000 

70,000 

70,000 

5,000 

3,000 

1.200 
100 
500 
400 

6,000 

500 

1,500 

1,200 

200 

1,820 

100 

50 

1,200 

1,680 

350 

1,200 

1.600 
50 

100 
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TYPICAL PROBLEMS IK ADVANCED ACCOUNTING 


Depreciation: — Rs. Rs. 

Land (Leasehold) .. .. .. 2,000 

Buildings .. .. .. 4,000 

Plant .. .. 20,000 

Mains .. .. .. 24,000 

- 50,000 

Income-tax .. .. 1,000 

Dividend on Ordinary Shares for 1942 .. .. 48,000 

Dividend on Preference Shares for 6 months to 30-6-43 .. 12,000 

Revenue Account Balance forward .. .. 80,000 

Reserve Fund .. 10,000 

Depreciation Fund 70,006 

Investments at Cost .. 1,31,000 

Interest accrued thereon 6,140 

Stock of Stores, 31-12-42 .. 81,000 

Sundry Consumers’ Accounts .. .. 37,000 

Amount transferred to Reserve Fund .. .. 10,000 

Creditors for goods supplied .. 24,000 

Unclaimed Dividends .. .. .. 3,000 

Expenses prepaid .. .. 5,000 

Fixed Deposits with Bankers .. 80,000 

Cash on Current Account .. .. .. 10,000 

Cash in Office .. .. .. .. 4,850 

Interest on Investments .. .. .. .. 11,140 


Solution 

The Gangapur Electric Light & Power Co., Ltd. 
REVENUE ACCOUNT 


For the year ended 31st December 1943 



Rs. 

Rs. 


Rs. 

Generation Expenses 



By Sale of energy for lighting 

1 ,00,000 

To Fuel 

30,000 


„ Sale of energy for Power 

70,000 

„ Oil, Waste and Engine 



„ Public Lighting 

70.000 

Room Stores 

4,000 


„ Rent of Meters etc. 

5,000 

„ Power House Salaries 



„ Rents Receivable ... 

1,200 

and Wages 

6,000 


,, Reconnection and D i s- 


„ Salaries of Engineers, 



connection Fees... 

400 

Superintendents, 



„ Sale of Ashes 

500 

Officers, etc. 

7,200 


,, Miscellaneous Receipts 

3,000 

„ Repairs & Maintenance 



„ Transfer Fees 

100 

—Buildings 

500 




„ Repairs & Maintenance 





—Plant ... 

1,500 




- 

— 

49,200 



Distribution Expenses 





To Wages 

1,200 




„ Salaries of Engineers, etc. 

4,800 




„ Repairs and Main* 





tenance—Mains ... 

200 




„ Repairs & Maintenance 





—Transformers 

100 




„ Repairs & Maintenance 





—Switches 

50 




- 

— 

6,350 



Street Lighting Expenses * 





To Wages 

1,200 




„ Repairs & Maintenance 

1,820 




— 

— 

3,020 



Management Expenses:— 





To Directors' Fees 

1,200 




„ Auditors’Fees 

1,600 




„ Management Expenses... 

9,600 




„ Establishment Charges... 

7,200 




, —. 

19,600 



Carried over 

Rs. 

78,170 

Carried over Rs. 

2,50,200 
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REVENUE ACCOUNT— Contd. 


Brought over Rs. 

78,170 

Brought over Rs. 

2,50,200 

Depreciation 

To Depreciation on Land ... 

2,000 




„ Depreciation on Building 

4,000 




„ Depreciation on Plant ... 

20,000 




„ Depreciation on Mains... 

24,000 

50,000 

i 

! 


Rent, Rates and Taxes 

To Rent 

1,680 

i 


1 

„ Rates, Taxes 

350 

1 

j 2,030 



Miscellaneous:— 

To Legal Expenses 

50 




Bad Debts ... 

100 

150 



„ Balance carried to 




Net Revenue Account 


, 1,19,850 




Rs. 

i 2,50,200 

Rs. 

1 2,50,200 

_ . . 

___ 

1 

.. _ _... . 

1 - -- 


NET REVENUE ACCOUNT 


----- 

Rs. 

Rs. j 

' Rs. 

To Dividend on Preference Shares 
for the half year to 30-6-1943 ... 

12,000 

By Balance from last year ... 80,000 
Less Dividend on Ordi* ! 

1 

,, Transfer to Reserve Fund 

10,000 

nary shares for 1942 48,000 , 


„ Income-tax 

„ Balance available for Dividends ... 

1,000 

1,45,990 

i 

„ Balance from Net Revenue 

Account 

„ Interest on Investments 

32,000 

1,19,850 

11,140 


j 

„ Interest on Bank Deposits 

6,000 

Rs. 

j 1,68,990 

Rs. 

1 1.68,990 


| . _J 

1 



The Gangapur Electric Light & Power Co., Ltd. 
RECEIPTS AND PAYMENTS ON CAPITAL ACCOUNT 
_ Far t he year ended 31st D ecember 1943 


Payments 

Amount J 
expended 
to 

31-12-42 

Expended 

during 

the 

year 

Total 

Receipts 

Receipts 
up to 
31-12-42 

Receipts 
during 
the year 

Total 


Rs. 

Rs. 

Rs. 


Rs. ! 

! Rs. 

Rs. 

To Preliminary 




By Ordinary 




Expenses 

20,000 


20,000 

Shares of 




„ Leasehold Land 

1,00,000 


: 1,00,000 

Rs. 100 




„ Buildings 

1,00,000 

10,000 

1,10,000 

each 

8,00,000 

| 2,00,000 

10,00,000 

„ Plant 

3,00,000 

1,20,000 

4,20,000 

,,6% Pre- 




„ Mains 

3,50,000 

1,10,000 

4,60,000 

fer e n c e 

j 



„ Transformers, 




Shares of 

j 

i 


Motors etc.... 

50,000 


50,000 

Rs. 100 




„ Meters 

18,000 

6,000 

24,000 

each 

4,00,000 


4,00,000 

„ General Stores 

1,000 


1,000 




: 

„ Public Lamps ... 

50,000 

10,000 

60,000 




; 

„ Dead and Live 








Stock 

10,000 

5,000 

15,000 





„ Loose Tools ... 

6,000 

2,000 

8,000 





„ Cost of Licence 

TVi+al Fv. 

30.000 


30,000 





penditure Rs. 

10,35,000 

2,63,000 

12,98,000 

A Uldl 

Receipts R& 

12,00,000 

2.00,000 

14.00,000 

To Balance 



1,02,000 


1 





Total Rs. 

14,00,000 


Total Rs. 

14,00.000 
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TYPICAL MOSLEMS IN* ADVANCED ACCOUNTING 

The Gangapur Electric Light & Power Co., Ltd. 
GENERAL BALANCE SHEET 


As at 31at December 1943 


j 

Rs. 

Rs. 

Rs. 

To Capital Account— 


By Capital Account—Amount 


Amount Received ... 

14,00.000 

Expended 

12,98,000 

„ Creditors for Goods Supplied 

24,000 

„ Stores 

81,000 

„ Unclaimed Dividends ... 

3,000 

„ Sundry Consumers ... 

37,000 

„ Reserve Fund 

10,000 

„ Investments at Cost ... 

1,31,000 

„ Depreciation Fund 

70,000 

„ Interest accrued thereon 

6,140 

„ Net Revenue Account—Balance at 


„ Prepaid Expenses 

5,000 

credit thereof 

1,45,990 

„ Bank Fixed Deposits 

80,000 



„ Cash on Current Account 10,000 




„ Cash in Office ... 4,850 

14,850 


16,52,990 

Rs. 

16 52,990 


Note. —When the Final Accounts are prepared under the Double Account System, 
the Net Revenue Account will include all the items of financial nature, in addition to 
the item of appropriation. 


problem 612 

The following are the balances of the Ballarpur State Railway for the year 
ended 31st December 1943. Make out in the prescribed form: —(1) Capital Account, 
(2) Revenue Account, (3) Net Revenue Account and (4) General Balance Sheet. 


Ordinary Share Capital 
4% Preference Share Capital 
Loan from State 
Premium on Shares 

Expended upon Permanent Way to 31st December 1942 
„ „ the above during 1943 

„ „ Rolling Stock to 31st December 1942 

„ „ Rolling Stock during 1943 

„ „ Buildings and Stations to 31-12-1942 

„ „ Buildings and Stations during 1943 

Maintenance of Permanent Way 
Upkeep of Locomotives 
Receipts from Passenger Traffic 
Receipts from Parcel Traffic 
Rates and Taxes 
Rent charges and chief rents paid 
Receipts from Mail Service 
Receipts from Goods Traffic 
Traffic Expenses 
Rent paid on Leased Lines 
Carriage and Wagon Repairs 
Interest on Loan 

Balance of Net Revenue Account, 1st January 1943 

Compensation Fund 

Debts due to other companies 

Preference Dividend 

Sundry Accounts Payable 

Compensation Fund Investments 

General Stores—Stock on Hand 

Cash at Bankers 

Bank Interest received 

Fire Insurance Fund 

Traffic Accounts due to the Company 

Legal Charges .. .. .... 


Rs. 

51,95,600 

27,03,825 

15,37,000 

5,36,828 

71,22,290 

45,214 

12,41,500 

41,209 

14,37,340 

51,380 

70,330 

99,090 

1,84,180 

40,780 

20,560 

5,330 

6.690 
2,79,990 

92,350 

20,620 

25,800 

42,170 

5,760 

5,970 

5.690 
26,020 

149,940 

5,020 

1,06,530 

1,10,380 

800 

17460 

72,690 

4,390 
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Solution 

The Ballarpur State Railway 


RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT 


Capital 

Expenditure 

Amount 

expended 

to 

31-12-42 

Amount 
expended 
during the 
year J943 

Total 

Capital 

Receipts 

Amount 

received 

to 

31-12-42 

Amount 
received 
during the 
year 1943 

Total 

1 

Rs 

Rs. 

Rs. 


j 

Rs. 1 

Rs. 

Ra. 

Permanent Way 

71,22,290 

45,214 

71,67,504 

Ordinary 

i 



Rolling Stock .. 

12,41,500 

41,209 

12,82,709 

Share Capital 

51,95,600 ] 


51,95,600 

Buildings and 


1 


4% Pref. 




Stations 

14,37,340 

51,380 

14,88,720 

Share Capital 

27,03,825 

... 

27,03,825 




! 

Loan from 




Total Expendi¬ 

— 


,i- 

State 

15,37,000 

... 

15,37,000 

ture ... Rs. 

98,01,130 

1 1,37,803 

199,38,933 

Premium on 

5,36,828 


5,36,828 




t 

Shares 

... 

Balance (Carried 








to General 








Balance Sheet) 


i 

34,320 

Total 






1 





Total 


| Rs. 

99,73,253 

Receipts Rs. 

99,73,253; 


99,73,253 

. 



1 - 



1 


GENERAL BALANCE SHEET 
As at 31st December 1943 


Liabilities j 

Rs. 

Assets 

Rs. 

Balance at credit of Capital Account 

34,320 

Cash at Bankers 

1,10,380 

Debts due to other companies 

5,690 

Compensation Fund Investments... 

5,020 

Sundry Accounts payable 

1,19,940 

General Stores—Stock on hand ... 

1,06,530 

Compensation Fund 

5,970 

Traffic Accounts due to the 

Fire Insurance Fund ... ... 

Net Revenue Account 

17,160 

1,11,540 

Company 

1 72,690 

Rs. 

2,94,620 

p„ 

2,94,620 


REVENUE ACCOUNT 


For the year ended 31st December 1943 


1 

To Maintenance of Permanent Way ... 
„ Upkeep of Locomotives 
„ Traffic Expenses 
„ Rates and Taxes 
,, Carriage and Wagon Repairs 
„ Legal Charges 

„ Balance carried to Net Revenue 
Account ... ...j 

Rs. 

70,330 

99,090 

92,350 

20,560 

25,800 

4,390 

1,99,120 

By Receipts from j 

Passenger Traffic ... ...j 

Parcel „ 

Goods . 

Mail Service,, ... ...1 

Rs. 

1,84,180 

40,780 

2,79,990 

6,690 

Rs. 1 

5.11,640 

Ra. | 

5.11,640 

J 


1 


NET 

REVENl 
1 ‘Rs. I 

JE ACCOUNT 

j Rs. 

To Interest on State Loan 

eh >y i! 

By Balance from last year 

5,760 

„ Rent Charges and Chief Rents ... 

■E Ktt ? 

„ Balance from Revenue Account 

1 1,99,120 

„ Rent paid on Leased Lines 


„ Bank Interest 

800 

„ Preference Dividend ... 

„ Balance applicable for Dividends 

Rs. 

26,020 

1,11,540 

2J)5,680 

Rs. 

2.05,680 


55 
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TYPICAL PROBLEMS IN ADVANCED ACCOUNTING 


MISCELLANEOUS 
Problem 613 

State how you would deal with the following while preparing Final Accounts 
of a business for the year ended 31st December 1943, on 31st March 1944. 

(a) Rs. 4,500 owing by a Customer which amount was considered good on 31st 
December 1943, but was found to be irrecoverable on 15th February 1944. 

(b) A contract for Sale of Goods to be delivered on 15th March entered into 
before 31st December 1943. The contract was duly fulfilled. 

(c) A difference of Rs. 600 represented by an amount wanting on the debit of 
the Trial Balance. 


Solution 

(a) As the debt of Rs. 4,500 was ascertained to be irrecoverable before 31st March 
1944, the date on which the accounts were being prepared, a provision must be made 
in respect of this loss even though the amount was considered good and recoverable 
on 31st December 1943. 

The principle involved here is that a loss definitely known to have been sustained 
and relating to the period of accounts must be brought in, even though it may arise 
subsequent to the accounting period. 

(b) It is not sound in principle to take credit for sales until the goods have 
been actually delivered. In this case, however, as the accounts upto 31st December 1943 
are being prepared on 31st March 1944, and as the goods have been delivered on 15th 
March, and inasmuch as the Contract for the same had been entered into before 
31st December 1943, there can be no objection to such sales going in, so that the year 
of contract may get the necessary benefit. In any case, a consistant policy must be 
adopted from year to year for the purpose of recording transactions arising from 
contracts for future delivery of goods. 

(c) Inasmuch as the difference of Rs. 600 in Trial Balance is of an appreciable 
amount, it should not be charged off to Profit and Loss Account, but must be put down 
to Suspense Account and shown in the Balance Sheet clearly stating that the same 
arises from difference in books. If this difference relates to any asset or liability, it 
is sure to be discovered and adjusted in the subsequent year. If, however, the cause of 
such difference is not traced even in the subsequent year, the same should be written 
off to Profit and Loss Account. 

Problem 614 

A fire occurred on 15th April 1944, and destroyed the business premises of 
Johnson & Co. The books of account and Stock amounting to Rs. 18,000 were saved, and 
the following information wasi rendered available from the books : — 


Year ended 31st December 1939 

Sales. 

Rs. 

.. 8,60,000 

Gross Profit. 
Rs. 
2,15,000 

do. 

do. 

do. 

1940 

.. 7,10,000 

2,13,000 

do. 

do. 

do. 

1941 

.. 6,00,000 

2,00,000 

do. 

do. 

do. 

1942 

.. 5,50,000 

1,87,000 

do. 

do. 

do. 

1943 

.. 4,80,000 

1,60,000 

The Stock 

on 

31st December 1943 was valued 

at Rs. 97,000. 

The Purchase: 


and Productive Wages from 1st January 1944 to 14th April 1944 were ascertained at 
Rs. 75,000, Rs. 1,59,000 and Rs. 30,000 respectively. You are required to prepare a state¬ 
ment in support of your claim against the Insurance Company, together with any com¬ 
ments you may deem necessary to make. 

Solution 


STATEMENT OF CLAIM FOR LOSS OF STOCK 

Rs. 

Stock as at 1st January 1944 .. .. 97,000 

Purchases from 1st January 1944 to date of fire .. .. 75,000 

Productive wages from 1st January 1944 to date of fire .. 30,000 


Rs. 2,02,000 
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STATEMENT OF CLAIM FOE LOSS OF STOCK —Contd. 


Brought over 

Deduct Sales from 1st January 1944 
to 14th April 1944 

Less estimated Gross Profit 33113% 
as per 1943 Accounts 

Rs. 

Rs. 

.. 1,59,000 

.. 53,000 

Rs. 

2,02,000 

Estimated Cost of goods sold 


1,06,000 

Estimated Stock at the date of fire 
Less Stock saved from fire 


96,000 

18,000 

Amount of claim 


78,000 


Notes. —A careful scrutiny of the five years’ sales and their corresponding gross 
profits presents a peculiar state of affairs which calls for an exhaustive enquiry. Where¬ 
as the sales have been steadily on the down grade, the percentage of gross profit to 
turnover has been consistently on the up grade excepting in the year 1943 when there 
has been a negligible setback, viz. 25% in 1939; 30% in 1940 ; 331|3% in 1941; 
34% in 1942 and 33£% in 1943. In the absence, therefore, of anything that would necessi¬ 
tate any adjustment, it would be quite justifiable to assume the gross profit earned in 
4 months of 1944 to be on the same basis as in the immediate preceding year, viz. 
33 113% on the turnover. 

The Trading Accounts of all the preceding five years must, however, be examined 
to ascertain the following : — 

(a) Whether these have been prepared on consistent basis, from year to year, in 
the sense that the same items have been embodied on both the sides ; 

( b ) Whether the Closing Stock each of these years has been valued on a consistent 
and proper basis ; 

(c) Whether the increase in percentage of gross profit is due to the sale price 
having been steadily enhanced, the purchase price having remained constant; 

(d) Whether there has been any change in the method of invoicing, viz. from 
carriage paid to carriage forward, etc.; 

(e) Whether any obsolete and unsaleable stock had been written down in the 
previous years, the amount of such unsaleable stock written off having decreased from 
year to year. 

(j) Whether the Sale Price *having remained constant, the purchases were being 
made more and more economically from year to year. 

In the absence of any adjustments arising from above enquiries, it would be quite 
safe to assume the percentage earned in the year 1944 to be the same as that earned 
in 1943. 


Problem 615 

The average profits of a business for the last three years amounted to 
Rs. 2,20,000, but on an adjustment of certain items being carried out for the purposes of 
goodwill valuation, the same were found to be Rs. 2,30,000 as representing the average 
normal profits. 7J% represented a fair commercial return on the average capital 
employed. The book value of the Capital employed worked out at Rs. 13,45,000, but 
upon a proper valuation having been made, the capital usefully employed was ascertained 
to be worth Rs. 14,50,000. Valuing the Goodwill on the basis of five years* super profits, 
you are required to find out the purchase price of the business, on the basis of the 
figures as adjusted. 


Solution 


Average Annual Profits 

74% on Rs. 14,50,000, i.e. Capital usefully employed 


Rs. 

.. 2,30,000 
.. 1,08,750 


Super Profits Rs. 1,21,250 
Rs. 1,21,250 X 5 = Rs. 6,06,25 0 


Which is the value of Goodwill. 
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Problem 616 


The Eastern Insurance Company, Ltd., carries on Fire, Marine and Accident 
Insurance Business. You are requested to prepare Revenue Account of the Fire Insur¬ 
ance Department from the following figures, and also state how certain items not 
included therein will be shown in the Profit and Loss Account for the year ended 31st 
December 1943 : — 


Rs. 

Profit and Loss Account Balance, 1st January 1943 .. 2,50,000 

Reserve for unexpired Risks, 1st January 1943 .. 1,65,000 

Fire Insurance Premiums .. .. .. 4,00,000 

„ „ Claims Paid and Outstanding .. .. 2,10,000 

„ „ Commission .. .. .. 8,000 

„ „ Expenses of Management .. .. 85,000 

„ „ Contribution to Fire Brigades .. 2,800 

Additional Fire Insurance Reserve, 1st January 1943 .. 1,55,000 

Dividends to Shareholders .. .. .. 50,000 

Transfer Fees .. .. .. .. 30 

Sundry General Expenses .. .. .. 12,000 

Interest and Dividends less Income-tax .. 25,000 

Interest and Dividends less (Fire Insurance Fund) .. 10,000 


Make provision for unexpired risks on the basis of 40% of the Fire Premium 
Income and carry forward the additional reserves. 


Solution 

Eastern Insurance Co., Ltd. 
REVENUE ACCOUNT 
For the year ended 31st December 1943 
in respect of Fire Insurance Business 


Fire Claims Paid and Outstanding ... 
Expenses of Management 
Commission 

Contribution to Fire Brigades 
Amount of Fire Insurance at the 
end of the year:— 

Reserve for Unexpired Risks 
being 40% of premium Rs. 
income for the year... 1,60,000 
Additional Reserve ... 1,55,000 


Profit transferred to P. & L. Account 


Rs. 

2.10,000 

85,000 

8,000 

2,800 


3,15,000 

1,09,200 



7,30,000 




Rs. 

Amount of Fire Insurance Fund 


on 1st January 1943 
Reserve for unexpired 

...1 

Rs. 


Risks ... 

1,65,000 

1 

Additional Reserve ... 

1,55,000 

i 

1 3,20.000 



Premiurrfs ... 

• •• 

4,00,000 

Interest and Dividends 


10,000 

,i 

! 


Rs. 

J 7,30,000 


PROFIT AND LOSS ACCOUNT 
For the year ended 31st December 1943 


To Dividends to Shareholders 
„ Sundry General Expenses 


j! "" Rs. 

! 50,000 

.1 12,000 


By Balance b/fd. 

„ Profit transferred from Fire 
Revenue Account 
„ Interest and Dividends 
„ Transfer Fees 


Rs. 

2,50,000 

1,09,200 

25,000 

30 


Note. —In regard to the Marine and Accident Departments also, only the items 
of gains and expenses directly attributable thereto will appear in their respective Revenue 
Accounts, and the other items of general nature would find their place in the Profit 
and Loss Account as shown above. 


Problem 617 

The Directors of the New Products, Ltd. find themselves in a very awkward 
situation, and consult you in regard to the ways and means of reorganizing the financial 
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position of the Company. The Profit and Loss Account for the year ended 31st December 
1943, showed a clear net profit of Rs. 45,000 but the equivalent Cash for the payment of 
Dividend was not available. They find a temporary loan from the bankers to be necessary 
for this purpose and are anxious to know how the profits have been merged in the 
business. 

You are presented the following two Balance Sheets for the purpose of placing 
before them the whole position clearly in the shape of a Report: — 

BALANCE SHEET 
As at 31 st December 1942 


Capital & Liabilities 

Rs. 

Assets 

Rs. Rs. 

Share Capital, Authorised, Issued 


Freehold Land and 


and Paid up 

3,00,000 

Buildings 

1,50,000 

Redeemable Debentures 

50,000 

less Depreciation .. 

3,000 

Sundry Creditors 

60,000 


1,47,000 

Reserve Fund 

50,000 

Plant and Machinery 

1,70,000 

Profit and Loss Appropriation 


less Depreciation 

17,000 

Account 

40,000 


1,53,000 



Work-in-Progress 

.. 60,000 



Stock of Materials 

.. 35,000 



Sundry Debtors 

75,000 



Cash at Banks 

.. 30,000 

Rs. 

5,00,000 


Rs. 5,00,000 


BALANCE SHEET 


As 

at 31st December 1943 


Capital & Liabilities 

Rs. 

Assets 

Rs. Rs. 

Share Capital : Authorised, Issued 


Freehold Land & Bldgs. 1,47,000 

and Paid up 

3,00,000 

less Depreciation 

2,940 

Redeemable Debentures 

45,000 


1,44,060 

Sundry Creditors 

90,000 

Plant and Machinery . 

1,53,000 

Reserve Fund 

50,000 

Additions 

67,000 

Bank Overdraft 

3.060 



Profit & Loss Appropriation A|c.— 



2,20,000 

Balance on 1st Jan. 1943 40,000 


less Depreciation 

22.000 

Less Dividend 36,000 



1,98,000 



Work-in-Progress 

.. 55,000 

4,000 


Stock of Materials 

.. 45,000 

Net Profit during the 


Sundry Debtors 

.. 95,000 

year .. 45,000 





49,000 



Rs. 

5,37,060 


Rs. 5,37,060 


The additions to Plant and Machinery are made up of Rs. 15,000 ordinary replace¬ 
ments and the balance represents actual additions to Plant. The Freehold Land and 
Buildings cost originally Rs. 2,00,000 when acquired ten years back. 

Solution 

The Board of Directors, 

The New Products, Ltd., 

BOMBAY. 

Dear Sirs, 

As desired by yourselves, we have thoroughly scrutinised the financial position 
of your Company as reflected by the Balance Sheets dated the 31st December 1942 
and 1943 respectively, more particularly with the object of ascertaining how the profits 
have got merged in the business and as to how best the financial re-organisation of 
the Company may be brought about. 

To begin with, it is apparent that the acquisition of additional plant amounting 
to Rs. 45,000 and the repayment of Debentures to the extent of Rs. 5,000 during the 
year under review are mainly responsible for the insufficiency of Working Capital and 
want of liquid assets. 
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There has been net increase in your Company’s Fixed Assets as under: 

Rs. 

Increase in Plant (after deduction of Depreciation) .. 45,000 
Repayment of Debentures to the extent of .. 5,000 


50,000 

Less Depreciation of Building .. .. .. 2,940 

Net increase in Fixed Assets .. .. Rs. 47,060 

As to the Company’s position in regard to its liquid resources, the following facts 
reveal a reduction in value of your net floating assets to the extent of Rs. 38,060. 

Rs. Rs. 

Increase in Trade Liabilities .. 30,000 

Decrease of Cash and Bank Balances .. .. 33,060 

Decrease in value of Work-in-Progress .. 5,000 


Less Addition in Debtors 
„ „ Stock 


68,060 

20,000 

10,000 

- 30,000 


Decrease in Net Floating Assents .. Rs. 38,060 


The addition of Fixed Assets of the value of Rs 47.060 is thus explained by the 
corresponding reduction in the Net Floating Assets of the value of Rs. 38,060 and the 
absorption of the credit balance of Rs. 9.000 left on the Profit and Loss Account after 
payment of Dividend for the year 1942. 

The difficulty of finding cash for the payment of dividend despite the fact that 
the Company has made profits has thus evidently arisen from the Company’s cash 
resources having been utilised in the aenuisition of additional Fixed Assets, instead 
of being employed as Working Capital. This is, no doubt, a wrong financial policy to 
follow, and a continuity of the same will surely land the Company into serious financial 
embarrassment, in spite of improved working results. There should be a regular supply 
of ample Working Capital to enable the Company to finance its current operations 
smoothly, and the Company must find further Share Capital or secure a loan for a 
lengthened period, to enable it to acquire additional fixed assets as the exigency of 
trade might necessitate. 

In view of the continuous expansion of your Company’s business and with the 
net profits steadily on the up-grade, we arc inclined to believe that an offer of New 
Share Capital of Rs. 1,50 000 with a premium of 10 per cent to the existing shareholders 
would meet with a ready response from them. Whereas the shareholders would find 
in these shares a safe and lucrative investment, the Company would stand to benefit 
from the premium received. Such a step would also at once help the Company to 
pay off its Bank Overdraft, meet its pressing liabilities and leave a sufficient margin 
by way of Working Capital. 

An alternative method would be to issue Debentures of a like amount, but this 
will entail an interest burden and would necessitate mortgaging or charging of some 
of the Company’s assets. Considering all the facts, therefore, we are of opinion that 
it will be in the best interests of the shareholders to take up additional capital as 
suggested above so that they may benefit from the whole of the Company’s profits in 
the future, subject, of course, to an adequate Reserve Fund being maintained, so as to 
provide against any future contingency. 

We remain, Dear Sirs, 

Yours faithfully 


COST ACCOUNTS 


Problem 618 

From the following figures, ascertain the 

(a) Cost of Materials used, 

(b) Value of output of manufactured goods, and 

(c) Percentage of gross profit on sales. 
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TRADING ACCOUNT 


Rs. Rs. 


Rs. Rs. 

To Stock : — 

By Sales 

.. 8,40,000 

Finished Goods .. 80,000 

„ Closing Stock : — 


Raw Materials .. 24,000 

Finished Goods 

.. 70,000 

1,04,000 

Raw Materials 

.. 28,000 

„ Purchases .. .. 2,40,000 


98,000 

„ Wages .. .. 4,00,000 

„ Carriage 20,000 


„ Gross Profit .. .. 1,74,000 



Rs. 9,38,000 


Rs. 9,38,000 

Solution 



(a) Cost of Materials used : 


Rs. 

Opening Stock 

.. 

24,000 

Purchases 

.. 

2,40,000 

Carriage 

.. 

20,000 



2,84,000 

Less Closing Stock 

.. 

28,000 


Rs. 

2,56,000 

(h) Value of Output of Manufactured 

f Goods : — 

Rs. 

Materials consumed (as above) 


2,56,000 

Wages 

• • 

4,00,000 


Rs. 6,56,000 


(c) Percentage of Gross Profit (Us. 1,74,000) on Sales ( Rs , 8,40,000) — 20.714. 

Problem 619 • 

The Accounts of the Modern Engineering Co.. Ltd., show for 1943 : •— 

Rs. 

Materials used .. . . .. .. 17,50,000 

Manual and Machine Labour Wages directly chargeable 13,50,000 
Works Overhead Expenditure .. .. 3,71,250 

Establishment and General Expenses 2,32,500 

Show the Works Cost and Total Cost, the percentage that the Works Overhead 
Cost bears to the Manual and Machine Labour Wages and the percentage that the 
Establishment and General Expenses bear to the Works Cost. 

What price should the Company quote to manufacture a machine which, it is 
estimated, will require an expenditure of Rs. 7,500 in Material and Rs. 6,000 in Wages so 
that it will yield a profit of 25% on the total cost or 20% on the selling price ? 

Solution 

Modern Engineering Co., Ltd. 


SUMMARY OF EXPENDITURE 


For 1943 

Rs. 

Materials used 

.. 17,50,000 

Manual and Machine Labour Wages (direct) 

.. 13,50,000 

Prime Cost 

.. 31,00,000 

Works Overhead Expenses 

.. 3,71,250 

Works Cost 

.. 34,71,250 

Establishment and General Expenses 

.. 2,32,500 


Total Cost 


Rs. 37,03,750 
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Works Overhead Cost = 27.5% of Manual and Machine Labour Wages. 
Establishment and General Expenses = 6.698% of Total Works Cost. 

ESTIMATE FOR MACHINE 




Rs. 

a. 

p. 

Material 

.. 

7,500 

0 

0 

Wages (direct) 

.. 

6,000 

0 

0 



13,500 

0 

0 

Works bncost—27.5% 

of Direct Wages .. 

1,650 

0 

0 



15,150 

0 

0 

Office Oncost—6.698% 

of Works Cost 

1,014 

12 

0 



16,164 

12 

0 

Profit—25% on total 

cost 

.. 4,041 

3 

0 

Selling Price giving Profit thereon of 20% 

Rs. 20,205 

15 

0 


Problem 620 

In some industries a certain percentage of defective products is a normal 
factor. In the case of 10,000 articles being manufactured at a cost of Rs. 80,000 of which 
Rs. 50,000 is Wages and Indirect Charges and Rs. 30,000 is Material and 1,500 articles turn 
out defective, their only value being in the used metal of which they are composed, 
amounting to Rs. 1,500, what is the unit cost of the saleable products, in total, and in 
Wages and Indirect Charges, and Materials respectively ? 


Solution 


Output, 8,500 

Cost per unit of 
saleable articles 

Materials 

Less Metal in defective articles 

... 

Rs. 

30,000 
* 1,500 

i 

Rs. 

28,500 

50,000 

Rs. a. p. 

Q C 7 . 7 c 

Wages and Indirect charges 



<3 0/ /O 

5 14 1*41 


Total cost 

Rs. 

; 78.500 

9 3 9-17 


Problem 62 



An Ironmaster produces 40,000 tons of Pig Iron in a year at certain furnaces. 


From the following figures, prepare Production Account, showing the cost per ton 
of the various items of expenditure, and after crediting the Production Account with 
Rs. 1,60,000, the amount received on the sale of Slag, show the cost per ton of Pig Iron 
produced. 


Coal 

Coke 

Limestone 

Ironstone 

Sundries 


Stocks at beginning 
of year 
Rs. 

.. 95.000 
.. 73.000 
.. 30,000 
.. 82,000 
.. 56,000 


Purchases 
during year 
Rs. 

4,00.000 
5.70 000 
1,20,000 
3.50.000 
1,60,000 


Stocks at end 
of year 
Rs. 

80.000 

65.000 

35.000 

64,000 

60,000 


Works General Charges are to be taken at Rs. 95,000 and Wages at Rs. 3,50,000. 
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Solution 


PRODUCTION ACCOUNT 
For the year, . 

Output 40,000 Tons 


Cost per ton 
To Materials Consumed I Rs. a. p. 


Coal 
Coke 
Limestone 
Ironstone 
Sundries 
„ Wages 
„ Works General 
Charges 


10 6 0 
14 7 2-4 

2 14 0 

9 3 2‘4 

3 14 4*8 
8 12 0 

2 6 0 


Rs. 

4,15,000 

5,78,000 

1,15,000 

3,68,000 

1,56,000 

3,50,000 


20,77,000 


j Cost per ton 
i Rs. a. p. Rs. 

By Sale of Slag ...i 4 0 0 1,60,000 

„ Cost of 40,000 tons, 

Pig Iron ... 47 14 9 6 19,17,000 


Rs. | 20,77.000 


Rs. ; 51 14 9-6 


Rs. 51 14 9*6 


The net cost per ton of Pig Iron is, therefore, Rs. 47>-14-9.6. 

Problem 622 

The following particulars relate to certain contracts carried out by a firm of 
Engineers during the month of December 1943. 


Direct Wages paid during the month on Work-in-Progress 6,400 
Materials used as per Materials Day Book .. .. 5,900 

Materials Charged direct .. .. .. .. 2,800 

Direct Payments for Materials .. .. .. 610 

Cost of completed work as per Sales Journal: — 

Time .. .. .. .. 5,900 

Materials .. .. .. .. 6,800 

Cost of Time and Materials on: — 

Finished Stock, Time .. .. .. .. 1,800 

Materials .. .. .. 3,060 

Additions to Plant, Time .. .. .. 440 

Materials .. .. .. 260 

Patterns, Time .. .. .. .. 490 

Materials .. .. •. .. 150 

Unchargeable, Time .. .. .. .. 380 

Materials .. .. .. .. 20 

Uncompleted work for customers at close of month: — 

Time .. .. .. .. 1,990 

Materials .. .. .. .. 2,820 

Time and Materials on Work-in-Progress at beginning 
of month as shown by Cost Ledger: — 

Time .. ♦. .. .. 4,600 

Materials .. .. .. .. 3,800 

Write up Work-in-Progress Account. 
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Solution 

WORK-IN-PROGRESS ACCOUNT 


— I Labour 

i 

! Mate* 

1 rials 

1 Total 

i 

— 

| Labour 

i 

Mate¬ 

rials 

j Total 

! Rs. 

un 

Rs. 


! 

Rs. 

Rs. 

Rs. 

To Balance b/fd. ...j 4,600 

3,800 

8,400 

By Completed Con* 


1 


„ Direct Wages ...i 6,400 


6,400 

tracts 

5,900 

6,800 

12,700 

„ Stores 

5,900 | 

5,900 

,, Amounts trans- 

1 



„ Materials (Direct)j 

2,800 I 

2,800 

ferred to:— 

i 

1 


„ Materials (Cash) 

610 1 

610 

Finished Stock 

1,800 ; 

3,060 

4,860 

, 



Plant 

440 ; 

260 

700 




Patterns 

490 ! 

150 

640 




Oncost, not di-j 

, 



, 



rectly charge¬ 







able 

380 | 

20 

400 




„ Balance c/d. 

1,990 | 

2,820 

4,810 

Rs. 11,000 

13.110 ; 

24.110 

Rs. 

11,000 | 

13,110 

24,110 

To Balance b/d. ... 1,990 

2,820 

4.810 


‘ 




Note. —Unehargeablc materials may represent such stores as oil, grease, etc. Labour 
unallocated or indirect Labour ; both these items must therefore be taken into account 
when charging Works Oncost. 

Problem 623 

From the following particulars, write up the debit side of Contract No. 101 
Account and pass entries for charging Oncost: — 

Rs. 

Materials used .. .. .. 1,095 

Productive Wages .. .. .. 1,200 

Chargeable Expenses .. .. .. 60 

Provide 60% on Productive Wages for Works Oncost and 12i% on Works Cost 
for Office Oncost. 

Solution 


CONTRACT NO. 101 ACCOUNT 


To Materials 

„ Wages (Productive) ... 

„ Chargeable Expenses ... 

Rs. 
1,095 
, 1,200 
60 

By Completed Contracts Account 
„ Loss (if any) 

Rs. 

Flat Cost 

„ Works Oncost 

60% on Productive Wages 

2,355 

720 

1 


Works Cost ... 

„ Office Oncost:— 

12J% on Works Cost 

3,075 

384-6 



Gross Cost 

„ Profit (if any) 

3,459*6 



Rs. 


Rs. 



Note.—I n practice, there will be found separate columns for materials, wages, 
direct expenses, indirect expenses, etc. 
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ENTRIES IN COST JOURNAL 



L.F. 

| Rs. a. p. 

Rs. a. p. 

Contract No. 101 Account ... ... ... Dr. 


720 0 0 


To Works Oncost Account 



720 0 0 

(Being a charge of 60% on Productive Wages Rs. 1,200 

! 


for Indirect Works Expenses.) j 

| 


Contract No. 101 Account ... ... ... Dr. 

384 6 0 i 


To Office Oncost Account 

I 1 

384 6 0 

(Being a charge of 12J on Works Cost Rs. 3,075 



for Indirect Office Expenses) 

i : 

j 


Problem 624 

Write up Contract Account No. 75 from the following particulars: — 


Rs. 

Direct Materials .. .. .. 18,000 

Wages .. .. .. 12,000 

Special Plant .. . . . . 8,000 

Stores Issued .. .. .. 3,200 

Loose Tools .. .. .. 1,500 

Cost of Tractor— 

Running Material .. .. .. 1,000 

Wages of Driver, etc. .. .. 1,600 

Expenses of Workmen, etc. .. .. 1,200 


The Contract was completed in 20 weeks, at the end of which period Plant was 
returned subject to a depreciation of 20% on the original cost. The values of Loose 
Tools and Stores returned were Rs. 1,000 and Rs. 400 respectively. The value of the 
Tractor was Rs. 19,500, and depreciation was to be charged to this contract at the rate 
of 20% per annum. 

You are required to provide for Administrative Expenses at the rate of 74% on 
Total Works Cost. 


Solution 

CONTRACT NO. 75 ACCOUNT 


j 

Rs. 


Rs. 

To Direct Materials 

18,000 

By Plant (returned) 

6,400 

„ Wages ... ...j 

12,000 

„ Loose Tools (returned) 

1,000 

„ Special Plant 

8,000 

„ Stores (returned) 

400 

„ Stores (issued) 

3,200 

„ Balance—being Net Works 1 


,, Loose Tools ... ...j 

1,500 

Cost c/d. 

40,200 

„ Cost of TractorRs. 




Running Materials 1,000 


! 


Wages of Drivers, etc. 1,600 


1 



2,600 

i 


,, Depreciation of Tractor :— 




20% p. a. on Rs. 19,500 




for 20 weeks 

1,500 



„ Expenses of Workmen, etc. 

1,200 



Rs. 

48,000 

Rs. 

48,000 

To Balance—being Works Cost b/d.... 

40,200 

By Gross Cost c/d. 

43,215 

„ Administrative Expenses:— 

j 



7i% on Works Cost 

3,015 



Rs. 

43,215 

Rs. 

43,215 

To Gross Cost b/d. 

43,215 




Problem 625 

Prepare Manufacturing Account in the Cost Ledger from the following particulars 
and give the Trial Balance as it would appear after closing the Cost Ledger : — 
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Rs. 

Direct Wages 

.. 40,000 

Stores 

.. 24,000 

Direct Goods 

.. 4,000 

Chargeable Expenses 

2,000 

Works Oncost 

8,000 

Office Oncost 

5,200 


Rs. 

Works Oncost Suspense Account 2,000 
Office Oncost „ „ .. 1,400 

Work-in-Progress .. .. 13,000 

| Finished Stock .. .. 18,000 

I Completed Contracts .. .. 47.800 

I Sales from Stock .. .. 6,000 


Solution 

To Completed Contracts 
„ Sales from Stock 

„ Balance c/d. 


Cost Ledger 

MANUFACTURING ACCOUNT 
For the year ended . 


Rs. 


Rs. 

47,800 

By Direct Wages 

40,000 

6,000 

„ Stores 

24,000 


„ Direct Goods 

4,000 

53,800 

„ Chargeable Expenses 

2,000 

34,400 

„WorksOncost 

8,000 


Office Oncost 

5,200 



83,200 


,, Profit 

5,000 

88,200 

Rs. 

88,200 


By Balance b/d. 

34,400 


TRIAL BALANCE 
(After closing the Cost Ledger) 


Work-in-Progress Account 
Works Oncost Suspense Account 
Office Oncost Suspense Account 
Finished Stock Account 
Manufacturing Account 


'l Rs - I 
13,000 ! 

! 2,000 ; 
1.400 : 

; ls.ooo 1 

1 ... 

Rs. 

i 

34,400 

34,400 

34,400 

i i 


Problem 626 

From the following particulars, prepare a Statement of Cost per Gross of 
“Black” and “Coloured” pencils: — 

Output during the year was “ Black ” 24,000 Gross and “ Coloured ” 8,400 Gross. 


Rs. 

Raw Materials—Factory—Opening Stock .. .. 38,150 

Purchases during the year .. .. 1,07,100 

Closing Stock .. .. .. 49,400 

Factory Wages—Black .. .. .. .. 42,000 

Coloured .. .. .. 13,650 

Factory Charges . . .. .. .. 37,100 

Finishing Wages—Black .. .. .. 20,000 

Coloured .. .. 5,600 

Raw Materials—Finishing—Opening Stock .. .. 7,200 

Purchases during the year .. .. 33,700 

Closing Stock .. .. .. 8,900 

Finishing Charges .. .. .. .. 19,200 

General Expenses .. .. 36,450 


Raw Materials in the Factory and General Expenses are to be apportioned in the 
ratio of output; Factory Charges in the ratio of Factory Wages; Finishing Raw Materials 
and Finishing Charges in the ratio of Finishing Wages. 

Also state what profit per gross is made if 44 Black ” is sold at Rs. 10 per gross and 
44 Coloured” at Rs. 9-8 per gross. 
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Solution 


Statement of Cost per gross of “ Black ” and “ Coloured ” pencils for the year 
ending. 



Black 

Coloured 


Output 24,000 Gross 

Output 8,400 Gross 


| Factory | Finishing 

Factory 

Finishing 


i Rs. Rs. 1 

Rs. 

Rs. 

Factory Raw Materials :— 

i 




Rs. 1 ! 



Opening Stock 

38,150 j 



Purchases 

1,07,100 | ! 




1,45,250 



Less Closing Stock 

49,400 



Rs. 

95,850 1 



Rs. 




24,000 

i 



Black—95,850 x - 

71,000 



32,400 




8,400 




Coloured—95,850 x - 

! 


32,400 


24,850 


Factory Wages 

42,000 

13.650 


Factory Charges :— 




42,000 




Black—37,100 x - 

28,000 



55,650 




13,650 

1 



Coloured—37,100 x - 




55,650 

: I 

9,100 


Finishing Wages 

| 20,000 


5,600 

Finishing Raw Materials: — 

, i 



Opening Stock 

7,200 



Purchases 

33.700 




40,900 ; 



Less Closing Stock 

8,900 ! 



Rs. 

32,000 ! 



20,000 

i 



Black—32,000 x— - 

25,000 



25,600 




5,600 




Coloured — 32,000 x ■ — ■ 



7,000 

25,600 



Finishing Charges: — 




20,000 




Black—19,200 x - 

15,000 



25,600 




5,600 




Coloured—19,200 x- 



4,200 

25,600 





Rs. 1,41,000 60,000 

47,600 

16,800 
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Black 

Coloured 


Cost per 
Gross 

Amount 

Cost per 
Gross 

Amount 


Rs. a. p. 

Rs. 

Rs. a. p. 

' Rs. 

Factory Process ... 

5 14 0 

1,41,000 

5 10 8 

1 47,600 

Finishing Process ... 

General Expenses ... 

2 8 0 

60,000 

2 0 0 

16,800 

24,000 

i 




Black-36,450 x- 

12 0 

27,000 

| 


32,400 


1 


8,400 



i 

I 

■ 

Coloured—36,450 x- 



12 0 

9,450 

32,400 




Total Cost Rs. 

; 9 8 0 1 

! 2,28,000 , 

8 12 8 

73,850 

_____- __. .. - _ _ . , __ — __ — - _______ 


i 




Profit on sale per gross for Black is Rs. 10 minus Rs. 9-8-0 As. 8. 

Profit on sale per gross for Coloured is Rs. 9-8 minus Rs. 8-12-8 — As. 11 pies 4. 


Problem 627 

From the following particulars, prepare (1) a statement of Cost of Manu¬ 
facture for the year 1943 ; (2) a statement of Profit as per Cost Account; and (3) Profit 
and Loss Account in the financial books, and show to what you would attribute the 


difference in the profits as shown by (2) and (3) : — 

Rs. 

Opening Stock of Raw Materials .. 60,000 

Opening Stock of Finished Articles .. 1,20,000 
Purchases of Raw Materials .. 3,60,000 

Stock of Raw Materials at end .. 90,000 

Stock of Finished Articles at end .. 30,000 

Wages .. .. .. 1,50,000 


Calculate Factory Oncost at 25% on Prime Cost and Office Oncost at 75% on 
Factory Oncost. 

Actual Works Expenses amounted to Rs. 1,16,250 and actual Office Expenses 
amounted to Rs. 91,500. 

The Selling Price was fixed at 25% above Cost Price. 

In statement (1) also show what percentage does each individual item of cost 
bear to the Total Cost. 

Solution 


(1) STATEMENT OF COST OF MANUFACTURE (1943) 


Percentage 
on Total 
Cost 

Raw Materials—Opening Stock 

Raw Materials—Purchases 

Less Stock-at-end 

Rs. 

... 60.000 
... 3,60,000 

4,20,000 
... 90,000 

Rs. 

478 

21-8 

17-4 

130 

Materials Consumed 

Wages 

Factory Oncost—25% on Rs. 4,80,000 
Office Oncost—75% on Rs. 1,20,000 

... 

3,30,000 

1,50,000 

1,20,000 

90,000 

100-0% 


Total Cost ... Rs. 

6,90,000 


_ . - — 

-.- 

- . ___ 
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(2) PROFIT AS PER COST ACCOUNTS 


Finished Articles—1st January 1943 

Finished Articles—31st December 1943 ... 

... 

Rs. 

1,20,000 

30,000 

Cost of Manufactured Articles during the year 


90,000 

6,90.000 

Total Cost of Finished Articles Sold ... 

Rs. 

7,80,000 

Selling Price=(Cost + 25%) ... 

Less Cost as above 

Rs. 

9,75,000 

7,80,000 

Profit 

Rs. 

1,95,000 


(3) PROFIT AND LOSS ACCOUNT (FINANCIAL BOOKS) 


Rs. Rs. 

To Stock—1st January 1943 :— 

Raw Materials ... 60,000 

Finished Articles ... 1,20,000 


-.I 1,80,000 

„ Purchases of Raw Materials ... 3,60,000 

„ Wages ... ... .... 1,50,000 

„ Works Expenses ... ... 1,16,250 

„ Office Expenses ... ... 91,500 

„ Profit ... ... ...I 1,97,250 


By Sales ... 

„ Stock at end :— 
Raw Materials .., 
Finished Articles 


Rs. 10,95,000 

. . ■' 


Rs. Rs. 

... 9,75,000 

90,000 
30,000 , 

-- 1 , 20,000 


Rs. 


10,95,000 


The difference between the two profits is due to an overcharge in Cost Accounts 
of Rs. '3,750 in respect of Factory Oncost and an undercharge in respect of Office Oncost 
of Rs. 1,500, the net excess charge being Rs. 2,250. 


Problem 628 

From the following particulars, prepare in comparison form Cost Sheet and 
Working Account for the months of January and February, the output for these months 
being 12,000 and 11,500 tons respectively : — 


Wages, Underground 


January 

Rs. 

.. 7,800 

Februa 

Rs. 

7,950 

Wages, Colliers 


.. 19,500 

18,750 

Wages, Surface 


.. 4,500 

4,200 

Timber 


.. 1,950 

1,875 

Stores 


.. 900 

825 

Royalties 


.. 3,750 

3,675 

Horse and Stable Expenses 


.. 1,200 

1,125 

Repairs and Renewals 


.. 1,260 

1,275 

Depreciation 


.. 2,190 

2,100 

Rent, Rates and Taxes 


.. 1,290 

1,275 

Salaries and Management 


.. 2,700 

2,700 

Bad Debts and Discount 


.. 600 

525 

Sundry Expenses 


.. 540 

450 










COST SHEET AND WORKING ACCOUNT 
For the Months of January and February 
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Problem 629 

Prepare a Statement showing Cost per Cabinet and Profit per Cabinet sold, 
from the following particulars: — 

The Cabinets manufactured are classed into “No. 1” and “No. 2”. There is no 
Opening or Closing Stock of the Cabinets. 

Materials No. 1 ., Rs. 2,400 No. 2 .-. Rs. 3,232 

Labour No. 1 .. Rs. 4,560 No. 2 .. Rs. 5,656 

Works Oncost to be 100% on Labour, and Office Oncost to be 25% on Works Cost. 
120 No. 1 Cabinets were sold during the year at Rs. 150 per Cabinet, whereas the 
price per No,. 2 Cabinet was Rs. 110 and the number of No. 2 sold was 202. 

What is the total profit for the year as per the above particulars ? 

Also prepare a Profit and Loss Account for the year in the financial books of the 
Company, the following being additional particulars given: — 

Works Expenses .. .. .. Rs. 9,920 

Office Expenses .. .. .. Rs. 6,760 

How would you account for the difference between the two figures of Profit? 

Solution 


STATEMENT SHOWING COST PER CABINET AND PROFIT PER CABINET SOLD 


4 



i 

No. 1 ' 

No. 2 




Rs. 

Rs. 

Materials ... 



2,400 

3,232 

Labour 

... 

... 

4.560 

5,656 



Prime Cost ... 

6,960 

8,888 

Works Oncost—100% on Labour ... 

... 

... 

4,560 

5,656 



Works Cost ... 

11,520 

14,544 

Office Oncost—25% on Works Cost 

... 


2,880 

3,636 



Total Cost 

14,400 

18,180 

Sale Price No. 1—120 Cabinets sold 



18,000 


»» ,, No. 2 202 „ ,, 

... 



22,220 



Profit Rs. 

. 3,600 

I 

4,040 



Profit per Cabinet Rs. 

30 

20 

PROFIT AND LOSS ACCOUNT 

(IN THE FINANCIAL BOOKS) 



Rs. 



Rs. 

To Materials ... 

5,632 

By Sales 

... 1 

40,220 

Wages 

10,216 




„ Works Expenses 

9,920 




„ Office Expenses 

6,760 




„ Net Profit ... 

7,692 




Rs. 

40,220 


Rs. 

40,220 

. _ _ : _- _____ 


------ _ ,, ... „ 


.... -T 


Profit as per Profit and Loss Account = Rs. 7,692 
„ as per Cost Accounts Rs. 7,640 

Difference accounted as follows Rs. 52 


56 
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Works Oncost as per Cost Accounts 
„ Expenses as per P. & L. Account 


Rs. 10,216 

„ 9,920 Rs. 296 Overcharged in Cost Accounts. 


Office Expenses as per P. & L. Account 6,760 

Office Oncost as per Cost Accounts 6,516 „ 244 Undercharged in Cost Accounts. 


Net Excess Charged in Cost Accounts Rs. 52 


Problem 630 

From the following figures, prepare Finished Stock Account of the Advance 
Manufacturing Co., Ltd., showing distinctive accounts for different classes of finished 
products: — 

Summary Totals: — 



A Rs. 

B Rs. 

Productions—Small Forgings 

.. 22,500 


„ Castings 

.. 

18,000 

Returns from Customers 

.. 2,250 


Transfers “ B ” to “ A ” Rs. 3,750 

Finished Casting Sales 

.. 42,000 

33,000 

Issues to Operating Departments 

.. 3,000 

3,750 

Value of Closing Stock 

.. 5,250 

6,000 

Value of Finished Stock at the 
beginning of the period 

.. 10,500 

9,000 


Solution 


The Advance Manufacturing Co. 
FINISHED STOCK ACCOUNT 



A 


1 otal 


A 

B 

1 otal 


Kb. 

Rb. 

Rs. 


Rs. 

Rs. 

Rs. 

To Opening Stock 

10 500 

9,000 

19 500 

By “A" Dept.— 




„ Production A/c. 

22,500 

18.0U0 

40,500 

tranbler 

... 

3,750 

3,750 

„ Sundry Debtors 




„ Operating 


(Returns) 

2,250 

... 

2,250 

Depts. 

3,000 

3,750 

6,750 

„ “B" Dept.— 




„ Closing Stock.. 

5,250 

6,000 

11,250 

transfer 

3,750 

... 

3,750 

,, Balance being 







cost price of 
goods sold .. 

30,750 

13,500 

, 44,250 

Rs. 

39,000 

27.000 

66.000 

Rs. 

39,000 

27,000 

66,000 

To Balance, being 








cost of Sales ... 

30,750 

13,500 

44,250 

By Sundry Deb¬ 




„ Balance, being 




tors (Sales) ... 

5 42,000 

| 33,000 1 

1 j 

| 75,000 

profit on Sales 

11,250 

19,500 

30,750 



Rs. 

42,000 

: 33,000 j 

j _75,000 

Rs. 

i 42,000 

! 33,000 | 

75,000 

To Stock b/d. 

5,250 

i 

6,000 

11,250 


j 

i i 



Problem 631 

Two fitters, a labourer and a boy, undertake to work up 200 articles on a 
piece-work basis for Rs. 900. The time spent by each of them is 220 ordinary working 
hours, and the rates of pay are for the two fitters Re. 1-2 each per hour, for the labourer 
12 annas per hour, and the boy 6 annas per hour. 





fc&rtsfoNAL FROBLEftte 


m 


Ascertain the amount of the piece-work premium and show the amount of it, 
which each worker will receive when it is divided proportionately to the wages paid, 
and show in each case the percentage the premium bears to the wages payments at 
ordinary rates. 

To the amount paid for working up, add cost of Material Rs. 1,800, proportion of 
* Oncost ” Rs. 675, of selling expenses Rs. 450 and for Carriage charges Rs. 300, and give 
the Total Cost 

To return the manufacturer 20% on the total cost at what price must he sell, 
and what will the profit be reckoned on the selling price? 

Solution 



Rate 

Wages for 
220 hours 

Proportion 
to Total 
Wages 

Premium 

% age of 
premium 
to Wages 

1st Fitter 

Rs. a. p. 

1 2 0 

Rs. a. p. 
247 8 0 

1/3 

Rs. a. p. 
52 8 0 

2121 

2nd Fitter 

12 0 

247 8 0 

1/3 

52 8 0 

2121 

Labourer 

0 12 0 

165 0 0 

2/9 

35 0 0 

2121 

Boy 

0 6 0 

82 8 0 

1/9 

17 8 0 

21*21 

Total Wages 

Premium 

Piece-work Price Rs. 

i 

742 8 0 
! 157 8 0 

] 

900 0 0 


157 8 0 

i 


Rs. 

Wages .. .. 900 

Materials .. .. .. 1,800 

Oncost .. .. .. 675 

Selling Expenses .. .. 450 

Carriage. .. .. .. 300 


Total Cost .. 4,125 

20% Profit on Cost .. .. .. 825 


Selling Price Rs. 4,950 


Profit reckoned on selling price ~ 16 2/3% 

INDIAN INCOME-TAX PROBLEMS 

Problem 632 

Abdul Rasul started a cloth business on 1st July 1942 and made up his first 
accounts to 31st December 1942. The accounts revealed an assessable income. What 
is the assessment year during which he will be called upon to pay tax ? 

Solution 

The Income-tax assessment year during which Abdul Rasul will pay Income-tax 
on his profits for the previous year, i.e. the period from 1st July 1942 to 31st December 
1942 is 1943-44, period from 1st April 1943 to 31st March 1944. 

Notes. — (1) The assessment year will be the same if the accounts are made up 
to any date before 31st March 1943. 

(2) If, however, the assessee makes up his first accounts upto a date beyond 
the next following 31st March, there is deemed to be no previous year for the particular 
assessment year. 

(3) If Abdul Rasul makes up his first accounts to 30th June 1943, there is deemed 
to be no previous year for purpose of assessment for the year 1943-44. 
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(4) The accounts up to 30th June 1943, will be the basis for the assessment year 
1944-45. 

(5) If the assessee does not exercise his option, the previous year will be the 

period from the date of setting up the business to the next following 31st March. 

(6) If the assessee is a partner in a firm, the previous year of the firm shall 

also be the previous year for the partner so far as his share of the income from the 

firm is concerned. 

(7) The assessee can have separate previous years for each of his different busi¬ 
nesses or for each separate source of his income. 

(8) It must be distinctly understood, however, that the period once decided upon 
cannot be varied for future assessments without the previous consent of the Income-tax 
Officer and upon such conditions as he thinks fit. 

Problem 633 

S. Kolhatkar is a manager of Textile Mills, Ltd. under an agreement of Rs. 1,000 
per month as salary, 1 per cent commission on the net profits and Rs. 200 per month 
as house allowance. The Company made a net profit of Rs. 6,00,000. Ascertain his 
total income. 

Solution 

His total assessable income will 

Income from Salary 
Commission 
House allowance 


Rs. 20,400 


be as follows : — 

Rs. 

.. 12,000 

• • .. 

6,000 

.. 

2,400 


Note. —House allowance is addition to salary and as such taxable. 

Problem 634 

From the following particulars of the income of Firoze Mistry, ascertain the total 
taxable income : — 

He is a part-time Secretary of the General Textile Mill Machinery Co., Ltd. on 
a salary of Rs. 900 per month which he receives after deduction of Income-tax of 
Rs. 654-11-0. He is a shareholder of Bombay Mills, Ltd. wherefrom he derives an 
annual dividend of Rs. 2,531 (net) and a Debenture-holder in The India Sugar Co., 
Ltd. for Rs. 25,000 from which he gets a regular interest at 6 per cent (less tax). 
He has also subscribed for 5 per cent Government Bonds (free of tax) for Rs. 50,000. 
During his spare time, he works as an Insurance Agent and derives therefrom a net 
income of Rs. 7,500. The Central Bank of India has credited his Savings Account with 
Rs. 125 being interest due to him. He also owns a house property at Napean Sea 
Road, the gross annual letting value whereof is Rs. 15,600. The property is mortgaged 
and the annual interest payable is Rs. 13,000. The other admissible allowances relating 
thereto amount to Rs. 3,750. He is a pensioner of the Indore State who pay him 
Rs. 6,000 annually. He is appointed examiner in Mathematics to the Bombay University 
and received Rs. 1,900 therefrom. He is also a director of Bombay Mills, Ltd. from 
which he received Rs. 240 as director’s fees. 


Solution J 

Total taxable income : — 

Salaries 

Pension from Indore State 
Interest on securities (tax free) 
Interest from Debentures 
Business—Insurance Agency 
Dividends, Net Rs. 2,531, Gross 
Examination Fees 
Director’s Fees 
Interest on Bank Account 


Rs. 

.. 10,800 
6 , 000 ' 
2,500' 
1,500- 
7,500. 
3,000- 
.. 1,900 * 

240* 
125 


Carried over Rs. 33,565 
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Rs. 

Rs. Rs. 

Brought over 
Less loss on property: 


33,565 

Gross annual value 


15,600 

Less l|6th allowance 

2,600 


Interest 

13,000 


Other Expenses 

3,750 

19,350 

3,750 

Total 

Income 

Rs. 29,815 


Note .—Loss of Rs. 3,750 on property is allowed to be set off against the income 
from other sources in the same year. 


Problem 635 

Mr. Brown draws Rs. 500 as salary and Rs. 100 conveyance allowance per month 
in B. Co., Ltd. He is allowed 33 1|3rd per cent of the net profits of the company as 
commission subject to provision that in case of losses suffered in respect of non-recovery 
of book debts will have to be borne by him. 

Net profit of the company amounted to Rs. 90,000 before providing commission 
payable to Mr. Brown. Losses on account of non-recovery of book debts amounted to 
Rs. 4,900. What is his assessable income ? 


Solution 


Salary 

Commission 


Rs. 
6,000 
.. 30,000 


36,000 

Less loss on account of non-recovery of 
book debts .. 4,900 


Total assessable income Rs. 31,100 


Notes. -(1) Conveyance allowance of Rs. 100 p.m. is assumed to be spent wholly, 
necesssarily and exclusively in the performances of his duties and is therefore not 
taxable and as such not included in total income. 

(2) Under Section 7 there is a provision for including commission in income 
but the Act is silent for giving deductions for losses suffered which are incumbent on 
commission. These losses can however be claimed under Section 24 as set-off against 
profits in computing total income. 

Problem 636 

D. Madhavrao draws a salary of Rs. 1,500 per month in A. Co., Ltd. He is 
granted rent free quarters besides free medical advice and free conveyance. His con¬ 
tribution to recognized provident fund is Rs. 1,500 per year and company’s contribution 
is also the same. Interest on Provident Fund contribution is Rs. 3,750. What is his 
assessable income ? 

Solution 

D. MADHAVRAO’S ASSESSABLE INCOME 

Rs. 

Salary .. 18,000 

Cost of rent-free quarters .. .. 1,800 

Company’s contribution to Provident Fund 1,500 
Interest on Provident Fund .. .. 3,750 


Total assessable income Rs. 25,050 


Note. —Contributions to a recognised provident fund both by the employee and 
the employer taken together are exempt from income-tax (but not from super-tax) 
upto l|6th of the employee’s annual salary or Rs. 6,000 whichever is less. In addition 
an employee can obtain rebate of income-tax on life insurance premia subject to the 
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\ limit that the contribution to the recognised provident fund and the insurance premia 
taken together should not exceed one-sixth of his total income or Rs. 6,000, whichever 
is less. The total income for this purpose is taken to be after deducting the employer’s 
contribution and the interest on the provident fund. Interest credited on the accumulated 
balance of any employee is also exempt from income-tax (but not from super-tax) 
if it does not exceed one-third of his annual salary and the prescribed rate, namely 
6 per cent per annum. 

Problem 637 

Mr. N. M. Kale, a pleader has prepared his Income and Expenditure Account for 
the year ending 31st March 1944. You are requested to prepare a statement showing 
his assessable income for income-tax purposes. 

INCOME AND EXPENDITURE ACCOUNT 


For the year ended 31st March 1944 




Rs. 


Rs. 

To Household Expenses 


19,000- 

By Legal Fees 

52,060 

„ Office Expenses 


14,600 

„ Income from acting as a spe¬ 


„ Charity 


1,000- 

cial commission 

800 

„ Income-tax 


1,800 - 

,, Gain on Race Course 

v 5,580 

„ Loss on Shares sold 


5,600 

,, Dividend on Shares (Net) 

3,240 

„ Gratuity to one of his 

dis- 


,, Profit on sale of Govt. Securi¬ 


abled clerks 


1,200 

ties 

. 2,020 

„ Net Income 


28,410 

Interest on Advances 

1,780 




Present from a client 

- 2,000 




.. Directors’ Fees 

600 




Bank Interest 

670 




,. Interest on Postal Savings 





Bank 

- 860 




Dividend from Co-operative 





Society declared out of “ Pro¬ 





fits” 

2,000 


Rs. 

71,610 

Rs. 

71,610 


Solution 

Assessable Income Rs. Rs. 


Income as per Income and Expenditure Account .. 28,410 


Add Household expenses 

.. 19,000 


Charity 

1,000 


Income-tax 

1,800 


Loss on shares sold 

5,600 

27,400 


Rs. 

55,810 

Less Gain on Race Course 

5,580 

Dividend on Shares (net) 

3,240 


Profit on sale of Government Security 

2,020 


Present from a client 

.. 2,000 


Interest on Postal Savings Bank 

860 


Dividend from Co-operative Society 

2,000 

15,700 


Rs. 

40,110 

Dividend on shares (gross) 

4,380 

Total assessable : 

income Rs. 

44,490 


Notes. — (1) Gain on Race Course is not assessable. 
(2) Profit on sale of Government securities or loss 


on sale of shares are not 


. ■ , y ---— vi ouoicfl ate uui 

taken into account to arrive at assessable income as they are capital profits and capital 
losses respectively. If, however, it is a regular business, they will be taken into 


account to arrive at assessable income. 
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(3) Present from a client is a casual receipt and hence not taxable. 

(4) Interest on Postal Savings Bank Account is not only exempt, but it is not to 
be taken into account to determine the rate of tax on other income. 

(5) The dividends from co-operative society declared out of “ Profits ” are 
exempted from income-tax, but they should be taken into account to determine the rate 
of tax on other income. If such dividends arc not out of “ Profits ”, they are taxable. 

(6) Gratuity to a disabled clerk is allowed as a deduction from the business profits. 

Problem 638 

Find out the taxable income of Mr. Mino Gyara, an accountant, from the following 
Profit and Loss Account for the year ended 31st December 1943: — 


To 

Motor Car Expenses 

Rs. 

1,500 


Depreciation on Motor Car 



25% on written down value 

1,000 

»> 

Salaries (Gyara) 

6,000 


Salaries 

4,000 


Fees irrecoverable 

500 

»* 

Fees—doubtful of recovery 

350 

>» 

Repairs to Bungalow 

250 

i j 

Income-tax 

1,250 

»> 

General Expenses 

1,000 

it 

Goodwill 

2,500 


Bonus to Staff 

1,200 

»> 

Profit 

26,213 


Rs. 

45,763 




Rs. 

By Fees 


39,000 

„ Interest on Rs. 

30,000 4% 

B.P.T. Bonds 
„ Profit on sale of 

1,013 

Bungalow 

(Residence) 

5,750 


Rs. 45,763 


Solution 

Total taxable income of Mr. Gyara for the assessment year 1944-45 : — 


Rs. 


Profit as per Profit and Loss Account 
Add Salary of the Proprietor .. 6,000 

Excess depreciation on motor car charged 
—as only 20% is allowable on written 
down value .. 200 

Fees—doubtful of recovery .. 350 

Repairs to Bungalow 250 

Income-tax 1,250 

Goodwill .. 2,500 


Rs. 

26,213 


10,550 


Less Profit on sale of bungalow 
Interest on 4% B.P.T. Bonds 

& 


Rs. 36,763 

5,750 

1,013 

- 6,763 


Income from Profession Rs. 30,000 

Income from Profession .. .. 30,000 

Interest on B.P.T. Bonds .. .. 1,200 


Total income Rs. 31,200 


Notes.— (1) The assessable income from property to the date of sale will have to 
be added to the taxable income. 

(2) If the car is partly used for business and partly for private purposes, a pro¬ 
portion of running expenses and depreciation should be disallowed. 

(3) Goodwill being of a nature of capital expenditure is disallowed. 
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Problem 639 

B requests you to ascertain his assessable income from business for the assessment 
year 1944-45. 


His Profit and Loss Account for the year ended 31st December 1943 showed as 
fellows: — 




Rs. 



Rs. 

To Rent 

750 

By Gross Profit 

from Trading 



Salaries 

1,500 

Account 


8,750 

51 

Salaries to Proprietor 

600 

,, Dividends 


324 

91 

Office Expenses 

375 




99 

Bad Debts 

125 





Reserve for Doubtful Debts .. 

300 




>s 

Fire Insurance 

75 




ty 

Advertising 

250 ' 





Income-tax 

150 





Discount 

200 




95 

Loss on sale of Furniture .. 

350 





Interest on overdraft 

87 




15 

Interest on Capital 

113 




1> 

Depreciation on Furniture at 






12% on written down value .. 

100 




>1 

Net Profit 

4,099 





Rs. 

9,074 


Rs. 

9,074 


Solution 

From the above information B’s assessable income from business would be ascer¬ 
tained as follows : — 



Rs. 

Rs. 

Net Profit as per Profit and Loss Account 


4,099 


Add Items charged to Profit and Lons Account 
but disallowed for income-tax purpose : 


Proprietor’s salary 

.. 600 


Reserve for Doubtful Debts 

.. 300 


Income-tax 

.. 150 


Y Loss on sale of furniture (a) 

.. 350 


Interest on Capital 

.. 113 


Depreciation on furniture (b) 

.. 100 

1,613 


Rs. 

5,712 

Less Dividends (c) 

.. 324 

Excess depreciation on furniture 

.. 50 



— 

374 

Business 

income Rs. 

5,338 


v Notes.— (a) Hiis is a capital loss and is disallowed. 

(b) Depreciation is allowed to be written off on the written down values accord¬ 
ing to the prescribed percentages under the Income-tax Rules. The rate for deprecia¬ 
tion on furniture is 6 per cent. 

(c) As these dividends are to be taxed under the head “ Other Sources ”, they 
should be ignored for the purpose of ascertaining business income and hence the deduction. 

Problem 640 

Narayan is the sole proprietor of the firm of Messrs. Narayan & Co., Manufacturing 
Chemists, Bombay. The Profit and Loss Account of the firm for the year ended 31st 
December 1943 is as follows:— 
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To Salaries and Wages 
„ Advertising Charges 
„ Printing and Stationery 
„ Motor Car Charges 
„ Telegrams and Postages 
„ Lighting Charges 
„ Subscription to Relief Fund 
,, Bad Debts written off 
„ Rent paid to Proprietor for 
use of Office Building 


Expenses of Factory 

Bldg.: 


Rs. 

Bldg, repairs 

2,000 

Insurance 

150 

Ground rent 

600 

Municipal Taxes 

250 


„ Loss on Sale of Fumiture 
„ Interest on Bank Loan 
„ Audit Charges 
,, Bonus to Staff 
„ Income-tax 
,, Depreciation : 

Rs. 

Plant & Machinery 30,100 
Factory Building 900 

Head Office Building 6,000 


Net Profit for the year 


Ks. I 

37,000 ! By Gross Profit on Trading 

4.500 
1,200 
7,000 
2,800 
1,000 

3.500 
900 

12,000 ! ^ 


3,000 

1,000 

9,000 

1,000 

2 , 000 - 

2,500 


17,000 

10,600 


Rs. 

1,18,000 


Rs. 1,16,000 


Rs. 1,16,000 


Of the Motor car charges debited in the accounts, one half is allowed by the 
Income-tax Officer as being the proportion chargeable to business. The depreciation 
debited in respect of plant and machinery and factory building has been agreed with 
the Income-tax Officer. The Head Office building is owned by the proprietor and the 
business is charged Rs. 1,000 rent per month. A part of the building is used as his 
private residence and part is let out to outside tenants for a rent of Rs. 7,100 per 
annum. The valuation of the part of the area of Head Office building occupied for 
business has been agreed at Rs. 63,000 for depreciation purposes and 5 per cent depre¬ 
ciation is allowed thereon. The gross annual rateable value as per Municipal Bills of 
the Head Office building is Rs. 20,000 and that of the factory building is Rs. 9,000. The 
rental value of the portion occupied by the landlord has been agreed at Rs. 200 per 
month. Other allowances in respect of the Office building which the proprietor wishes 
to claim are : — 



Rs. 

(1) Repairs 

7,000 

(2) Fire Insurance Premium 

650 

(3) Charges for collection of rent 

600 

(4) Ground rent 

1,400 

(5) Land Revenue 

25 

(6) Municipal Taxes 

3,800 


Narayan holds 5 per cent Government of India free of tax loan of the face value 
of Rs. 2,00,000 and receives dividends from joint-stock companies Rs. 10,320. 

Prepare Narayan’s Statement of Taxable Income for the assessment year 1944*45. 
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Solution 

STATEMENT OF TOTAL TAXABLE INCOME 
For the assessment year 1944-45 


Income from Business : Rs. 

Net profit as per Profit & Loss Account .. 10,600 

Add Deductions not allowed : Rs. 

Motor car charges (half) 3,500 

Subscription to Relief Fund .. 3,500 

Rent of building paid to 
proprietor .. 12,000 

Loss on sale of furniture . . 1,000 

Income-tax .. 2,500 

Depreciation of Head Office 
building .. 6,000 

- 28,500 


Rs. 


39,100 

Less proportionate expenses relating to 
part of the Office building used 
for business : Rs. 

Repairs (part of Rs. 7,000 in 
proportion of Rs. 20,000 to 
Rs. 10,500) .. 3,675 

Municipal taxes (part of Rs. 

3,800 in the above proportion) 1,995 
Fire Insurance (part of Rs. 

650 in the above proportion) 341 
Ground rent (part of Rs. 1,400 
in the above proportion) .. 735 

Land Revenue (part of Rs. 25 

in the above proportion) .. 13 

Depreciation at 5% on Rs. 

63,000 of the portion occupied 

for business as agreed .. 3,150 

- 9,909 


Income from Property : 

Rent received from part of the office 

building let out to outside tenants 7,100 
Rental value of the part occupied 
by the landlord .. 2,400 


Less one-sixth of Rs. 9,500 .. 1,583 

Fire Insurance 309 

Collection charges 6% on Rs. 

7,100 (actually incurred Rs. 600) 426 
Ground rent 665 

Land Revenue 12 

- 2,995 


Interest from Securities : 

5% Free of tax Government of India 
Bonds of Rs. 2,00,000 
Income from other sources : 

Dividends from Joint-stock Companies (gross) 


29,191 


6,505 

10,000 

12,231 


SUMMARY FOR PURPOSES OF ASSESSMENT 


Detailed source of income 


Amount of Income 


Interest from Securities on 5 r /c free of tax Government Rs. 

of India Bonds of Rs. 2,00,000 10,000 

Income from Business as above 29,191 

Income from Property as above 6,505 

Income from Other Sources as above 12,231 


Total Income 


Rs. 57,927 
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Notes. — (1) Usually depreciation of 2J%. 5% and V 2 % is allowed on building in 
general according to the structure of the building and double the rate for factory buildings. 

(2) Where the whole of the premises owned by the proprietor is used for business, 
all the expenses incurred such as repairs, municipal taxes, insurance, ground rent, etc. 
are allowed to be charged and on the other hand, no account is taken of same while 
assessing income from property. Over and above this, depreciation at the scheduled 
rate is allowed to be deducted from the business income. In the above illustration, 
the building is partly used for business, partly for residential purposes and partly sub-let. 
In such a case, the rental value of the portion occupied for business is neither charged 
against the business profits nor is included in the income from property. The propor¬ 
tionate amounts of all expenses incurred on the building are allowed, and over and 
above this, depreciation at the agreed scale on the valuation of the part of the area 
occupied for the business is also allowed to bo charged against the business profit. 

(3) The expenses allowed against the business profits for part of the building 
used for business are apportioned in the ratio that the total gross annual value bears 
to the rental value of the portion occupied by the business. This rental value is 
ascertained as follows : — 

Rs. 

Gross Annual Value 20,000 

Less Rental value of part occupied Rs. 
by the Landlord .. 2,400 

Rent received from part of the 

Office building let out .. 7,100 

- 9,500 


Rs. 10,500 

The remaining expenses are set off against the other income from the same 
property. 

(4) In case of collection charges only 6 per cent of Rs. 7,100 received from sub¬ 
letting is allowed and not the full amount of Rs. 600. 

(5) In case of factory building, as the whole is occupied for business, all expenses 
(provided they are not of capital nature) incurred on the same and depreciation at 
the scheduled rate are allowed. 

(6) Loss on sale of furniture is a capital loss and hence disallowed. 

(7) Bonus to staff, is ordinarily allowed as a business expense, and the same is 
treated as part of the employees’ salaries and assessed accordingly. 

(8) It is presumed that the Income-tax Officer has allowed the entire sum of 
Rs. 900 written off as bad debts. 

Problem 641 


Mr. X requests you to ascertain his total assessable income and income from 
business for the assessment year 1943-44. His Profit and Loss Account for the year 
ended 31st March 1943 showed as follows : — 




Rs. 

Rs. 

To 

Salaries including X’s salary 

■ 

By Gross Profit from Trading Ac- 


of Rs. 2,400 

8,400 

counts 35,000 


Office Expenses 

1,500 

Interest from Tax-free secu- 


Bad Debts 

500 

rities .. 1,400 


Reserve for Doubtful Debts ..« 

1,200 , 



Fire Insurance 

300 ; 



Rent 

3,000 i 



Advertising 

1,000 



Income-tax for 1941-42 

600 



Discounts 

800 



Loss on Sale of Furniture .. - 

125 


,, 

Interest on Bank overdraft .. 

350 


i} 

Interest on Capital of Mr. X . 

450 



Depreciation at 10% on written 




down value 

400 


it 

Net Profit transferred to Capi¬ 

i 



tal Account 

17,775 



Rs. 

36,400 

| Rs. 36,400 
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There is a carried forward business loss of Rs. 1,560 from the assessment year 
1942-43. 


Solution 


X’s ASSESSABLE INCOME 


Rs. 

Net Profit as per Profit & Loss Account 
Add items charged to Profit & Loss Account 
but disallowed for Income-tax purposes : 


X’s Salary .. .. 2,400 

Reserve for Doubtful Debts .. .. 1,200 

Income-tax 600 

Loss on sale of furniture .. .. 125 

Interest on Capital 450 


Depreciation on furniture considered below 400 


Less depreciation allowable on furniture at 
6 % on written down value under Income- 
tax Rules 240 

Interest from tax free securities .. 1,400 


Less loss of business carried over from the 
assessment year 1942-43 


Rs. 

17,775 


5,175 

22,950 


1,640 

21,310 

1,560 


Business income Rs. 19,750 
Interest from tax-free securities .. 1,400 


Total assessable income Rs. 21,150 


Notes.— (1) Interest from tax-free government securities is not liable to tax, 
although it is included in the total income for the purpose of determining the rate of 
tax applicable to him. 

(2) Depreciation is allowed, at the prescribed rates on the written down value. 

The written down value of assets means : (a) In the case of assets acquired in the 

previous year, the actual cost to the assessee. (b) In the case of assets acquired before 
1st April 1939, the actual cost to the assessee, less, for each financial year since acquisi¬ 
tion, the amount of depreciation allowed at the rates in force each year from 1st April 
1922 and at the rates in force on that date in respect of still earlier years, (c) In the 
case of assets acquired before the previous year but after 1st April 1939, the actual 
cost to the assessee less depreciation allowed. 

(3) Loss on sale of furniture is disallowed being a capital loss. 


Problem 642 

Dr. Joshi who has an extensive medical practice, presents the following account 
to you, as prepared by his book-keeper : — 


INCOME AND EXPENDITURE ACCOUNT 
For the year ended 31st March 1942 
Rs. 


To Salaries of Assistants .. 9,000 

„ Salaries of Compounders and 

Servants 4,000 

„ Rent and other Expenses (al¬ 
lowable) 5,000 

„ Expenses of two cars .. 8,000 

„ Household expenses .. • 25,000 

„ Expenses of son in England • 5,000 
„ Daughter’s Wedding expenses • 12,000 
„ Purchase of Jewellery .. • 8,000 
„ Charity .. .. 3.600 


Rs. 

By Professional earnings .. 1,20,000 

Medical Fees from an Insur¬ 
ance Co. .. 5,000 

„ Fees as Director .. 6,000 

„ Interest on Tax-free Securities 9,000 

., Dividend on Shares belonging 

to his wife (bequeathed to her 
by her parents) (Gross) .. 3,200 

„ Gifts and Presents on Daugh¬ 
ter’s Wedding .. 17,000 
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Rs. i 

To Contribution towards Bombay 

War Gifts Fund 5,000- 

„ Life Insurance Premia : 

Rs. 

Own Life .. 10,000 

Wife’s Life .. 6,000 

- 16,000 • 

„ Education Expenses of 

younger children .. 4,800 • 

„ Fire and Burglary Insurance , 

of his personal moveable pro¬ 
perty 600 

„ Loss on Stock Exchange 

transactions (profits have been 
assessed in the past) .. 18,000 

„ Excess of Income over Ex¬ 
penditure .. .. 58,200 

Rs. 1,82,200 


Rs. 

By Profit on Sale of Property 
(purchased in 1928 and sold 
in April 1939) .. 22,000 


Rs. 1,82,200 


Expenses of one car are disallowed to the extent of Rs. 1,800. He lives in his 
own bungalow, the net value whereof, as per the Municipal bills is Rs. 18,000. The 
following expenses afe incurred by him on that bungalow :—- 


Rs. 

Ground rent .. .. .. 1,200 

Fire Insurance premium 300 

Repairs, painting and whitewashing .. 200 

Gardening expenses .. .. 600 


Ascertain Dr. Joshi’s income liable to Income-tax and Super-tax for the 
tax year 1942-43, and state whether his professional income will be liable to Excess 
Profits Tax. 

Solution 

DR. JOSHI, MEDICAL PRACTITIONER 
Assessment year 1942-43 

Particulars of total income during the previous year ended on 31st March 1942. 

1. Total Income 

(a) Professional Income : 

Rs. 

Surplus being excess of income over 
expenditure for the year ended 
31st March 1941 as per the ac¬ 
counts submitted 

Less non-taxable items : Rs. 

Interest on tax-free securi¬ 
ties (not taxable under this 
heading) .. 9,000 

Dividend on shares belong¬ 
ing to his wife being her 
personal income .. 3,200 

Gifts and presents on 

daughter’s wedding .. 17,000 

Profits on sale of property 
(being casual gain) .. 22,000 


58,200 


51,200 


Carried over 


Rs. 7,000 
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Rs. Rs. Us. 

Brought over 7,000 

Add inadmissible items : 

Expenses of one car .. 1,800 

Household expenses .. 25,000 
Expenses of son in England 5,000 
Daughter’s wedding ex¬ 
penses .. 12,000 

Purchase of jewellery .. 8,000 

Charity 3,600 

Contribution towards Bom¬ 
bay War Gifts Fund .. 5,000 

Life insurance premium .. 16,000 
Education expenses of 
younger children .. 4,800 

Fire and burglary insurance 
of personal moveable pro¬ 
perty .. 600 

- 81,800 

- 88,800 

Add loss on stock exchange considered below 18,000 


Net income from porfessional earnings Rs. 1,06,800 

(b) Interest on tax-free securities .. .. 9,000 


Rs. 1,15,800 

(c) Loss in share business .. .. 18,000 

97,800 

(d) Income from residential property (subject 

to 1 jlOth of the total income): Rs. 

Gross annual value as per Municipal 


valuation (18,000 -f- 1 9th) 

Rs. 

.. 20,000 

Less l[6th for repairs etc. 

3,333 


Ground rent 

1,200 


Fire insurance premium 

300 

4,833 


Rs. 15,167 


The above amount being more than 10 per cent 
of the total income l|10th X 12 [11th of 97,800 less 

ground rent Rs. 1,200 and Fire Insurance Rs. 300, be 
taken as gross income from residential property. 

1|10 X 12111 X (97,800 less 1,500) - Us. 10,505 

Rs. 

Rs. 

Gross value of residential property 10.505 

Less l|6th allowance 1,751 

Ground rent 1,200 

Insurance 300 

- 3,251 

- 7,254 


Rs. 1,05,054 


2. Income liable to Income-tax: 

Total income as above Rs. 1,05,054 

3. Relief in Income-tax at an average rate will be allowed on the following 

items : 

(1) In case of Life Insurance premium of Rs. 6,000 only. 

(2) In case of interest on tax-free securities of Rs. 9,000. 
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4. Income liable to Super-tax : 

On total income of 
Less statutory allowance 

Income liable to Super-tax 


Rs. 


.. 1,05,054 
.. 25,000 

Rs. 80,054 


5. Professional income will not be liable to Excess Profits Tax. 


Problem 643 

Mr. Baker, a Solicitor, has prepared 


year ending 31st March 1941. 


Dr. 

Expenditure 

Rs. 

To Office Expenses 

13,000 

>» 

Purchase of ornaments for his 
wife 

9,000 

>» 

Household Expenses 

Wedding expenses of his 

36,000 


daughter 

10,000 

»> 

Charity 

5,000 

» 

Life Insurance Premium : 



Rs. 


Own Life .. 12,000 

Wife’s Life .. 5,000 

- 17,000 

„ School and College Fees and 

other expenses of children .. 4,000 

„ Net Loss—Share Bazar trans¬ 
act cn3 with rcipect to pur¬ 
chase and sele of shares 
during the year were on an 
average once a fortnight) 15,000 

,, Balanc' being excess of In¬ 
come over Expenditure .. 64,000 


Rs. 1,73,000 


his Income and Expenditure Account for the 
«** 

Income Cr. 

Rs, 

By Professional earnings .. 1,25,000 

„ Profit on sale of property 

(purchased in 1920) .. 20,000 

„ Ground Rent .. 1,000 

„ Fees as Director .. .. 3,000 

„ Interest on Tax-free Securities 8,000 
„ Gift-, on occasion of daughter’s 

Wedding .. .. 16,000 


Rs. 1,73,000 


He lives in a bungalow which belongs to him, the net or rentable value as per 
Municipal bill is Rs. 16,000. Expenses on the above bungalow were as under: — 

Rs. 

Ground rent .. 1,000 

Fire Insurance premium .. .. 200 

Prepare a computation of his Income-tax and Super-tax liability for 1941-42. 

You are not required to calculate the amounts of Income-tax and Super-tax 
payable by Mr. Baker. (R.A. Exam., 1940.) 

Solution 

MR. BAKER, SOLICITOR 
Assessment year 1941-42 

Particulars of total income during the previous year ended 31st March 1941. 

1. Total Income 

(a) Professional Income : 

Rs. 

Surplus being excess of income over 
expenditure for the year ended 31st 
March 1941 as per the accounts 
submitted 64,000 

Carried over 64,000 
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Rs. Rs. 

Brought over 64,000 

Less non-taxable items : 

Interest on tax-free securities (not 
taxable under this heading) .. 8,000 

Gifts on occasion of his daughter’s 

wedding .. .. 16,000 

Ground rent (not taxable under 
this heading) .. .. 1,000 

Profits on sale of property (being 
Capital profit) .. 20,000 

Fees as Director (not taxable under 
this heading) .. .. 3,000 

- 48,000 


Rs. 16,000 

Add non-admissible items : 

Purchase of ornaments .. 9,000 

Household expenses .. 36,000 

Wedding expenses of his daughter 10,000 

Charity .. .. 5,000 

Life Insurance premium .. 17,000 

School and college fees and other 

expenses .. .. 4,000 

- 81,000 


Net Professional income Rs. 97,000 


Interest on tax-free securities 
Other sources: 

(not taxable) 

8,000 


Rs. 

Rs. 

Ground Rent 

1,000 


Director’s fees 

3,000 

4,000 


Rs. 1,09,000 

(d) Income from property (subject to 1110th of 
total income). 

Rs. 

Net value as per Municipal bill .. 16,000 

Add l|9th of Rs. 16,000 to make gross 
value of the property .. .. 1,778 


Gross annual value Rs. 17,778 
Less l|6th for repairs Rs. 2,963 

Ground rent „ 1,000 

Insurance premium „ 200 

- 4,163 


Net income from residential property 13,615 


Rs. 13,615 is more than 10% of the total 

income, so 1|10 x 12jll of Rs. 1,09,000 
less Rs. 1,200 

Less l|6th Rs. 1,960 

Ground rent „ 1,000 

Insurance „ 200 


Total income liable to Income-tax 


2. Income liable to Income-tax 
Less statutory allowance 


11,760 


3,160 

- 8,600 


Rs. 1,17,600 

.. 1,17,600 
.. 25,000 


Income liable to Super-tax Rs. 92,600 

3. Relief in Income-tax will be allowed on the fol¬ 
lowing items at an average rate : 

(a) Income from tax-free securities Rs. 8,000 

(b) Life Insurance premium „ 6,000 

t (or l|6th of the total income whichever is less). 
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Problem 644 

D. Ramachandra received the following dividends, and income from vairous invest¬ 
ments during the year ended 31st March 1941. 


Dividends: 

Rs. 

From Tata Iron and Steel Co., Ltd. (free of tax) .. 5,000 

From Belapur Co., Ltd. (free of tax) .. 2,000 

From A. & B. Co., Ltd. (free of tax) .. 6,480 

From A. B. & C. Co., Ltd. ( less tax) .. 3,000 

From X. Y. & Z. Co., Ltd. ( less tax) .. 648 

Income from various investments : 

5% Government Loan of 1945-55 of Rs. 25,000 Rs. 1,250 0 0 

3J% Government Bonds of Rs. 5,000 „ 145 6 0 

5% on fixed deposit of Rs. 7,000 with White & 

5 Co., Ltd. „ 350 0 0 

Interest on Bank Current Account „ 40 0 0 


Assuming that he has no income from any other source, you are required to 
ascertain his total income and the amount of refund which he can claim. 


Solution 

Total Income: 

Income from tax-free securities— Rs. 

5% Government Loan of 1945-55 of 
Rs. 25,000 .. .. 1,250 

Income from taxed securities— 

3\% Government Bonds of Rs. 5,000 
Net amount received Rs. 145 6 0 

Add tax deducted at source „ 29 10 0 

- 175 


Income from dividends— 

From Tata Iron and Steel Co., Ltd. .. 5.000 

From Belapur Co., Ltd. .. 2,000 

From A. & B. Co., Ltd. .. 6,480 

From A. B. & C. Co., Ltd. .. 3,000 

From X. Y. & Z. Co., Ltd. .. 648 


Rs. 17,128 

Gross of Rs. 17,128 at 32J pies (30 pies tax and 1 | 12 , 
viz. 2i pies surcharge) in a rupee including sur¬ 
charge. 


17,128 384 

1 X 319 


319 

(192 less 32J = " 334 “) 


Rs. 


1,425 


20,618 


(Income-tax deducted or otherwise paid Rs. 3,490.) 
Income from interest on Fixed Deposit, Current Account, etc. 390 


Total income Rs. 22,433 


Refund Due : Rs. a. p. Rs. a. p. 

Income-tax payable at the average rate 

applicable, viz. 20.04 pies per rupee 2,341 2 0 

Surcharge 1|12 „ 195 1 0 

Sums included in total income in respect 
of which Income-tax is not payable— 

Tax on Rs. 1,250 interest from tax-free 
securities at 20.04 pies in the rupee 130 8 0 
1|12 Surcharge 10 14 0 


Curried over Rs. 141 6 0 2,536 3 0 


57 


Rs. 2,536 3 0 
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Rs. a. p. Rs. a, pj 
Brought over 141 6 0 2,536 3 6 

Income-tax paid or deducted at source— 

On Dividends Rs. 3,490 0 0 

On taxed Securities „ 29 10 0 

- 3,519 10 0 

-3,661 0 6 


Refund due Rs. 1,124 13 0 

Notes. — (1) Although interest from tax-free securities is exempted from Income- 
tax it should be included In the total income and then a deduction will be allowed in 
respect of such sum at the average rate of tax payable on the total income. The Gov¬ 
ernment of India 5% Loan of 1945-55 is the only existing security which has been 
issued free of income-tax. 

(2) Where a dividend free of income-tax or less income-tax is declared, the 
amount received by the shareholder would represent 3191384 of the income and there¬ 
fore, the gross dividend would be 3841319 of the actual amount received. In both 
cases, therefore, the gross dividend ascertained as above will have to be added to 
his income from other sources, for the purpose of ascertaining the total income. 


Problem 645 

The following is the Profit and Loss 
the year ended 31st March 1941 : — 

Rs. Rs. 

To Purchases 80,000 

„ Stock as at 1st April 

1940 20,000 


Less Stock as at 31st 

1 ,00,000 


March 1941 

15,000 

85,000 

Staff Salaries 


12,000 

Rent 


6,000 

Postage, Telegrams, 


Lighting, etc. 
Subscriptions: 


1,200 

Business 

60 


' Charitable 

80 



— 

140 

General Expenses 


500 

1,04,840 

Net Profit carried down 

45,160 

Interest on Partners’ 
Current Accounts : 

Rs. 

1,50,000 

• Bannerjee 

560 


Mukherjee 

440 


Less Chatterj ee 

1,000 


(overdrawn) 

320 

680 

Balance transfered 

to 


Partners’ Current Ac¬ 
counts : 



Bannerjee (share 
0-8-0) 22,240 

Mukherjee (share 
0-5-0) 13,900 

Chatterj ee (share 
0-3-0) 8,340 

- 44,480 


Rs. 45460 


Account of the Bengal Partnership Co. for 

Rs. 

By Sales .. 1,50,000 

i 

i 


Rs. 1,50,000 

By Net Profit brought down .. 45,160 


Rs. 45460 
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Bannerj ee retired from the partnership as from 31st March 1941 and Dutt was 
admitted as a partner (having previously been a salaried assistant) and the shares 
were Mukherjee 0-7-0, Chatterjee 0-6-0, and Dutt 0-3-0 from 1st April 1941. The 
firm was a “Registered” firm under Section 26(A) of the Income-tax Act, 1922. 

You are required to compute the amount of total income for 1941-42 for the 
firm, Bannerjee, Mukherjee, Chatterjee and Dutt and show the sum on which tax is 
payable or refundable and the rate of tax applicable. Do not work out the amount 
of tax payable or refundable. 

The partners* other incomes for the year ended 31st March 1941 were: — 
Bannerjee—Dividends on shares (gross) Rs. 5,000 

Mukherjee—Bank Current Account interest „ 500 

Chatterjee—Nil — 

Dutt—Salary as assistant in Bengal Partnership Co. (gross) „ 3,600 

Solution 

COMPUTATION OF TOTAL INCOME OF THE BENGAL 
PARTNERSHIP COMPANY 

For Assessment year 1941-42 

Rs. 

Net Profit as per Profit and Loss Account for the year 

ended 31st March 1941 .. 44,480 

Add inadmissible items : 

Interest on parties’ Current Accounts Rs. 1,000 
Charitable Subscriptions „ 80 

- 1,080 


Income of the firm Rs. 45,560 


Registered firms are not separately taxed, but share of each partner in the Re¬ 
gistered Firm is taxed in the hands of each partner together with his income from 
other sources. For finding out the share of each partner in the Registered Firm, interest 
and|or remuneration paid to partners will be allowed and such interest andlor remune¬ 
ration will be added to the individual income of each partner: — 


DIVISION OF ASSESSABLE INCOME OF THE FIRM 



Total 

Bannerjee 

Mukherjee 

Chatterjee 



0-8-0 Shares 0-5-0 Shares 0-3-0 Shares 



Rs. 

Rs. 

Rs. 

Interest 

1,000 

560 

440 

Nil 

Profit 

.. 44,560 

22,280 

13,925 

8,355 

Total income 

.. 45,560 

22,840 

14,365 

8,355 


ASSESSMENT OF PARTIES 




Bannerjee 

Mukherjee 

Chatterjee 


Income from Registered Firm In¬ 
cluding interest received from the 
firm .. .. 

Interest on Bank Current Account 
Dividend on Shares (Gross) 


Rs. 

Rs. 

Rs. 

22,840 

14,365 

8,355 

— 

500 

— 

5,000 

— 

— 


27,840 14,865 8,355 


Note. —New partnership deed admitting Mr. Dutt as partner will be registered, 
but the profits will be distributed amongst the old partners. 


Problem 646 

Messrs. A and B, Surveyors, a registered firm in Karachi consists of two partners 
A and B sharing profits and losses equally. From the given Profit and Loss Account 
of the firm for the year ended 31st March 1943, ascertain the assessable income of die 
firm and assessable income of each partner, supposing the partners have no other 
source of income. 
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PROFIT AND LOSS ACCOUNT 


For the year ended 31st March 1943 


Rs. | 

To Survey Expenses .. 5,884 | 

„ Salary and Wages including 

salary of Mr. A Rs. 12,000 34,978 f 

„ Travelling and Conveyance 2,816 ! 

„ Rent and Electric charges .. 2,316 j 

„ Printing, Stationery & Postage 1,254 

„ Telephone 648 

„ Motor Car Expenses .. 1,601 

„ Charity .. .. 190 

„ Commission to Mr. B for some 

extra work brought .. 690 

„ Income-tax appeal fees .. 100 

„ General Expenses, including 

Advertisements, Newspapers, 

Repairs, etc. .. .. 2,107 

„ Insurance. .. 697 

„ Depreciation on written down 

values: 

Rs. 

On Furniture 10% 144 

On Motor Cars 25% 150 

- 294 

„ Interests on Partners’ 

Capital: 

Rs. 

A ... 1,340 

B .. 1,290 

- 2,630 

„ Profit transferred to Capi¬ 

tal Accounts: 

A .. 14,192 

B .. 14,192 

- 28,384 


Rs. 

By Survey Fees 84,080 

„ Interest on Bank Current Ac¬ 
count .. .. 47 

„ Sundry Receipts .. 462 


Rs. 84,589 


Rs. 84,589 


^ Notes. —Travelling expenses include partner’s charges for his visit to London for 
business. Voyage charges Rs. 1,500 and lodging and boarding charges at London Rs. 900. 

Solution 


Assessable income of the firm : 

Rs. Rs. 

Profit as per Profit and Loss Account • .. .. 28,384 

Add disallowables— 

Charity Rs. 190 

Income-tax appeal fees „ 100 

Lodging and Boarding of Part¬ 
ner at London „ 900 

- 1,190 

Amounts paid to Partner: 

Commission to Mr. B Rs. 690 

Salary to Mr. A „ 12,000 

Interest on Capitals— 

A. Rs. 1,340 

B. „ 1,290 

- » 2,630 

- 15,320 

- 16,510 


Carried over Rs. 44394 
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Brought over Rs. 44,894 
Add depreciation 294 


Less depreciation allowed— 

6 % on furniture written down 
value of Rs. 1,440 Rs. 87 

20% on Motor car written 
down value Rs. 600 „ 120 


Assessable income of the firm Rs. 44,981 

Note. —Certain amount of Motor car expenses will be disallowed if partners are 
using the office cars for their private purposes. 

ASSESSABLE INCOME OF PARTNERS 

Total A B 

Rs. Rs. Rs. 

690 — 690 

12,000 12,000 — 

2,630 1,340 1,290 

29,661 14,831 14,830 

44,981 28,171 16,810 


Assessable income of A Rs. 28,171 

Assessable income of B .. „ 16,810 


Problem 647 

From the following particulars furnished to you by Mr. Ghosh you are required 
to prepare his assessment for Income-tax and Super-tax, showing (1) his total income, 
( 2 ) his income liable to Income-tax, and (3) his income liable to Super-tax. 

He owns properties in Bombay the total net municipal rental value of which 
is Rs. 3,62,000. This rental value includes the amount of Rs. 2,00,000 in respect of his 
residence which he never lets out. The insurance premiums and ground rent paid 
during the year in respect of all the properties amounted to Rs. 35,000, which included 
Rs. 19,000 in respect of the residential property. The collection charges amounted to 
Rs. 6,000. 

During the year 1940 to which these figures relate, he received the following 


sums: — 

Rs. 

Interest on Government Securities free of Income-tax .. 58,000 

Interest from Debtors (including Rs. 18,000 from the firm 
of Ghosh and Bose, of which he is a partner sharing 
half profits and losses) .. 36,000 

Fees as a Director ., 6,000 

Fees as Arbitrator (holding general appointment through 

Chamber of Commerce) .. 5,000 

Commission as Liquidator of a Joint Stock Company .. 2,000 ■„ 

Income as member of a joint Hindu family .. .. 10,000 

Dividend from Nadiad Electric Co., Ltd. (net) .. 4,350 

Debenture interest on 6% Debentures, Rs. 3,00,000 in 

the Firozabad Glass Works 18,000 

Pension from Indore State .. 5,000 

Examination fees from Calcutta University .. 2,100 


His banker charged him Rs. 40,000 as interest on overdraft on the security of 
investments purchased by him from the Bank Overdraft. 

The firm of Ghosh and Bose is a registered firm, consisting of two partners, 
Messrs. Ghosh and Bose. The Profit and Loss Account of the firm for the year ended 
31st December 1940, stood as follows: — 


Commission 

Salaries 

Interest on Capital 
Profit 


45,188 


207 
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M2 


Rs. 

To Salaries and Wages .. 15,000 

„ Rent 8,000 

„ Office Expenses .. 3,000 

„ Partners* Remuneration: 

Ghosh .. 8,000 

Bose 12,000 

„ Interest on Mr. Ghosh’s Loan 

Account .. , 12,000 

„ Interest on Capital: 

Ghosh .. ' .. 6,000 

Bose .. 10,000 

„ Travelling Expenses of Part¬ 
ners (not for business) .. 10,000 

„ Bad Debts written off 4,000 


88,000 

„ Balance being Profit, appro¬ 
priated as: 

Ghosh .. 6,000 

Bose .. 6,000 

- 12,000 


, Rs. 1,00,000 


Rs. 

By Gross Profit 64,000 

„ Interest 16,000 

„ Interest on Government Secu- , 

rities free of Income-tax .. 20,000 


Rs. 1,00,000 


It is to be noted that the firm is not assessed, but the partners’ respective income 
is included in their individual assessments. 

Mr. Ghosh pays an annual premium of Rs. 10,000 on his life policies. 

. (RA. Exam,, 1938.) 


Solution 


Mr. Ghosh 


Assessment year 1942-43 


Rs. 


(o) Income from properties: 

Net rented value as per Municipal bill 3,62,000 
Less net rental value of residential 
property (considered below) .. 2,00,000 


1,62,000 

Add l|9th .. 18,000 


Gross annual rental value of property 1,80,000 

Rs. 

Less 116th allowance for repairs 30,000 
Ground rent and insurance 16,000 

Collection charges actual 6,000 

- 52,000 


1,28,000 


(b) Income from registered firm : 

Profit as per Profit and Loss Account .. 12,000 

Add inadmissible items— 

Partners’ remuneration Rs. 20,000 

Interest on Ghosh’s loan „ 12,000 

Interest on Capital „ 16,000 

Travelling expenses of 
partners (not for busi¬ 
ness) „ 10,000 

- 58,000 


70,000 
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Share of each partner: Ghosh Bose 

Rs. Rs. 

Remuneration 8,000 12,000 

Interest on Loan Account .. 12,000 — 

Interest on Capital 6,000 10,000 

Share of income from the firm .. 11,000 11,000 


Rs. 37,000 


Total income of Mr. Ghosh: 

Income from property (other 
than residential) 

Income from registered firm 
Income from other sources— 
Directors’ fees 
Arbitrators’ fees 
Commission as Liquidator 
Examination fees from Cal¬ 
cutta University 
Pension from Indore State 


Rs. 6,000 
5,000 
„ 2,000 

„ 2,100 

„ 5,000 


Interest on Govt. Securities—tax free 
Interest on Current Account, etc.— 
Interest from debtors Rs. 18,000 

6 % Debentures interest „ 18,000 


Dividend from Nadiad Electric Co. Ltd.— 
Net Rs. 4,350 

Add tax deducted at source 

(approx.) „ 1,145 


Rs. 

1,28,000 

37,000 


20,100 

58,000 


36,000 


5,495 



Less interest paid to Bank, 
on Overdraft Account 


2,84,595 

40,000 


Income from residential property : 

1|10 X 12111 of Rs. 2,44,595 less Rs. 19,000 
Insurance premium and Ground rent 24,610 
Less l|6th allowance Rs. 4,101 

Insurance premium and 
Ground rent „ 19,000 

- 23,101 


2,44,595 


1,509 


Total income Rs. 2,46,104 


Income liable to Income-tax 
Income liable to Super-tax— 
Total income 
Less Statutory allowance 


.. 2,46,104 

.. 2,46,104 
.. 25,000 


Income liable to Super-tax Rs. 2,21,104 


Notes. —(1) Relief in Income-tax at an average rate will be allowed on the following 
items : — 

Interest on Government Securities (tax free) Rs. 68,000 (Rs. 58,000 personal plus 
Rs. 10,000 from the firm); Life Insurance premium of Rs. 6,000. 

(2) Rs. 1,145 deducted at source on the dividends and tax deducted at source from 
interest on 6 per cent debentures will be deducted from the tax payable. 

(3) Tenants burden, expenses for providing amenities to tenants such as lift 
maintenance, upkeep of gardens, passage electric light charges, gas and refrigerator 
charges, etc. are allowed under property income. 

(4) The annual rental value of the property used for residential purpose should not 
exceed one-tenth of the total assessable income. This is arrived at by taking one-tenth 
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of twelve-eleventh of the total assessable income excluding income from self-occupied 
properties. The statutory allowance of l|6th will be allowed from the letting value of 
the residential property thus ascertained. 

(5) Here in the problem it is taken for granted that the pension from Indore 
State is remitted in British India, then Rs. 4,500 out of this income is not taxable under 
Section 4(1) (c). 

(6) Annual rental value of the property used for residence as per Municipal 
valuation is as under: — 

Net rental value as per Municipal bills .. Rs. 2,00,000 

Add l|9th „ 22,222 


Gross value Rs. 2,22,222 
Less l|6th allowance Rs. 37,037 

Insurance and Ground rent „ 19,000 

- „ 56.037 


Rs. 1,66,185 


As Rs. 1,66,185 is more than l|10th of total income, 1|10 of 12|11 X total income 
(Rs. 2,44,595 less Rs. 19,000 in respect of Insurance premium and Ground rent) less 
l|6th allowance as usual is taken as residential value of the property for Income-tax 
purpose. 

Problem 648 

A, B and C are in partnership having interest in the firm as follows: — 


Partner 

Share 

Capital 

Interest 
on Capital 

Salary 



Rs. 

Rs. 

Rs. 

A 

half 

10,000 

500 

3,000 

B 

one-third 

10,000 

500 

1,000 

C 

one-sixth 

Nil 

Nil 

1,500 


Total Rs. 

20,000 

1,000 

5,500 


The partners have other sources of income besides this business, the Profit and 
Loss Account whereof is given below. Ascertain the taxable income of the firm as 
well as of Individual partners. 


PROFIT AND LOSS ACCOUNT 
For the yewr ended 31 st March 1942 



Rs. 


Rs. 

Office Expenses 

1,000 

Gross Profit as per Trading 


Salaries and Wages 

7,000 

Account 

.. 78,500 

Rent 

9,000 

Bad Debts recovered 

600 

Interest on Capital 

-1,000 

Discounts 

700 

Partners’ Salaries 

5,500 

Profit on sale of Investments 

500 

Fire Insurance premium 

250 

Bank Interest 

70 

Charity 

720 



Net Profit transferred to Partners’ 



Capital 

.. 55,900 




Rs. 80,370 


Rs. 80,370 


NJ3 .—Calculations need be made correct to the rupee. 
Income of A, B and C from other sources is as follows :— 


H*. 

A—Taxable income from property 6,900 

Income from Dividends (gross) 3,100 

B—Income from tax-free securities .. 5,000 

Profit on share transactions .. 3,000 

C—Income from Ground rent 4,000 

Commission as Life Insurance Agent .. 2,000 


(R.A. Final, 1943.) 
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Solution 


(a) Computation of taxable income of the firm : 



Rs. 

Ra 

Profit as per Profit and Loss Account 


55,900 

Add expenditure not allowed— 

Interest on Capital 

. 1,000 

Partners’ salaries 

.. 5,500 


Charity 

720 



7,220 


Total (or taxable) income Es. 63,120 


(b) Its allocation between the partners: 


Rs. 

Rs. 

Rs. 

A 

B 

C 

Interest on Capital .. 500 

500 

— 

Salary .. 3,000 

1,000 

1,500 

Share of income from the firm 28,310 

18,873 

9,437 

Rs. 31,810 

20,373 

10,937 


(c) Computation of Partners’ taxable income: 


A. 

Rs. 

1. Property income 6,900 

2. Business (profits from an unregistered firm) .. 31,810 

3. Dividends gross .. .. 3,100 


Total income Rs. 41,810 
Less share of firm’s profits already taxed 31,810 


Taxable income Rs. 10,000 


Note.—I n arriving at the amount of income-tax payable, he will get credit for 
the amount of income-tax collected at source on his dividends. 

B. 

Rs. 

1. Tax-free interest from securities 5,000 

2 . Business—Profits from an unregistered firm .. 20,373 

Profit on share transactions .. 3,000 


Total income Rs. 28,373 

Less exempted income : 

(a) Share of firm’s profits already taxed 20,373 

(b) Tax-free interest .. 5,000 

- 25,373 


Taxable income Rs. 3,000 


C. 

Rs. Rs. 


1. Business (profits from an unregistered firm) .. 10,937 

2. Ground rents 4,000 

Commission 2,000 

- 6,000 


Total income Rs. 16,937 
Less share of firm’s profits already taxed 10,937 


Taxable income 


Rs. 6,000 
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Notes.—( 1) From the question it is evident that the firm is not registered. 

(2) Taxes are payable by A, B and C on their assessable incomes at the rate 
applicable to their respective total incomes. 

(3) It is assumed that there are regular transactions of sale and purchase of 
investments in the firm as well as by B. 


Problem 649 

The following is the Profit and Loss Account of Messrs. S. M. & P. for the 
year ending 31st March 1940. The partners share profits and losses in equal pro¬ 
portions. The partners have put in Capital at Rs. 1,20,000, Rs. 70,000 and Rs. 20,000 
respectively upon which interest is to be credited to them at 5 per cent per annum. 
They have also received management salaries at Rs. 9,000, Rs. 6,000 and Rs. 3,000 per 
year. They carry on business in a property at Ballard Estate belonging to the firm. 

PROFIT AND LOSS ACCOUNT 
For the year ended 31st March 1940 




Rs. 

To Trade Expenses 


20,000 

„ Salaries 


70,000 

„ Postage and Telegrams 

1,000 

„ Secret Commission 


30,000 

,, Loss on sale of motor car 
„ Alterations and Repairs to 

. 1,000 

Buildings used for 

business 

16,000 

Reserve for Doubtful Debts 

, 11,000 

„ Municipal Tax of 

Building 

used for Office 


2,000 

„ Donation to War Fund 
„ Staff Provident Fund contri- 

■ 1,000 

bution 

„ Interest on Capital 

Rs. 

4,000 

S 

.. 6,000 


M 

.. 3,500 


P 

.. 1,000 

10,500 

„ Partners’ Salaries : 



S 

.. 9,000 


M 

.. 6,000 


P 

.. 3,000 

18,000 

,, Balance being Net 

Profit for 

the year 


2,26,000 


Rs. 

4,10,500 


Rs. 

By Gross Profit .. .. 4,10,500 


Rs. 4,10,500 


The partnership is registered for 1940-41 assessment. 

The partners have, over and above their business income, the income from the 
following sources : — 

S—Dividends Rs. 8,000 (net); Interest from tax-free securities Rs. 4,000. 

M—Rs. 25,000 being half share in the unregistered firm cf Messrs. Gay & Co. He 
pays premia for Life Insurance Rs. 4,000 on his own life and Rs. 3,000 on the life of 
his wife. 

P—He lives in a bungalow at Napean Sea Road which belongs to him and the 
net rateable value of which is Rs. 5,170 on which he pays Rs. 1,200 as Municipal taxes, 
Rs. 310 for ground rent and Rs. 100 for insurance. He has suffered a loss in specula¬ 
tion amounting to Rs. 9,000. 

Prepare the respective liabilities for assessment year 1940-41 of each of the above 
three partners for Income-tax and Super-tax. 

Note.— You are not required to calculate the actual amount of Income-tax and 
Super-tax payable by each of the above three partners. (R.A. Final, 1941.) 
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Solution 


Computation of the total income for the Income-tax 

year 1942-43: 


Rs. 

Rs. 

Profit as per Profit and Loss Account 


12,76,350 

Add expenses not allowed— 

1. Donations 

5,000 


2. Brokerage for loans raised being 
expenditure of capital nature 

1,162 


3. Rates and Insurance of buildings 
not used for business 

. 3,050 


4. Repairs of buildings not used for 
business 

. 2,872 


5. Legal charges being in the nature of 
capital expenditure 

950 


Less depreciation allowance 


13,034 

12,89,384 

2,75,850 

Less income not taxable under business— 

1 . Rents of bungalows and chawls 

28,951 

10,13,534 

2. Dividends 

16,200 

45.151 


Taxable income from business Rs. 9,68,383 


1. Income from property— 

Rs. 

Rent received 28,951 

Less tenants' taxes 5.75% .. 1,665 


27,286 

Less 1|6 allowance for 

Repairs Rs. 4,548 

Insurance „ 1,250 

- 5,798 


2. Profits of business (as above) 

3. Dividends gross (the amount of Income- 

tax paid thereon being Rs. 3,000 approx, 
for which credit is to be given) 


Rs. 


21,488 

9,68,383 

19,200 


Total income Rs. 10,09,071 


Note. —Rent due from a tenant is inclusive of water and halalkhore taxes, which 
are approximately 5.75 per cent of the rents receivable, as these taxes are not taxes 
on income but are service taxes, i.e. charges payable for drainage, conservancy and 
water supply service, they are allowable from total rent receivable. 

Where the assessment is based on Municipal bills the question of deduction for 
these taxes does not arise, because the method adopted by die Bombay Municipality 
for the calculation of net rateable value is such that even after grossing it up by the 
addition of one-ninth the gross annual value does not include water and halalkhore 

taxes. 

Problem 651 

From the following statement of Profit and Loss Account of the Malabar Trading 
Co., Ltd. for the year ended 30th September 1943, prepare a statement for the purpose 
of ascertaining the income for the assessment year 1944-45. 
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PROFIT AND LOSS ACCOUNT 


For the year ended 30th September 1943 



Rs. 

> 

Rs. 

To Salaries and Wages 

6,200 

By gross profit as per Trading 


„ Rent and Taxes 

4,000 

Account 

56,000 

Trade Expenses 

.. Directors’ and Auditors’ Fees 

3,000 

,, Dividend on shares (less tax) - 

- 1,595 

1,000 

,, Profit on re-issue of forfeited 


„ Legal charges 

500 

shares 

1,000 

Charity 

- 101 

Unclaimed dividend written 


„ Fire Insurance premium 

600 

back 

900 

„ Travelling expenses 

1,600 

Miscellaneous receipts 

300 

„ Bad Debts 

1,200 



„ Reserve for doubtful debts .. 

„ Loss on issue of debentures 

.-2,000 



(3rd instalment written off) 

- 2,000 



Loss on sale of furniture 
„ Amount of pension to Ex- 

300 



Manager paid annually 

1,500 



„ Net profit during the year .. 

35,794 



Rs. 

59,793 

Rs. 

59,795 


Solution 

Rs. Rs. 

Profit as per Profit and Loss Account 35,794 

Add disallowables— 

Charity 101 

Reserve for doubtful debts .. 2,000 

Loss on issue of debentures . . 2,000 

Loss on sale of furniture .. 300 

- 4,401 

Rs. 40,195 

Less Dividends on shares (less tax) con- 

considered below .. 1,595 

Profit on reissue of forfeited shares .. 1,000 

Unclaimed dividends 900 

- 3,495 

Business income Rs. 36,700 

Dividend on shares (net) .. 1,595 

Approximate tax deducted 561 

-Gross 2,156 

Total assessable income Rs. 38,856 


Notes. — (a) Loss on issue of debentures and loss on sale of furniture are treated 
as capital losses and are disallowed for Income-tax purposes. 

(b) Profit on reissue of forfeited shares being a receipt of capital nature is not 
taxable. 

(c) Unclaimed dividends represent the amount payable to shareholders but not 
claimed by them and as such written back to Profit and Loss Account. Tax has already 
been paid on this amount previously and hence not included in total assessable income. 

Problem 652 

Messrs. A. B. & Co., Ltd. approach you with the following Profit and Loss Account 
statement for the year ended 31st December 1942, and you are requested to adjust 
this for the purpose of ascertaining the total income for the assessment year 1943-44. 
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Rs. j 


Rs. 

To Salaries 

16,000 1 

By Gross profit from Trading 


„ Rent 

7,000 ; 

Account 

96,000 

7,975 

„ Trade expenses 

11,000 ! 

„ Dividend received (free of tax) 

„ Debenture interest 

3,000 

t 

,, Interest from Govt. Securities 


„ Bonus to Manager on retire¬ 

(free of tax) 

9,600 

ment 

6,000 

Dividends ( less tax) 

3,190 

„ Directors’ fees 

3,000 

,, Premium on issue of shares 

1,500 

„ Auditors’ fees 

1,500 

,, Bad debts recovery 

6,000 

„ Loss on sale of investments 

- 2,000 



„ Income-tax and Super-tax 

- 3,200 



„ Preliminary expenses 

4,000 



„ Bad debts written off 

1,000 1 



„ Depreciation of plant 5% 

6,000 



„ Depreciation on furniture 5% 

300 



„ Net profit during the year .. 

60,265 



Rs. 

1,24,265 

Rs. 

1,24,265 


Solution 

Total assessable income : 

Profit as per Profit and Loss Account 
Add loss on sale of investments 
Income-tax and Super-tax 
Preliminary expenses 
Depreciation on plant Rs. 6,000 

Depreciation on furniture 

(considered below) 300 


Rs. 

2,000 

3,200 

4,000 


6,300 


Rs. 

60,265 


15,500 


Rs. 75,765 

Less Dividends (free of tax) . . 7,975 

Interest from Govt. Securities (free of tax) 9,600 
Dividends (less tax) .. 3,190 

Premium on issue of shares . . 1.500 

- 22,265 


Business income subject to depreciation allowable Rs. 53,500 
Dividend income : 

Dividend (free of tax) Rs. 7,975 

Dividends {less tax) „ 3,190 

- 11,165 

Tax paid at source (approximately) 2,938 

- 14,103 

Interest from securities (tax free) 9,600 


Total income subject to depreciation Rs. 77,203 


Notes. — (1) Preliminary expenses are treated as capital expenditure and are not 
allowed as a deduction for Income-tax purposes. 

(2) Loss on sale of investments is treated as a capital loss and is, therefore, dis¬ 
allowed. A similar loss arising in a company dealing in investments will be allowed. 

(3) Premium on issue of shares is a capital profit and is, therefore, to be ex¬ 
cluded from the total assessable income. 

(4) Bonus to manager on retirement is allowed as a deduction to the business. 

(5) Debenture interest. The company must deduct tax before payment of interest 
to the debenture-holders and the amount thus deducted must be paid in Government 
Treasury by the company. 

(6) Depreciation allowance at 7 per cent on written down value of plant and 
6 per cent on written down value of furniture is allowed before arriving at the taxable 
income. 
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(7) Tax deducted at source Rs. 2,938. Tax paid at source on dividends will be 
allowed as a deduction t from the total tax due. 

(8) Tax-free securities. Interest from tax-free securities is taken into account 
in determining the total income of the assessee for the purpose of deciding the rate 
at which he shall pay income-tax on his other income. It should be included in the 
total income of the year in which it is received. Super-tax is payabld on interest from 
tax-free securities. 


Problem 653 

You have to find out the total assessable income for the assessment year 1942-43 
of B Assurance Co., Ltd., Calcutta, from the following particulars. 

Life Department 
REVENUE ACCOUNT 
For the year ended 31st December 1941 

Rs. Premiums : Rs. 


Balance being deficit at the begin- 


ning of the year 


43,002 

Claims 

% . 

1,002 

Surrenders 


388 

Expenses of Management : 

Rs. 


Commission 

12,232 


Allowances 

4,640 


Remuneration to Man¬ 


' 

aging Director 

6,000 


Salaries 

15,507 


Travelling expenses 

3,785 


Auditors’ fees 

550 


Actuary’s fees 

120 


Medical fees 

2,910 


Law charges 

669 


Advertisements 

3,786 


Printing & Stationery 

2,875 


Rent & Electricity 

2,733 


Postage & Telegrams 

1,669 


Bank charges 

242 


Registration charges 

100 


General expenses 

1,660 




59,478 

Interest on Fixed Deposit 

. . 

10,729 

Investment Reserve Fund 


4,031 

Depreciation 


1,006 

Balance of the Fund at the end 


of the year 

.. 

33,731 


Rs. 1,53367 


First year’s premium on policies 

of 12 or more years .. 19,344 

Renewal premiums .. 1,12,664 


1,32,008 

Interest : Rs. 

On investments 9,194 

Less Income-tax 1,357 

- 7,837 

Profit on sale of investments .. 3,359 

Amount received on shares for¬ 
feited .. 7,268 

Refund of Income-tax .. 1,682 

Sundry accounts adjusted on ac¬ 
count of forfeiture of commis¬ 
sion .. 1,130 

Revival fees .. 40 

Registration fees .. 10 

Share transfer fees .. 23 

Miscellaneous receipts .. 10 


Rs. 1,53,367 


Debenture Department 
REVENUE ACCOUNT 
For the year ended 31st December 1941 


Rs. 

Redemption of debentures .. 120 

Commission .. 78 

Salaries .. 120 

General expenses 30 

Debenture fund at the close of 

the year 9,860 


Debenture Fund at the beginning 

of the year .. 9,570 

I Amount received in full on 46 

debentures of Rs. 10 each 460 

Instalments received in part 60 

I Premium instalment .. 114 

! Extra premiums .. 4 


Rs. 10,208 


Rs. 10,208 
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Annual average deficit as per actual valuation and as per working under Rule 2(b) 
is Rs. 27,836. 


Solution 


Working as per Rule 2(a) : 


Rs. 


Gross external earnings— 

Revival and share transfer fees together with the Mis- 


cellaneous receipts 


.. 

83 

Amounts readjusted on account 
mission 

of forfeiture 

of com- 

1J30 



Rs. 

1,213 

Less interest on securities 

Rs. 

9,194 


Less interest paid 


10,729 

1,535 



Loss Rs. 

322 


Less Management expenses as per Revenue Account 
Rs. 59,478 plus depreciation of Rs. 1,006. 

The Management expenses are to be confined to the 
following working as laid down by Rule 2(a). 

i Rs. 

85% on first year premia of Rs. 19,344 .. 16,442 

8}% on renewal premia of Rs. 1,12,664 .. 9,576 


Rs. 26,018 


As the above figure is less than the actual management 
expenses they are substituted for management expenses, 
hence under Rule 2 (a) the working would be as under : — 

Rs. 

Gross external loss .. 322 

Add expenses .. 26,018 


Loss under Rule 2(a) Rs. 26,340 


Loss under Rule 2(a) will be taken for assessment purpose 
as deficit under Rule 2(b) is less than the loss under 
Rule 2(a). 



Rs. 

Rs. 

Loss under Rule 2(a) 


.. 26,340 

Less income from Debenture Department— 

Full premia from 46 debentures 

460 


Instalments in part 

60 


Premia instalments 

114 


Extra premiums 

4 


Rs. 

638 


At 15 per cent 


96 

Net deficit for the year 


Rs. 26,244 


Problem 654 

The “ A” Insurance Co., Ltd. wants you to find out the total taxable income 
for the assessment year 1943-44. The following is the consolidated Revenue Account 
for the period from 1st January 1938, to 31st December* 1942, and the Valuation Balance 
Sheet as on that date, 
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Claims under policies (including 
provision for claims due or in¬ 
timated) less re-insurance. 

By death 10,085 

By maturity 

Surrenders, less re-insurances .. 430 

Expenses of Management : 

Commission to Insur- Rs. 

ance agents less that 
on re-insurances 72,602 

Manager’s & Managing 
Director’s remuneration 12,700 
Salaries 60,115 

Travelling expenses 14,218 

Directors’ fees 1,920 

Auditors’ fees 1,600 

Actuary’s fees 3,480 

Medical fees 28,818 

Advertisements 17,092 

Printing & Stationery 17,583 
Postage & Telegrams 13,792 
Policy stamps 1,280 

Rent & Electricity 8,254 

Telephone charges 592 

Sundry expenses & bank 

charges 6,046 

Registration & filing 

charges 232 

- 2,60,324 

Reserve for doubtful debts .. 600 

Reserve for depreciation on in¬ 
vestments .. 1,460 

Depreciation on furniture written 

off .. 1,262 

Depreciation on library written off 42 

Interest paid on deposits .. 16,837 

Amount due from Nasik Dist. 

C.C. Bank, Ltd. written off 5 

Organisation expenses .. 1,030 

Balance of Life Assurance Fund 
at the end of the period .. 1,51,290 


Rs. 4,43,365 


Rs. 

Balance of Life Assurance Fund 
at the beginning of the period : 

Premiums less re-insurances 
First year’s premiums 2,08,841 
Renewal premiums 1,97,428 

Single premiums 4,444 


4,10,713 

Less rebate 1,154 

- 4,09,559 

Consideration for annuities grant¬ 
ed, less re-insurances .. 542 


Interest, dividends and 

rents 31,657 

Less Income-tax thereon 3,615 



— 28,042 

Revival fees 

408 

Assignment fees 

26 

Transfer fees 

78 

Other receipts 

124 

Premium deposit adjusted 

4,586 


Rs. 4,43,365 


A Insurance Co., Ltd. 
VALUATION BALANCE SHEET 
As at 31st December 1942 


Rs. 


Rs. 


Net liability under business as 
shown in the summary and 
valuation of policies .. 1,50,244 

Surplus .. 1,046 


Balance of Life Assurance Fund 
as shown in the Balance Sheet 1,51,290 


Rs. 1,51,290 


Rs. 1,51,290 
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REVENUE ACCOUNT 


For the year ended 31st December 1942 




Rs. 


Rs. 

Claims 


7,082 

Balance of Life Fund at the be- 

Surrenders 


264 

ginning of the year 

.. 46,040 

Expenses oj Management : 

Rs. 




Commission to Insur¬ 



Premiums less re-insurance 

: Rs. 

ance Agents 

21,232 


First year’s premiums 

78,264 

Manager's allowance 

6,000 


Renewal premiums 

99,048 

Salaries, etc. 

21,242 


Single premiums 

2,968 

Travelling expenses 

6,252 


— 

1,80,280 

Directors' fees 

240 




Auditors’ fees 

1,000 


Interest received 

12,158 

Acturial fees 

1,348 


Less Income-tax paid at 


Advertisements 

3,170 


source 

1,618 

Printing & Stationery 

4,508 


— 

10,540 

Medical fees 

10,292 




Postage & Telegrams 

4,132 


Other income : 


Policy stamps 

790 


Revival fees 

262 

Rent & electricity expenses 2,700 


Assignment fees 

8 

Sundry expenses 

2,184 


Other receipts 

68 

Registration & filing 



Transfer fees 

22 

charges 

154 



36C 


85,244 


Premium deposits adjusted .. 4,58( 

Less Manager’s allow¬ 





ance waived 

6,000 


Amount surrendered by the 



79,244 

Managers (out of their 

remu- 

Reserve for depreciation 

on in- 


Deration from previous 

years) 3,301 

vestments 


920 



Interest on deposits 


5,902 



Depreciation: 

Rs. 




On furniture at 6% 

380 




On library at 71% 

22 






402 



Balance of Life Fund 

at the 




end of the year 


1,51,292 




Rs. 

2,45,106 


Rs. 2,45,10 


Note. —Details of first year’s premiums are as under : — 




Rs. 

First year’s premium for 5 

years’ term policy 

1,208 

„ „ 8 


174 

„ ., 10 


5,280 

11 


352 

„ „ 12 

years & over „ 

71,250 


Rs. 78,264 


Solution 

Working under Rule 2(a): 

Gross external earnings— 
Interest received 
Less interest paid 


Rs. 

12,158 

5,902 


Other receipts 

Management expenses as per Revenue Account 79,244 
Less amount surrendered by the Managers 

(credited to Revenue Account) 3,300 


Rs. 

6,256 

360 


Rs. 75,944 


Carried over Rs. 6,616 
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Rs. Rs. 

Brought over 6,616 

Management expenses as per statutory rates— 

First year’s premiums: 

37$% of Rs. 1,208 454 

60 % of Rs. 174 .. 104 

75 % of Rs. 5,280 .. 3,960 

82% of Rs. 352 ..290 

85 % of Rs. 71,250 .. 60,563 


Rs. 65,371 

Renewals Rs. 99,048 at 8$% .. 8,418 

Single premiums Rs. 2,968 at 7$% .. 222 


Rs. 74,011 

Management expenses as per statutory rates 
amounts to Rs. 74,011 and are less than 
the actual management expenses. Rs. 74,011 
are allowed 74,011 


Net loss as per 

Rule 2(a) 

Rs. 67,395 

Working under Rule 2(b) : 

Surplus as per valuation ended 31st December 1942 

Rs. 

1,046 

Add Reserve for doubtful debts 

600 


Income-tax deducted at source 

3,615 


Depreciation considered below 

1,304 

5,519 

Net profit 

for 5 years 

Rs. 6,565 

Therefore average profit for one year 


1,313 

Less depreciation for one year 


402 

Rs. 911 


The result as per Rule 2(b), profit of Rs. 911 will be taken for assessment purpose 
as it is more than the result as per Rule 2(a). 





INDEX 


Problems. I 

A I 

Accommodation Bills... 43, 44, 46, 47, 

48, 50, 54 

Account Current .81 to 84 

Account Sales.64 to 66 

Adjusting Entries . 23, 24 

Amalgamation, Absorption 
& Reconstruction ... 312 to 341 

544 to 556 

Analytical Petty Cash Book ... 18 

Average Due Date ... ... 85 to 87 

B 

Bank Accounts 400 to 409, 602, 603 
Bank Reconciliation Statement 1 to 7 
Bankruptcy Accounts 389 to 399, 

569 to 575 

Bills of Exchange ... ... 39 to 54 

' Branch Accounts 367 to 379, 382, 
383, 385 to 388, 
557, 560 to 565 
567, 568 

c 

Colliery Accounts ... ... 366-A 

Company Accounts— 

Amalgamation, Absorption 

and Reconstruction 312 to 341, 

544 to 556 

Bonus and Bonus 

Shares ... 282 to 288, 537 

Business Purchase... 257 to 277, 517, 
518, 519, 532 
Commission—Underwriting 212,214 
Criticism of Final Accounts 593 to 601 
Debentures as Collateral 

Securities . 222 

Dividends 250, 278 to 281 

Fin?1 t \ts ... 226 to 256, 

513 to 516, 532 
Forfeited Shares ... 204 to 209 

Holding Companies 3JJJi> r 345, 

586 to 589- 

Issue of Shares and Debentures 

198 to 204, 207, 210, 212, 214 
Liquidation of Companies 455 to 466 


Problems. 

Company Accounts— Contd. 

Miscellaneous 299 to 311,517 to 536, 
540, 543, 613, 615 
Preliminary Expenses ... 304 

Premium on Issue of Shares and 
Debentures 204,260,263,284,305 
Profit and Loss Appropriation 

Account. 278 to 281 

Profits prior to Incorpora¬ 
tion ... 289 to 293, 541 

Redeemable Preference Shares 535 
Redemption of Debentures ... 211 

213, 215 to 225, 539,542 
Register of Members ... 302 

Reorganisation of Share 
Capital ... 590,591,592,617 

Report to Directors 538, 590, 591, 

592, 617 

Share Ledger ... ... 302 

Underwriting Commission 212, 214 
Valuation of Shares 294 to 298 
Consignment Accounts 63 to 71, 491 
Contract Accounts 483 to 487, 609, 610 
Cost Accounts 416 to 454, 576 to 585, 

618 to 631 

Criticism of Final Accounts 593 to 601 

D 

Departmental Accounts 380, 381, 384, 

558, 559, 566 
Depreciation and Reserves 346 to 354 
Double Account System 355 to 366-B, 

611, 612 

Replacement of old assets 363 to 365 

E 

Electric Companies Accounts 357, 
360 to 362, 611 

F 

Final Accounts of— 

Banks ... 401, 402, 407 to 409 
Insurance Companies 467 to 477 

604 to 606 

Limited Companies 226 to 256, 

513 to 516, 532 



•lie 


918 TYPICAL PROBLEMS 11 

Problems. 

Final Accounts of— Contd . 

Partnership Firms ... 92 to 98 

Sole Traders ... 25 to 30 

Fire Claim Accounts 479 to 482, 614 
Foreign Branches 372 to 375, 382, 387 

G 

Goods in Transit ... 388, 562 

H 

Hire Purchase Account 412, 608 

Holding Companies 342 to 345, 

586 to 589 

I 

Income and Expenditure 

Accounts . •• 31 to 38, 492 

Income-tax ... 632 to 654 

Instalment System of Purchase ~Tl3 
Insurance Company Accounts 

467 to 478, 604 to 606, 616 
Fire Insurance 475, 604 to 606 

Life Assurance 467 to 474, 

476 to 478 

Other classes of Insurance 604 to 606 

J 

Joint Life Policy 132, 506, 509 

Joint Venture Accounts 72 to 80, 

495 to 497 

L 

Liquidation of Companies 455 to 466 
Loans on Policies ... 478 

P 

Partnership Accounts— 

Admission of a Partner 99 to 107, 501 
Amalgamation of firms 128 to 131, 

172, 503 

Capital and Drawings 88 to 91 
Death of a Partner 121 to 127, 167 

500, 509 

Dissolution of Partnerships 

133 to 148, 169, 502, 508, 
511, 512 


ADVANCED ACCOlfi *'NG 

r j 

| ;/ Problems. 1 

j Partnership Accounts— Contd. 

Final Accounts ... 92 to 98 

Garner v, ' urray 140 to 157, 171 > 
Joint Life Policy 132, 506, 509j 

Miscellaneous 173 to 183, 498 J 
499, 503, 504, 506, 5( ' 
Retirement of a partner 108 to 12c S 

i6 ; 

Sale to a Cone - ,y 158 to If 

l0i 505, 5 ‘ : 

Petty Cash Booiv.V' ... * j 

i 

I R 

Railway Comparj^ Account 355, 35( ; 

358, 359, 366, 612 j 

Rebate on Bills.//"counted 401, 405, I 
1 408, 409 

Receipts and Pa* nents Accounts 

31 to 38 

Reconciliation'Slatement, Bank 1 to 7 
Reconstruction or Companies 314,317, 
318, 32* 322, 332, 334 to 336, 

‘ 544, 549, 555 

Rectification of 1 8 to 17, 488 

Reduction of Cap 317, 318, 328, 

336,351,550 
Redeemable Pre;.^, T . shares 535 
Remittances in \c 370, 386, 388 
Re-organization . ^ >hare Capital 590, 

4 591, 592, 617 

Reserve for Disc nts 21, 22 

Reserves for Do ful Debts 19 to 21 
^JJklyalty Accounts 410,411,415,607 

s 

Sale or Return, goods on 414 

Self-Balancin^.System 55 to 62, 

/•- iU 489,490 

Single-Ent» 184 to 197, 

i Sinking Fui 

r ’ 1 r . m . iMt 

W 

! 

i Water Companies Accounts 366-13 

! Work-in-Progress ... 486, 610, 622 



FIRST SI - PS IN DOUBLE-ENTRY BOOK-KEEPING 

By J MS HEP R. BATLIBOI, f.s.a.a. (Hons.!, r.a. 

A Complete ^reatisc on the Fundamentals of Accounting written 
spec ally for Indian Students and Businessmen 
\ in a most lucid language. 


CONTENTS 


Chapter 


PAGES 

I. 

Elements of Double Entry 

1— 8 

II. 

Rules for Journalising .. 

9— 20 

III. 

Ledger Accounts 

21— 32 

IV. 

Sub-Division of Journal 

33— 43 

V. 

The Cash Ik 

44— 53 

VI. 

Banking Tr ctions 

54r- 83 

711. 

Bill Transa is 

84—141 

VIII. 

The Jourm oper 

142—157 

;x. 

The Trial L ince 

158—166 

X. 

The Trading Account 

167—178 

XI. 

ThcS^rtWfit and Loss Account 

179-204 

XII. 

The Balance Sheet 

205—240 

XIII. 

Partnership ccounts 

241—346 

XIV. 

Consigmnen counts 

347—358 

XV. 

Company / unts ... 

359-484 

XVI. 

Depreciatioi eserve and other Funds 

485-501 

XVII. 

Receipts am ayments and Income and Expenditure Account .. 

502—522 

XVIII. 

Single Entry 

523—539 

XIX 

Self-Balancinr Ledgers 

540—562 

XX, 

Departmental Ac :ounts and Tabular Book-keeping 

563—581 

XXI. 

Miscellaneous Accounts—Joint Ventures—Manufacturing Ac¬ 
count—Average Due Date—Account Current—Contract Ac¬ 



counts 

582—615 

XXII. 

The India* stem of Account-keeping 

r ‘ w SIXTH EDITION 

>emy 8vo. Cloth, 654 pages. Rs. 4-4-0. 

615—654 


PRI. <ES AND PRACTICE OF AUDITING 

A complete pr,. cal manual for reference and study, covering the 
entire ground o. Auditing, and prepared specially for Indian Students 
in the Author’'f* most lucid and comprehensive style with 150 Ques 
■ , tions fully solved at the end. 


CONTENTS 


I. Audits and AucL-ing 

II. Vouching and Routine Checking 

III. From Trial Balance to Balance Sheet 

IV. Internal Organization and Control 

V. First Year’s Au r 1 of a Public Company 

. VI. Verification of * ; f ' and Liabilities in.a^jSH 
VII. Sorup fu~ fV ~ 

Securities .Liability 

Dividends 
FinH a- 

x*ki*uits Oi Banks and I 

XIII. Special Points in Diff 

XIV. Investigation of Acc 

XV. Re visional Notes f 

XVI. Specimen Exami 

XVII. Specimen 


4 -t.' 


i;. ■ ' 












